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THE ECONOMIC WAY OF THINKING* 
By Howarp S. ELLIS 


The proposition to which I should like to draw attention is not novel. 
But in these days of physical planning and social priorities, it may not 
be amiss to recall something ancient, if it is something relevant. And 
that is that economic analysis rests fundamentally upon individual 
choice; and where the individual cannot choose, economics does not 
exist. Economics is concerned with the application of scarce resources to 
unlimited wants. Costs, utility or indifference calculations, saving and 
consuming, investing and hoarding, altering productive proportions, 
introducing new combinations—in all the manifold aspects of the eco- 
nomic problem, the key phenomenon is choice. 

Choices in these matters can be made collectively. But there is cer- 
tainly a narrower and very significant sense in which choice is only in- 
dividual; and it is this kind of choice which economics, in contrast to 
ethics and politics, takes for its subject matter. A moral law, enforced 
by public censure or approval, limits the choice of individuals. A politi- 
cal decision or law, even in a democracy except in the rare case of 
unanimity, also limits individual choice. But an economic generalization 
describes individual choice and its results. This does not mean that there 
should be neither moral nor political law; it merely asserts the contrast 
between moral and political on the one hand and economic on the other. 

To the determinist in general or in social philosophy, a contrast based 
on free will would, of course, be inadmissible. But I am content to speak 
in commonsense terms. There is significance—and indeed very deep 
significance—in the statement that the moral injunction to speak the 
truth limits the freedom of the indivigual to say whatever he chooses, 
even though he voluntarily accepts te Principle as categoric. In political 
matters a tax law, though resting upon free political choice in a parlia- 
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mentary state, abridges the freedom of the individual to spend his 
money as he chooses. Economic laws do not abridge but rather describe 
the choice of individuals and the outgrowth of these choices in market 
phenomena. 

This same contrast appears when we shift our viewpoint from a 
generic to a quantitative basis. Even when ethical or political law 
indicates a direction of choice which the individual would elect if left 
to his own free choice, it cannot in the nature of the case result in the 
same quantitative solution, except quite by accident. Thus a moral 
code may impose temperance in the consumption of alcoholic drinks; 
but the individual’s acceptance of the principle does not give any 
precise quantitative solution. A public spirited person may vote for a 
social security program, recognize that it must be supported by taxa- 
tion, and yet try to avoid paying a larger sum in personal income tax 
than necessary. Generally speaking, the expression of choice through 
the ballot, whether at the popular or parliamentary level, becomes less 
and less comfortable to the free choice of each individual, the larger 
the group to which the measure is applied. Political decisions, by their 
very nature, involve choices made for groups, and are thus at best 
approximations of what and how much the individuals would choose. 
Economic decisions are, on the other hand, marginal—that is, they 
conform to “the little more, the little less.” 

“The little more, the little less” lies at the heart of economic thinking 
—-in the analysis of income allocation, of costs of production, of outlays 
on advertising and other selling devices, of spending vs. saving, of in- 
vesting vs. hoarding money, and the like. But the “little more and the 
little less” has, practically speaking, to be a matter of individual de- 
cision, since decisions on a moral or political basis almost certainly 
involve, by comparison to individual budgets, very gross magnitudes. 
Economics is thus individualistic in a profound sense. 

Most wants, beyond some very primitive physical urges, are “social. 
wants” in the sense of their being imbued with the tastes, morals, and 
customs of the surrounding society. But the subject of these wants 
is still the individual. The same is true of “collective wants,” that is, 
wants which either can (practically) be satisfied only by processes 
which result in the production of the good or service for a number of 
people, or which require a number of participants in the enjoyment of 
the product. The subject of the want is still the individual. Economic 
guidance of production for wangs. of these characters still requires a 
free-market expression of prefertnitts.* 







* Conclusions similar to these are expressed by Theo Suranyi-Unger in an article on 
“Individual and Collectives Wants,” Jour. Pel. Econ., Vol. LVI (Feb., 1948), pp. 1-22, 
especially pp. 12,15. @ 9 ° 
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Is this just a peculiar form of words, which I propose? Could not 
most of the decisions which I have labelled political and ethical, as well 
as those more narrow economic choices, be embraced under a broader 
and more flexible concept of things economic? Such an alternative 
set of definitions would, indeed, be possible. But it would still be neces- 
sary to give a distinctive designation to the study of free individual 
choice in matters of production, a freedom which, as I have emphasized, 
differs qualitatively and quantitatively from moral and political choices. 
Thus the competing terminology would come out with the same sub- 
stantive distinctions as my own, which has the decided advantage of 
conforming to common understanding. 

In describing economics as concerned with the processes and results 
of individual free choice on the market, I differ significantly from the 
description given by Lionel Robbins that economics deals with the 
application of scarce resources to given ends.? Robbins’ description 
would, for example, include the analysis of productive effort to serve 
the ends given arbitrarily—and let us say for present purposes, whimsi- 
cally and sadistically—by an absolute dictator. But this is not econom- 
ics. What makes resources “scarce”? And what determines their 
“economic” application, if it is not the attitudes of individuals toward 
supplying their services, and their own evaluations of products aside 
from and independently of the dictates of authority, whether that 
authority be “duly constituted” or not. Alternatively, one may express 
the same idea by saying that Robbins’ definition errs in accepting any 
and all “given ends”; one end must be stipulated by economics itself, 
and that is the freedom of the individual to make the best of his situa- 
tion as a producer or consumer, so far as this does not entail greater 
loss of freedom upon other individuals. 

The individualistic predilection of economics does not, however, com- 
mit economists to a laissez-faire, Manchestrian, or “reactionary” posi- 
tion. Some decisions concerning economic problems have to be political, 
for no one except an anarchist could deny that perfect freedom of 
individual choice occasionally leads to results unacceptable to the com- 
munity. Economists may thus range from extensive interventionists to 
“hard boiled” liberals, according as they think these occasions to be 
numerous or few. There are indeed strong grounds for supposing that 
the occasions might be quite numerous merely for one reason alone— 
that free individual choice is quite as likely to take the direction of an 
effort to monopolize as to compete. : 

An individual or firm possessed Oj&eonopoly power does not always 
press this advantage to the maximum, indeed frequently does not press 


* Lionel Robbins: Essay on the Nature and Significance of Economic Science, 2nd ed. 
(New York, 1935)... t g 
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it very far. But if the monopolist “acts like a monopolist” and his 
monopoly pertains to an important commodity or service, there usually 
ensues a political decision which suppresses this individual’s free choice. 
It is significant for the validity of my thesis, however, that this decision - 
characteristically takes the form of attempting to supplant the monopoly 
by competition, or of attempting to regulate the monopoly and to simu- 
late competitive results. In either event the aim is to restore results 
similar to those which would appear on the market from the free choice 
of individuals, except for the offending monopolist. : 

Economics has successfully described the outcome of competitive 
market situations where individual choice is free. Its success in analyzing 
various hues of monopoly varies in about an inverse proportion as 
monopoly elements grow and free choice dwindles. Thus simple mo- 
nopoly, with freedom as to price or amount purchased on the demand 
side, yields a definite solution. Two-sided monopoly with each mo- 
nopolist having the power to dictate price but not quantity yields a 
determinate solution of quantity but the division of the price is inde- 
terminate. Between these extremes and competition are intermediate 
cases where not one but several producers dominate the market; and 
for these cases, theoretical economics is able to state only zones or 
areas of probable solutions on various suppositions as to the freedom of 
choice of the individual firms. Efforts to press the frontier of economic 
analysis farther into this territory are, of course, welcome and neces- 
sary. But as we pass gradually from situations in which economic ac- 
tivity is guided by individual free choice toward more (uncontrolled) 
monopoly and toward more political choice, the substance of economics 
comes to be more and more prescinded and more tentative. At the 
limit, where all economic activity is controlled by the state and all 
decisions are political, economics expires and the economist is put out to 
grass. He no longer has any criteria of income allocation, costs, money 
holdings, savings, foreign trade, etc., which he could use to test the 
arbitrary decisions of the authority. If asked to appraise the efficiency 
of the controlled economy, he would have to ask for the restoration of 
free choice in one or many fields, in order to permit him to see how 
matters actually stand. Thus there undoubtedly is such a thing as a 
government economist, but only by virtue of the fact that enough deci- 
sions are made outside the government to permit government decisions 
to be tested by economic criteria. 

The thesis which I maintain can now be briefly restated. Economics 
studies the application of lim#@/resources to wants which are less 
limited. The limitation of resources reveals itself in costs; and at bottom 
all costs excepting natural resources are human, that is, they are costs 
to individual beings At bottom, also, unsatisfied wants are the wants of 
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individual beings. Only to the degree that these costs and utilities to 
individuals can express themselves in the market can economic analysis 
exist. To the degree that political or ethical norms rule the market, to 
the same degree does the possibility of applying economic criteria recede 
or vanish. 

II 


I propose to test the validity of this proposition by reference to four 
concepts of maximum or optimum solutions to be found in current 
economics. To the economic way of thinking, “optimum” implies or 
should imply the best application of limited resources to our less limited, 
te., practically unlimited, wants. Of course this central problem takes 
many aspects or dimensions; and consequently economic analysis is not 
constrained to state just one optimum. The four concepts chosen for 
purposes of the argument illlustrate different dimensions of the economic 
problem; but they also illustrate the central theorem that where politics 
and ethics come in by the window, economics goes out by the door. 

Let us begin with one of the oldest—and currently one of the most 
maligned—of these optima, the so-called “doctrine of maximum satis- 
faction.” In non-technical language this principle states that, if left 
to their free choices, both consumers and producers will so allocate 
expenditure that the return in any one line of outlay, either in direct 
satisfaction from the good or in expected product, will not be less than 
could be obtained from any other line of expenditure. Thus total satis- 
faction is a maximum, being a maximum for each individual. All 
economists state this principle with certain qualifications, and some 
economists regard the qualifications to be so extensive as to leave 
nothing of the original proposition. Those who would go so far would, 
I believe, be forced to conclude also that the aggregate of individuals 
accomplishes nothing in the effort toward a rational disposition of 
their limited resources toward satisfying wants, 7.c., we are unable to 
economize, and economics is nothing. 

But this is a vast overstatement. Monopoly qualifies the principle, or 
more accurately limits its inclusiveness, for free choice is stipulated 
within the principle itself and monopoly abridges free exchange. But 
we are very far indeed from universal monopoly. Inequality of wealth 
and income also qualifies the principle but in a much less extensive 
fashion than commonly supposed. For to the degree that inequality 
is functional, that is, to the degree to which it is necessary to pay one 
man more than another to evoke his services, the national income or 
aggregate of satisfactions to be divided out is increased over what it 
would be with equal incomes. Unearned income from inherited wealth 
or from illegal or sharp practices thus qualifies the maximizing of 
product and satisfactions. Anyone may make his dwn guess as to how 
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large a fraction of personal income in the United States, at the present 
level of $211 billions, is unearned. The facts that 82% of this total is 
embraced under wages, salaries and proprietorship incomes, and that 
certainly not all the remainder (in pure property income) can be 
regarded as unearned, may afford a cue to the answer. Finally, the 
principle has to be qualified for consumer caprice, habit, ignorance, and 
other impairments of rational behavior. Let me, however, recall the 
familiar lines of Wordsworth: < 


The world is too much with us; late and soon, 
Getting and spending, we lay waste our powers. 


In other words, we are typically far too much preoccupied with realiz- 
ing the principle of maximum satisfaction; and it would indeed be sur- 
prising if we did not in large measure accomplish our intent. 

In fine, then, maximum satisfaction encounters the barriers of con- 
sumer ignorance and irrationality, unearned income, and monopoly. 
The materialism of our present age with its remorseless urge toward 
higher standards of physical well-being and comfort does not seem to 
connote either caprice or inertia on the part of consumers. Unearned 
income seems to be ubiquitous; but it is a familiar story that the largest 
part of the national income accrues to the poor and to the moderately 
well-to-do, and not all income accruing even to the rich is unearned. 
Finally, monopoly and monopoly factors permeate nearly all production, 
but these elements have a visibility much more marked than the hum- 
drum homogeneity of competition. I offer no apology for the wastes 
and abuses of our present economic society. But the ardor with which 
the American public threw off the constraints imposed by wartime price 
controls, rationing, and allocations would seem to indicate that consumer 
and producer free choice means something valuable. Consequently the 
principle of maximum satisfaction—for all its existing lets and hind- 
rances—still embodies a truth worth the telling. 

The concepts of economic optimum which follow are inferior to 
maximum satisfaction, if we employ as a criterion the effectiveness with 
which a society applies its limited resources to its wants; and no alterna- 


‘tive economic criterion presents itself. In the “second best” position I 


would present the idea of “appropriate fluctuations of output,” in the 
words of that most eminent English economist, D. H. Robertson. 
Underlying this idea is the conviction, common to nearly all economists, 
that the alternation of good and bad times is intimately associated with 
waves of technical innovation,agd the episodic stimulation of new 
investment. The process of purely scientific discovery probably goes on 


°D. H. Robertson, Banking Policy and the Price Level, 3rd impression, revised (London, 
1932), Chap. H. ¢ * 
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at a fairly uniform rate; but the effective application of pure science 
to practical and marketable products and the active creation and 
exploiting of new markets in a private enterprise economy, as Schumpe- 
ter has shown, awaits the discerning business venturer. Thereafter, the 
perfecters and imitators crowd in, this particular market is gradually 
pressed to the replacement demand stage, and the strong stimulus to 
new investment ebbs away. 

In a best of all possible worlds it might be possible to achieve com- 
plete stability of production and a maximum rate of technical progress 
at the same time. But if we take into account business optimism engen- 
dered by the advent of some notable technological innovation such as, 
for example, the automobile, and the spread of this stimulus to bankers, 
family budget-makers, security traders, builders, exporters and im- 
porters, and even to government spending authorities, we would not 
be surprised to find the expansion running off into overly-full employ- 
ment, inflation, bottlenecks, and wrong estimates, resulting in short- 
ages in some sectors and overproduction elsewhere. So powerful are 
these disequilibrating forces that to control them. completely might 
involve an intolerable degree of regimentation and might even stifle 
the impulses toward economic progress. Consequently, we will probably 
strike a compromise between continuous full employment and the most 
rapid rate of progress by accepting some fluctuations, while striving 
to keep them from developing into feverish speculative booms, followed 
by disastrous and protracted periods of unemployment. 

The concept of appropriate fluctuations may be regarded from the 
angle of individual free choice. The history of business fluctuations 
demonstrates that giving completely free rein to private decisions to 
spend and invest will result in an intolerable degree of instability. 
Marxians and contemporary communists confidently believe that 
capitalism will one day be swept away in a catastrophic depression: 
the only cure of instability is the totalitarian state. But this has not 
been the diagnosis and prognosis of economics. Instability in the be- 
havior of general aggregates such as the price level, spending, invest- 
ment, and employment can be governed by similarly general measures— 
monetary policy, fiscal policy, wage policy, and the like. Keynesian and 
traditional economists alike reject the necessity of the piecemeal regula- 
tion of business, industries, and occupations. Free choice is indeed 
abridged by fiscal, monetary, and wage policy, but in impersonal and 
nondiscriminatory ways. Thus in a quite understandable *sense—since 
unemployment and stagnant markets can scarcely be regarded as 
things which anyone would freely elect—the policies designed to reduce 
fluctuations to a tolerable or “appropriate” amplitude are also policies 
maximizing the field of free choice over the long run. 
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' The two optima thus far reviewed are primarily economic in content: 
they represent situations without particular moral or political flavor 
which, in significant senses, result mainly from individual choicé. In 
these cases the interference of the state has for its purpose the widen- 
ing or extending of the field of individual choice, and not “ulterior” 
ends. Alternatively, it might be said that with respect to these two 
optima the political choices have for their aim the improved operation of 
individual economic choice. These characteristics fade away pro- 
gressively as we proceed to two further concepts of optimum. 

I refer first to the “optimum propensity to save,” a magnitude im- 
plicit in the Keynesian general equilibrium theory, first made explicit by 
Oscar Lange.* The idea of an optimum amount of saving is a part of the 
theory which attributes cyclical depression or longer-run stagnation to 
over-saving. Optimum saving is that amount which is compatible with 
full employment without inflation: more saving would spell a relapse 
from full employment, and less saving would spell inflation.*® 

From the interested angle of the present argument, the peculiarity of 
this optimum is that it runs directly counter to individual free choice. I 
do not make an appeal to some mysterious “natural law” or invisible 
hand; I merely assert that with human beings as they are, some of them 
spendthrift and some of them frugal, Western civilization generally 
reveals—aside from wars and other disasters—a tendency toward net 
accumulation. With the very rich, it may appear simply as a residuum 
after all consumption demands are satisfied. With some persons, again 
more frequently found amongst the rich or quite well-to-do, it may arise 
from the desire to grow wealthy or more wealthy for purposes of dis- 
play, controlling other people’s lives, or playing the game with higher 
stakes. But again, as in an earlier context, we encounter the fact that 
not only is most of the national income received by the moderately and 
the less well-to-do, but also that these income classes account for the 
largest part of savings. With them the motives thus far mentioned are 
exceptional and the one overwhelmingly important purpose is provision 
for the future. ; 

Now an economic optimum which runs in terms of limiting this 
activity is indeed a paradoxical kind of optimum. Providing security 
against the rainy day and old age from the fruits of one’s own produc- 
tive activity may be an old-fashioned virtue, but it nevertheless pro- 
vides substantial net social saving. This does not imply opposition to 


*Oscar Lange, “The Rate of Interes and the Optimum Propensity to Consume,” 
Economica (Feb., 1938), pp. 12-32. 

5 Actually, Lange’s argument results in optimum investment and not optimum saving. 
But for the present analysis, I accept the author’s intended position and the usual interpreta- 
tion of his argument. g * 
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“social security” measures; but these measures should supplement and 
not supplant individual self-reliance. Amongst the several major vari- 
ables. which combine to produce downturns in economic activity or to 
protract depression, we can surely select more promising channels of 
public policy than influencing saving. In the first place, even the pro- 
ponents of the over-saving thesis regard the growth of capital equip- 
ment as an earmark of economic progress; and hence consistency would 
demand primary emphasis upon inducing private investment sufficient 
to absorb savings, or supplementing this with public investment if need 
be—but in no event limiting saving. Secondly, saving rests upon in- 
grained habit or long-standing business mores and cannot readily be 
adjusted to short-term variations. But thirdly, when alternatives exist 
which do not abridge individual choice, and when their effectiveness is 
not less, they are clearly preferable. 

Monetary and fiscal policies to stablize economic activity are actually 
more effective because they operate quickly; and they do not abridge 
individual choice in the direct and objectionable fashion of policies to 
limit saving. Monetary policy consists directly of influencing the quan- 
tity of money and hence indirectly the rate of spending. Fiscal policy 
consists directly of influencing the rate of spending through the power- 
ful government sector, and indirectly the quantity of money. Individual 
economic choice does not, except in a minor way and need not at all, in- 
fluence the quantity of money; and individual economic choice does not 
determine government revenue and expenditure. Hence, in policies to 
achieve economic stability through Federal Reserve and Treasury opera- 
tions, we are not significantly abridging the choices which the eco- 
nomic agents—individuals, businesses, state and local governments— 
regard as matters for their own disposition. Economic activity under 
private enterprise in a progressive economy is not self-stabilizing and it 
requires political decisions to bring about an even evolution. But 
amongst eligible alternatives there is no apology for making the politi- 
cal decision gratuitously abridge individual free choice. The “optimum 
propensity to save” does precisely this. 

The fourth optimum to be considered is the notion of an “optimum 
rate of (foreign) exchange,” first promulgated, so far as I know, by Mrs. 
Robinson.’ The idea is advanced rather incidentally and I do not pro- 
pose to give it more than illustrative significance. Furthermore, this rate, 
defined as the one which—wage rates and other underlying factors being 
given—causes the favorable balance of trade to be a maximum, is ex- 
plicitly said “by no means necessatily [to be] the most desirable rate 
from every point of view.” Thus it may involve lower real income per 


* Joan Robinson, Essays in the Theory of Employment, 1st ee (New York and London, 
1937), pp. 198- 201; 2nd ed. (Oxford, 1947}, pp. 146-49. $ 
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unit of output than a somewhat higher rate of exchange. But there still 
remains the implication that, in some significant sense, a maximum fa- 
vorable balance of trade and its accompanying exchange rate are 
optimal. What is this sense? 

There are indeed many possibilities, but the one most characteristic 
of formal Keynesian theory would involve the multiplier effect from the 
stimulus to effective domestic demand proceeding from a favorable 
balance of trade. If this correctly interprets the concept, as I cannot un- 
fortunately be sure, an optimum rate of exchange signifies-—conforma- 
bly to this system of thought—the maximum gain in domestic employ- 
ment to be had at the expense of employment in other countries. In 
another essay Mrs. Robinson eloquently describes this as a “beggar-my- 
neighbor” policy.” Thus the optimum includes only the citizens of the 
favored country and reduces the field of free choice and the maximizing 
of want satisfaction in other countries. If such an exchange rate is per- 
petuated by authoritarian controls, the policy is clearly a political choice 
at the expense of free individual choice for the foreigners. There can be 
little doubt—-whatever the intent of the author of this theoretical con- 
cept—that substantially this course has been actively advocated by 
Balogh, Schumacher, and kindred spirits." 


II 


I have maintained the thesis that the central economic problem is the 
application of scarce means to unlimited wants; that scarcity resolves 
itself principally into cost to individuals and the uncovered demand 
resolves itself ultimately into the unsatisfied wants of individuals; and 
finally, that the basic economic process is thus a weighing of costs to 
individuals and of utilities or satisfactions to individuals. These propo- 
sitions do not, on the one hand, give results which are merely semantic 
or definitional, because they are set together of a straight-forward logi- 
cal sequence. On the other hand, the propositions merely distinguish 
economic choices from those arrived at on ethical, social, or political 
grounds, without prejudice to any of these. 

What useful inferences, then, can possibly be drawn from such in- 
nocuous analysis? The review of economic or quasi-economic maxima 
illustrates one point with what I believe to be sufficient clarity: the ease 
with which it is possible to pass by small gradations from economic 
maxima reflecting the free choice of individuals in market decisions, 
to maxima more or less heavily imbued with political or ethical judg- 


"Op. cit., ist ed., pp. 210-28; 2nd ed., pp. 156-70. 
* Cf. Thomas Balogh, “A Case for Export Subsidies,” The Banker (August, 1943), pp. 71- 
75; E. F. Schumacher, “Export Policy and Full Employment,” Fabian Research Series, No. 
77 (London, 1943). ¢° 
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ments, without serving notice upon the intellectual consumer of these 
maxima, Because the concepts of maximum or optimum in the economic 
literature of the “scientific period” since Adam Smith dealt with free 
market decisions, and because economists and the public have become 
thoroughly habituated to this connotation, the danger is great that the 
newer concepts will be accepted with an unawareness of their ulterior 
meanings. Thus Sir William Beveridge’s “social priorities” really in- 
volve political and authoritarian ethical decisions, though the reader is 
not warned of this fact and the “free society” part of the title of his 
book? would rather strongly suggest free individual choice. 

The central emphasis of my reasoning, however, has not been put 
upon this more or less ideological pitfall but upon real events. The body 
of economic analysis has been built up upon the ultimate facts of scar- 
city, cost, and the satisfaction of human wants, and cost and utility do 
not reveal themselves except in the choices of individual persons. The 
larger the group for whom the choice is made vicariously by moral or 
political authority, the greater is the probable divergence of these 
vicarious choices from what the people would themselves have elected, 
which generally goes under the caption of “marginalism” in theoretical 
terms. ' 

No society can be operated merely on the basis of free individual 
choice in the markets, for there are conspicuous cases, such as monopoly, 
cyclical variations, ignorance, perverted tastes, fraud, incapacity to pro- 
duce enough for a living, and many more, requiring political interven- 
tion. As populations increase and techniques become more involved, 
necessary controls seem to become more numerous. And yet this does not 
and cannot deny that man, and indeed individual man, remains the 
measure of all things: wants are personal and effort is personal. Is it not 
profoundly significant that the authors of the outstanding and pioneer- 
ing work On the Economic Theory of Socialism, the one, Professor F. 
M. Taylor, a staunch liberal, and the other Oscar Lange, a socialist, 
have based the entire structure upon consumer free choice of expendi- 
ture and producer free choice of occupation? Lange’s socialism con- 
sisted essentially of state ownership of productive property and of the 
enforcement of freedom of consumer and producer choice. With regard 
specifically to any “preference scale imposed by bureaucrats,” let it be 
noted that it was Lange who wrote: “Such a system would scarcely be 
tolerated by any civilized people.”™ I would myself prefer to say more 
cautiously that if the preference scale is “imposed by bureaucrats,” 
economics has long since been silenced. The only type of socialism 


° Sir William Beveridge, Full Employment in a Free Society (New York, 1945). 
Oscar Lange and Fred M. Taylor, On the Economic Theory of Socialism (Minne- 
apolis, 1938), p. 95. 
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compatible with the economic way of thinking is a socialism based pre- 
ponderately upon individual free choice—of consumption, of occupa- 
tion, of other matters expressible upon markets.™ 

These reflections apply to what is called “economic planning.” In the 
first place, “planning” falls victim to the same ambiguity which put in 
its appearance with the concepts of optimum. Some planning is, and 
some is not, compatible with the maximizing of the field of individual 
free choice. Some planning signifies the formation of institutions such 
as the International Monetary Fund, which was designed—at least 
in some notable respects—to restore free-market processes. Planning in 
another sense, such as the agricultural price-parity program, is well 
calculated to undermine market processes and make the economy sub- 
ject solely to political forces. All too often planning of this variety is 
defended as “welfare economics,” although it negates economics and 
ignores the loss of welfare imposed upon the economy as a whole by the 
gain of a special segment. It is impossible to oppose “planning” if it 
simply means forethought, consistency, and rational provision for con- 
tingencies in public policy; but very often the term simply covers the 
growth of political decision at the expense of the economic calculus. 

A totalitarian state, or a society dominated by power-blocs of labor, 
agriculture, and industry cannot give expression to the economic cal- 
culus. Economics is necessarily a matter fundamentally of individual 
choice and it is thus necessarily also libertarian and individualistic. 
Authoritarian societies will gladly bid farewell to the economic way of 
thinking. But not only will personal liberty have taken leave, but also 
the processes by which the individual secures from his limited resources 
the best satisfaction of his individual wants. It would not be the century 
of the common man. | 


% Bequest of property as the basis for someone’s else living in idleness would indeed 
disappear; but this is not a serious limitation of free choice, since dead men cannot choose. 


TRADE UNIONISM, FULL EMPLOYMENT 
AND INFLATION 


By WALTER A. Mortron* 


As a result of the postwar experience the belief has grown that one of 
the strongest impediments to the use of monetary and fiscal powers 
for the maintenance of a high national income is the increased strength 
of trade unions and their influence over the wage level. It is feared 
that trade union policy will compel a continued annual increase in wage 
rates exceeding the rise in physical productivity, thus making price 
inflation a necessary concomitant of full employment and forcing the 
unpalatable alternative of underemployment or inflation, We shall, 
therefore, inquire into the influence of unionism in the past and what it 
is likely to be in.the future. 


I 


Although not always clearly formulated, the alleged inflationary in- 
fluence of unlonism can be reduced to three propositions. 

1. That trade unions in the postwar period have pursued policies 
that made the rise in prices much greater than it would have been with 
individual bargaining and competition in the labor market, and that 
this policy was made possible by the fact that unionism is a form of 
monopoly power which is inherently infiationary.’ This view implicitly 
assumes that except for unionism, prices would have risen much less 
and that the wage-price spiral would not have existed under the assumed 
conditions of perfect competition in the labor market. Wage policies 
are looked upon as the instigator and principal cause rather than the 
instrument of the wage-price spiral. | 

2. That if unions had pursued a policy of money wage stabilization 
instead of trying to keep wages abreast of prices, the degree of infla- 
tion would have been less. This view does not contrast actual policies 
with the assumed results of perfect competition but rather with a 
Sacrificial wage policy in which the leadership deliberately sacrificed 
possible wage gains in order to keep prices down. It assumes such 
policies were possible for the leadership and would have been more 
beneficial to the community. 


* The author is professor of economics at the University of Wisconsin. 


*See “Postwar Political Economy: The President’s Reports,” M. Bronfenbrenner, Jour. 
Pol. Econ., Vol. LV, No. 5 (Oct., 1948), pp. 382-85. 
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3. That the wage-price spiral could have been prevented if unions had 
exerted their political influence to retain wage and price control in 
1946 instead of asking for the discard of the Little Steel Formula and 
the determination of wages by voluntary collective action. This is a 
criticism of labor politics and beyond our purview here where we are 
dealing with labor policy in a free market. 

Those who believe that unionism is inherently inflationary propose 
that we prepare to suffer its consequences or destroy the unions. Some 
suggest a drastic change in the allocation of economic power by restora- 
tion of atomistic competition and liberalism of the purported nineteenth- 
century type which they fancy will make our system function more 
effectively.? They would apply the traditional American anti-monopoly 
philosophy to trade unions which have heretofore been exempt from it. 
A second group assumes that no substantial change will occur in our 
institutions, but they believe that unions might pursue better policies, 
putting their faith in reason, exhortation, intimidation and economic 
coercion mixed in uncertain proportions. A third group believing that 
unionism is here to stay but that the self-interest of unions is and will 
remain incompatible with stability of prices and full employment, ad- 
vocate direct governmental control over the general level of wages 
through national wage policy enforced by law or custom as a substitute 
for the determination of wage levels by voluntary collective bargaining. 
We shall examine these proposals after we have considered the causes 
of the recent price spiral and the part played therein by organized 
labor. 

II 


The recent inflation is unique because it has resulted predominantly 
from an increase in the velocity of money whereas in previous inflations 
prices, wages, and the quantity of money moved upward together. We 
might also characterize it as a delayed effect of the wartime increase 
in the money supply which had been temporarily dammed up by price 
control. The process of inflation was the wage-price, expenditure-income 
spiral. The basic causes were the quantity of money and a persistent 
demand for goods. In this view the spiral is not an independent, alterna- 
tive explanation of price changes which can be substituted for the mone- 
tary theory; it is merely a description of inflationary processes which 
fits into the framework of traditional theory. By so treating it we can 
integrate the mechanism of inflation with the quantity theory of money 
by means of iricome-expenditure analysis. The recent treatment of the 
spiral as an independent causal e&pbanation is, moreover, misleading 
for policy purposes because it mistakes the instrumentality by which 


? Many follow the late Hepry, Simons in his Economic Policy for a Free Society (Chi- 
cago, 1948). 5 
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inflation occurs for its causes and puts emphasis upon direct legal 
regulation of wages and prices rather than on monetary and fiscal con- 
trol of the quantity and velocity of money. There is, however, a simple 
explanation for this elevation of a process into a first principle. Because 
we had given up hope of controlling the dammed up inflation after the 
war by reducing the quantity of money or lowering its velocity by 
drastic taxation, we tried to stop the spiral by exhorting and threatening 
labor and business. As a consequence, the erroneous belief grew that 
the level of prices is determined by the spiral and primary attention 
was directed to the wage bargain and to profits rather than to the 
quantity of money.” 


** This emphasis upon the process of inflation to the neglect of its basic cause in an 
excessive money supply appears to be a direct consequent of recent preoccupation with the 
income-expenditure theory of output and prices, The simple quantity theorists tended to 
attribute price fluctuations to the monetary factor without examining the underlying 
economic and psychological conditions responsible for changes in quantity and velocity. 
The simple income theorists, on the other hand, attribute price fluctuations to changes in 
income without examining the influence of the quantity of money. Is such exclusiveness 
really necessary? The depression years showed the possibility of fluctuations in expenditure 
without alterations in the amount of money, but it is sheer myopia not to see that since 
1940 the greatly enlarged money supply throughout the world is the primary reason for 
larger incomes and higher prices. The error of the traditional quantity theory persisting 
through Irving Fisher was threefold: (1) It did not explain the underlying economic facts 
and expectations responsible for expansion and contraction in the volume of circulating 
media and its velocity. (2) It assumed velocity to be constant. (3) It did not explicitly show 
the process by which money affected prices through its effect on income. Recent income- 
expenditure analysis attempts to remedy the first two deficiencies by analyzing the causes 
of business fluctuations and it supplies the third need with the Keynesian formula 
Y =C -+L Substitute MV (income velocity) for Y, and PT for C -+ I, and the relation- 
ships are apparent. In utilizing the income theory, we need not therefore minimize the 
great contribution of the quantity theory and the light which it has thrown on general 
price changes throughout history, not should we discard the experience of centuries that 
changes in the quantity of money have beep the most important single cause of depreciation 
in its value. 

Professor Alvin Hansen, however, in presenting the income theory sets up an opposition 
between it and the quantity theory saying: “It is the volume of expenditures, not the 
quantity of money, to which primary attention must be given,” Monetary Theory and 
Fiscal Policy, Alvin H. Hansen (New York, 1949), p. 83. We must agree that the total of 
MV is more significant than M alone or V alone but it does not seem possible either a priori 
or from experience to say whether it is M or V that is always more important. Here we 
need recourse to the concepts of limiting and strategic factors (Institutional Economics, 
John R. Commons, [New York, 1933], p. 89). In depression V seems to be the strategic 
factor; to prevent a boom M must be controlled by the monetary authority. Hansen shows 
the inclination to minimize the importance of the quantity of money in quoting Keynes: 
“According to the quantity theory, if you first ‘Tet out your belt’ you will in consequence 
of this action necessarily grow fat!” (p. 85). This is a good criticism of the unfounded 
belief of Warren in 1933 that increasing the number of gold dollars would automatically 
raise prices, or for that matter, of any belief that money acts upon prices directly regardless 
of the willingness to spend, or without affectifig incomes through consumption and invest- 
ment, but it is of limited value to explain inflation. Looking back at the trend of prices 
since 1914, in the United States and Western Europe, I wonder how many would deny that 
the quantity of money was primary in monetary depreciation; or that it has been so since 
the last war in much of the world. We let out our monetary eh and prices rose! And if 
we had not let it out prices and incomes would not have risen anywhere near as much. 
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At the close of the war the supply of money was ample to sustain a 
rise in prices and its velocity was low by all past standards.* This 
inflationary monetary potential was able to support the 50 per cent 
rise in wholesale prices which took place from the end of price control 
in the spring of 1946 to the summer of 1948 and is still capable of 
supporting a further inflation. During this period the Treasury paid off 
bank debt of approximately 9 billion dollars but this was offset by an 
approximately equal expansion of member bank loans which the Fed- 
eral Reserve System could not prevent because of its policy of support- 
ing the government bond market. Interpreting the effect of this increase 
in the money supply according to the strict quantity theory, it could 
be held responsible for about 10 per cent of the price rise. But the actual 
effect was most likely greater than 10 per cent, because these funds 
were placed in strategic hands and probably had a greater velocity than 
the rest of demand deposits. Bankers, however, contend that these loans 
were not inflationary because they were used to overcome bottlenecks, 
to supply deficiencies, and otherwise to augment the supply of goods 
which, they contend, with considerable merit, was ultimately deflation- 
ary.* On the whole, however, there is little doubt that the predominant 
cause of inflation was not treasury policy or bank policy but the release 
of idle balances to satisfy a pent-up demand for goods, raising prices, 
creating full employment, and with it an increased demand for labor 
which enabled workers to win wage increases. 

Because of the lag of wages behind the cost of living, labor leaders 
contend that higher wages did not cause higher prices but were caused 
by them. This argument is only half correct. The wage effect was two- 
fold: the pushing or cost effect, and the pulling or demand effect. In- 
creased wages raise marginal costs and hence the price at which output 
can be supplied. The labor leaders are correct in so far as wage increases 
as costs did not push up prices; prices were pulled up by a market 
demand great enough to absorb the entire output at prices yielding 
substantial profits. In industries operating under competition, wage in- 
creases were mainly excuses for price increases, not their cause. In 
these industries, of which agriculture, cotton textiles, and meat packing 


°For a summary statement on supply of money and liquid assets see Statement of Mar- 
riner S. Eccles, Chairman, Board of Governors, Federal Reserve System, Hearing before 
the Joint Committee on the Economic Report, Now. 25, 1947 (Washington, 1948), and 
Senate Report No. 1565, High Prices of Consumer Goods (Washington, 1948), p. 29. 
The velocity pf deposits between 1921 and 1929 in one hundred leading cities ranged 
between 21 and 23. It fell to lower levels in the 1930’s ranging between 13 and 19. In 
1945 it was only 9.7; in 1946, 10.0; in 1947912.0; and in 1948, 12.9. 


4See testimony of Edward E. Brown, representing the Federal Advisory Council, Hear- 
ings before the Joint Committee on the Economic Report, 80th Congress, 1st Session, 


Dec. 9, 1947. 
oe 
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are striking examples, prices would have been the same even under the 
supposititious case that wages were paid by the government and wage 
costs to the manufacturer had been zero; or to state it less strikingly 
but more realistically, even if wage costs to the producer had been 
much less than they actually were. Changes in wage costs cannot there- 
fore account for changes in the prices of competitive goods sold at 
equilibrium prices during the inflationary period. 

They were, however, an important factor in regulated industry such 
as railroads and electric utilities where increased costs had to be com- 
pensated by higher rates; and in industries pursuing “price policies” 
based on costs which induced them to “‘underprice” their output. Steel is 
a notable example of the latter. Subject to these modifications, labor’s 
contention that the “cost effect” did not raise prices is largely correct. 
Not so, however, the demand effect. 

Higher payrolls raised prices because they increased the total demand 
for goods. Payrolls rose because of both greater employment and 
higher wages. Professor Sumner H. Slichter shows that between 1945 
and 1947 increased demand due to higher wages accounts for only about 
one-half of the increase in prices, the other half being attributable to 
greater employment, and the expenditures of other groups.” Higher pay- 
rolls raised the price of farm products and helped sustain the higher 
price level at which manufactured goods had to be sold. As these prices 
rose, labor again asked for a second and then a third round which con- 
tinued to have the same results. The excessive cash holdings were thus 
translated first into consumer demand, then into higher prices, then 
into higher wages and incomes, and again into demand, prices, incomes, 
expenditures and so on in the manner described. Forces other than 
labor also contributing to the inflation were the higher incomes and 
expenditures of farmers, proprietors and other high-income groups, 
the eagerness to procure goods, dishoarding, reduction in the propor- 
tion of savings, the growth of consumer credit, expenditures for new 
plant and equipment, the growth in mortgage debt on urban real estate, 
and large federal and local expenditures for domestic and international 
purposes. 

The wage-price spiral was, therefore, a cause of inflation but not the 
sole cause nor even a sufficient cause to bring about the degree or 
price change that has taken place. More properly the spiral might be 
designated as an income-expenditure spiral. And finally, as will be 
shown, the wage-price spiral is not an exclusive product of unionism 
but has existed in every inflation regardless of the organization of the 

* Higher Payrolls Raised the Price of Farm Wages and Prices, An address before the 


Academy of Political Science, Columbia University, Vol. XXIII, No. 1 (May, 1948), 
pp. 50-51. 
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labor market and would have existed in the contemporary scene even 
had there been a competitive labor market. 

There is no reason to believe that prices would have risen less even 
if labor unions had been weak or nonexistent. Labor unions were a 
negligible factor in our previous great inflations—that of the American 
Revolutionary War, the War of 1812, the Civil War, and World War I. 
Nor have they been a predominant factor in the European inflations 
following the first world war or those in Hungary, Austria, Germany, 
Italy, France, China or Japan after the last war. Past experience shows 
that even in a competitive labor market wages rise along with prices, 
subject to lag, in any price spiral. 

It might even be contended with considerable justification that the 
existence of organized labor has been an anti-inflationary force in so far 
as it created a fear of future wage rigidity and thus caused employers 
to resist the upward movement in wages and prices. Many administered 
prices were deliberately kept down below equilibrium market prices. 
Manufacturers seemed to have been motivated in this by the desire 
to maintain business stability, to retain consumer good will, to prevent 
public intervention, and to keep their wage costs and prices at a long- 
run equilibrium level. The expected rigidity of wage rates in face of a 
future fall in demand, along with these other factors, operated to keep 
prices and wages lower than they might have been under competition.® 
In a completely competitive economy with producers and workers both 
seeking to maximize immediate money gain, the upward spiral would 
probably have been faster and prices higher than in the present regimen 
of a mixture of monopoly and competition. 

Accordingly, it seems reasonable to offer the following conclusions 
regarding the effect of unionism on prices. (1) The wage-price spiral 
has always existed, with or without unionism. (2) Wages as a cost did 
not markedly influence market prices of goods sold under competition. 
(3) In so far as the selling prices of many important manufactures 
were less than equilibrium prices and producers were governed by the 
notion of a “reasonable” profit, wage costs had some influence on ad- 
ministered prices of “monopolists.” (4) Wage costs also affected gov- 
ernmentally regulated prices. (5) Under conditions of “perfect com- 
petition” throughout the economy, prices would probably have risen 
faster but wages would have lagged. (6) Assuming monopolistic com- 
petition among producers but perfect competition among workers (the 
position of the anti-unionists), prices would have risen but wages would 
have lagged even more. (7) Fear tf wage rigidity in the slump was one 
of the reasons that “monopolistic” producers kept prices and wages 


° See Profits—Report of g Subcommittee of the Joint Committee on the Economic Re- 
port (Washington, 19499 pp. 121-26. : 
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lower than they might have been in a competitive labor market. (8) The 
net influence of trade unionism has been to reduce the wage lag some- 
what, but its effect on competitive prices has been negligible and its 
effect on administered prices, though obscure, appears to have been 
two-fold, to raise these prices as wages rose but to keep them from 
rising as high as they might have done had producers not feared future 
effects of wage rigidity. 


HI 


Let us now consider the effect of a changed distribution of income, 
whether brought about by trade unionism or any other cause, upon 
the level of prices by operation on the demand side of the equation. 
The price-output effect will depend in the first instance upon the way in 
which such a change affects the composition of and the total expenditure. 
Labor leaders contended in 1947 that the wage lag at that time would 
bring about underconsumption, failure of demand, lower investment, 
lower prices and depression. They were supported in this Hobsonian 
or maldistributionist theory by the Americans for Democratic Action.” 
The argument that higher wages increase total demand was, however, 
Janus faced, and was accepted also by those who blamed labor for the 
inflation and opposed further wage increases. Both of these views were 
erroneous at the time they were presented, for aggregate demand was 
already excessive at the existing price level, and prices were bound to 
rise whether in response to the demands of workers or of other segments 
of the population. The diversion of income away from labor would have 
altered the composition but not the total amount of expenditure: it 
might have created a smaller rise in the prices of foods and clothing, 
but probably would have increased corporate outlay for plant and 
equipment and would not have lessened the demand for machinery, 
steel, automobiles, refrigerators and other goods in demand by all groups 
of the population, and being bought not only out of income but out of 
savings and by the creation of new debt. Lower wages or a wage lag 
would simply have given a larger share of total output to others. 

The theory of income maldistribution was nevertheless used by labor 
to attack high corporate profits, cited as a cause of impending de- 
pression and as a reason for wage increases, abolition of excise taxes and 
reduction in income taxes on the lower brackets.* Opponents to this 
program, on the other hand, held that greater profits were necessary to 
stimulate further capital investment and thus to maintain employment. 


™See Testimony of Leon Henderson, Current Price Developments and the Problem of 
Economic Stabilization, Hearings before the Joint Committee on the Economic Report, 
Eightieth Congress, July 16, 1947, p. 477 and ff. 


? Henderson, loc. git, 
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Both groups argued for more stimulation of monetary demand, when 
less was needed. Under the circumstances, it was the classical theory 
that was more appropriate; real capital investment could only be pro- 
moted by diverting resources from consuinption goods to capital goods, 
and a real increase in consumption could be obtained only by decreasing 
investment. The attempt to increase one without the sacrifice of the 
other resulted in further monetary inflation. Whatever may be the truth 
of the underconsumptionist doctrine for some periods of the cycle or of 
the secular trend, it was obviously irrelevant during the years 1946 to 
1948. Likewise, the doctrine that more monetary investment was de- 
sirable was also inadequate and misleading unless it was coupled 
with the proviso that it should be attained through decreased consump- 
tion. This raises the general issue whether the distribution of income has 
any effect at all, at any time, on the general level of prices. 

During the 1930’s it was widely accepted that a shift of income from 
the rich to the poor was favorable to employment because it resulted 
in increased consumption, decreased saving, and increased investment 
opportunities. More recently it has been said, on the contrary, that such 
a redistribution can have little effect on consumption because the 
marginal propensity to consume is about the same at all income levels.’ 
Hence a change of income from an upper bracket-to a lower bracket 
brought about by taxation or by wage increases has practically no effect 
on consumption and saving and hence none on total expenditure.*® 
Whether this is true cannot be settled except by further data afid 
analysis, but we may postulate it and explore its implications. 

It follows from this postulate that the theory that higher wages are 
stimulating to consumption is invalid, that such a shift does not affect 
total consumption but merely causes a change in its composition; 
instead of necessities bought by the lower-income groups, luxuries are 
bought by the higher-income groups. Consequently, whatever justifica- 


° Harold Lubell, “Effects of Income Redistribution on Consumer Expenditures,” Amt. 
Econ. Rev., Vol. XXXVII, No. 1 (March, 1947), p. 157, and Correction, Am. Econ. Rev., 
Vol. XXXVII, No. 5 (Dec., 1947), p. 930; also J. M. Clark, ibid., p. 931. 


This proposition refers only to individual incomes, not to shifts in income from indi- 
viduals to corporations. A cut in taxes on low incomes compensated by increased corporate 
taxes would be a form of income-redistribution which would increase consumption since 
the marginal propensity of individuals to consume is higher than that of corporations, 
which is zero. So, also, a wage increase at the expense of corporate profits. This is true 
because only a part of corporate profits is redistributed to stockholders and made available 
for consumptiong the balance remains as surplus and is either invested in plant or kept 
as a liquid asset. Whatever, therefore, may be true of the consumption effect of inter- 
personal income redistribution is probably not true of redistribution between persons and 
corporations so long as corporate dividends remain only a fraction (at present about a 


half). of profits. When they reach parity, then the rôle of the corporate entity may be 
neglected for this problem. j 
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tion income redistribution may have socially or ethically, it cannot be 
approved on the ground that it stimulates consumption. If, moreover, 
this postulate is true, those advocating high wage policy and progressive 
taxation as favorable to economic activity are standing on a shaky 
foundation. It also follows, however, that those who hold marginal 
propensities to consume to be equal at all levels of income, are incon- 
sistent if they oppose redistributionist taxation and high wages on the 
ground that they prevent the saving out of higher incomes necessary to 
capital accumulation. Certainly if income transfers from high to low 
incomes do not alter consumption, they can have no effect on saving 
and the classic argument of the nineteenth century that income con- 
centration is necessary to capital accumulation ceases to have validity 
in this decade of the twentieth century. As mentioned in foot- 
note 10, however, this argument is of doubtful validity so far as trans- 
fers from corporate profits to wages is concerned so long as corporate 
profits are not paid out as dividends. Applied to the question here at 
issue, it follows that the diminution of the wage lag by unionism lowered 
profits below what they might have been with the individual wage bar- 
gain, increased demand for consumption somewhat, and was thus in- 
flationary. Since, moreover, this increment of wage income was prob- 
ably subjected to lower rates than the corporate tax, it also diminished 
the United States Treasury surplus. Within these limits trade unionism 
was inflationary in so far as it diminished the wage lag that experience 
has shown might have existed in a more competitive labor market. 

As regards personal income distribution, however, those who hold to 
the assumption of equi-marginal consumption propensities, are estopped 
from contending that increased wages are inflationary when they are 
obtained at the expense of higher income groups.” If redistribution does 
not increase consumption, higher labor incomes are neither stimulating 
in depression nor inflationary in a boom. For policy purposes we must 
apply this inference impartially. Marginal propensities to consume are 
equal or unequal independent of the use to which this fact may be put; it 
makes no difference whether we use it to argue against redistribution on 
the ground that it does not augment consumption or for redistribution 
on the ground that it does not diminish savings. We can argue for either, 
depending on our interests or sentiments. Indeed the only possible 


Both Lubell and Clark (citation note 9) also neglect the differential rates of taxes 
applied to low and high incomes. Redistribution from high to low levels,of income would 
increase the total of disposable income, and in the absence of a tax change, would decrease 
government revenues, all of which is favorable’to consumption. In the long run, however, 
this qualification would not be important because tax policy would have to be adjusted 
to produce the same revenues and hence to maintain the same level of disposable income, 


1 Cf. Bronfenbrenner, op. cit., pp. 382-84. PES 
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position consistent with the postulate of equi-marginal propensities is 
that the distribution of income is neutral in its effect on prices or 
economic activity. 

The conditions under which income distribution is neutral or un- 
neutral may be classified as follows: (1) Distribution is neutral under 
both the Keynesian and Classical hypotheses if marginal propensities 
to consume are equal. (2) Distribution is always neutral, however, un- 
der the classical theory regardless of the various propensities to consume 
because the relations between consumption, saving and investment are 
so regulated by the rate of interest as to induce full utilization of re- 
sources. (3) Under the Keynesian theory this equilibrating function is 
denied to the rate of interest, but distribution is still neutral so long as 
new investment outlets are equivalent to the amount the community 
desires to save, whether large or small. (4) Distribution becomes un- 
neutral under the Keynesian theory only if it results in a desire to save 
more than the community is willing to invest. (5) Distribution with un- 
equal marginal consumption propensities can be either neutral or un- 
neutral under Keynesian hypotheses, depending upon the amount of 
saving (ex ante) and investment produced by the particular economic 
situation. If desired savings are greater than investment, unequal dis- 
tribution is depressing; if they are equal, it is neutral. If, on the con- 
trary, distribution makes desired savings less than investment, income 
distribution is inflationary. 


IV 


During the boom period, investment was more than adequate to 
offset desired saving. From the evidence showing the pressing demand 
for both consumption and capital goods in the two years under discus- 
sion, we are warranted in denying the relevance of the underconsump- 
tionist doctrine of insufficient demand as well as the opposite, the lack of 
investment incentives. Consumption and investment combined were 
more than sufficient fully to utilize all resources at existing prices. Had 
wages been lower, individual savings would likely have fallen further 
in the attempt to maintain living standards, and corporations who 
disbursed only about one-third of profits to stockholders would have had 
additional funds for plant expansion. This might have induced addi- 
tional capital formation or smaller borrowings. A greater wage lag, as 
postulated, would accordingly have resulted neither in depression, as the 
unions feared, nor in deflation, nor in price stability, but merely in a 
distribution of income less favorablé to labor. With the above qualifica- 
tions in respect to corporations we may reject the view that trade union- 
ism was responsible for inflation because its monopolistic control over 
the labor market erffled it to diminish the wage lag, that probably 
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would have ensued in a competitive labor market.’* Substantially the 
same inflation would have occurred had wages lagged to the same extent 
as in previous inflationary periods. 

Since Keynes we all seem to be too much obsessed with opposing 
theories of underconsumption, lack of investment incentives, too little 
or too much saving, optimum consumption—investment relations, ex- 
cessive profits, and the like, which have little relevance to the recent 
period when excessive demand from all sources was made possible by a 
huge money supply. The simpler postulates of classical economics and 
the quantity theory of money applied with an eye to the lessons of his- 
tory give us conclusions which, though less profound in terms of more 
recent economics, are closer to the facts. 

To hold trade unions blameless for the inflation may seem to over- 
state the case, for it seems to be contrary to the fact that by means of 
strikes and threats of strikes real wages have been jacked up in such in- 
dustries as coal and cotton textiles. We must not, however, confuse 
changes in the wage structure with changes in the general wage level. 
Unskilled and low paid workers seem to have gained relatively to high 
paid workers. Can we be certain that under conditions of competition 
sufficient labor could have been obtained in coal mines and in textile 
mills without these wage increases? May it not be found that the relative 
plentifulness of unskilled labor is disappearing and the former large pay 
differentials between skilled and unskilled workers are being narrowed? 
In each period, prosperity or depression, forces exist which change price 
relationships, raising some prices and lowering others, and some prices 
always appear to be “too high,” in both prosperity and depression. 
Relatively to other prices, building costs were high during the depressed 
1930’s, and they are absolutely and relatively higher today. Yet we find 
numerous instances in which contractors were hiring building trade 
workers at rates considerably in excess of union wage scales and finding 
buyers able and willing to pay for housing at inflated costs. Trade unions 
may have raised particular prices above competitive levels, but not 
sufficiently so to raise the whole price level. 

In 1919 Keynes condemned the governments of Europe as “reckless 
in their methods as well as weak” when they sought “to direct on to a 
class known as ‘profiteers’ the popular indignation” against inflation. 
“These ‘profiteers,’ ” he said, “are, broadly speaking, the entrepreneur 
class of capitalists that is to say, the active and constructive element in 
the whole capitalist society, who in a period of rapidly rising prices can- 


2 «The inflationary significance of union labor monopolies at full employment should 
be clear, along with the futility of preaching to union leaders. Union members are pushing 
up prices by adding to money cost and pulling them up by adding to money demand, 
with every round of wage increases.” Bronfenbrenner, ibid.* p¥ 383. 
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not but get rich quick whether they wish it or desire it or not.”** We 
have improved on the previous generation by adding labor leaders to our 
scapegoats, and now have the choice of blaming inflation either on 
business or labor unions, and we may indulge either propensity with the 
same justification, that is, substantially none at all.** 


V 


Although trade unionism as a fomenter of inflation does not come off 
so badly when its results are contrasted with those to be expected in a 
competitive labor market, that does not end the matter. We must also 
inquire whether wage policy could have been executed in a manner less 
conducive to inflation. If popular interest, criticism and acclaim, and the 
writings of economists and publicists are any criterion for judging 
opinion, it is widely believed to have been within the power of labor un- 
ions either to create or to undo the price movement. It is implied that if 
unions had stabilized wage rates, refused to ask for or to accept wage 
increases and if manufacturers had refused to take additional profits, 
the price level would have been lower. Such action, it is clear, would not 
have inhibited others with large cash balances from bidding for goods 
and raising prices in grey markets. Price stabilization by voluntary 
action was impossible. It would have required concerted action by the 
whole society in the form of price and wage control. 

What was wanted by the critics of labor was a sacrificial wage policy 
for the purpose of keeping down prices. This fanciful policy would have 
reduced demand for food and clothing but it would also have created 
a large wage lag with the effects already described, and lessened inflation 
wholly at the expense of organized labor. Unions would have disinte- 
grated or the leadership would have lost control over the membership 
if they had attempted to carry out such a policy. Why anyone would 
have expected organized labor to voluntarily follow a sacrificial wage 
policy, in view of the abandonment of price control, is a problem for 


"J. M. Keynes, Essays in Persuasion (London, 1933), p. 78. 


“During the sixteenth century when prices were constantly rising because of the influx 
of gold from America, Bishop Latimer (1548) put the blame on “landlordes and rentraisers, 
step-lordes, unnatural lordes,” when it was the landowners who were being expropriated 
by the rise in prices because of long term leases. In his An Historical Inquiry into the 
Production and Consumption of the Precious Metals (Philadelphia, 1832), William Jacob 
aptly says: “The bishop was evidently unaware that the influx of gold and silver from 
the new world was producing a gradual increase of prices, and like other persons in that 
age sought, withemore zeal than judgment, to find the causes of this extraordinary phe- 
nomenon. He attributes this, which he treated as a great evil, to enclosures to sheep 
walks, to regraters, forestallers, and to any cause but the true one, which in his warmth 
against his neighbours he had totally overlooked, or was unacquainted with” (p. 245). 
The chief distinction between 1548 and 1948 is that Bishop Latimer expressed these views 
in his preachments to the King in the service of God and country, whereas we now explain 
them to Congress to defend” pressure groups and vested interests. 


+ 
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social psychology, not economics. Indeed, the implementation of such 
a policy would have been possible only within the framework of the cor- 
porative state. 

A sacrificial wage policy would, however, have reduced labor’s share 
of the national income. Salaries, wages and other labor income rose by 
$17 billions between 1946 and 1948, proprietors and rental income in- 
creased by $12 billions in the same period and corporate profits after 
taxes rose $10 billions, altogether adding up to $39 billions. If labor had 
had no wage increases, part of the $17 billions additional payroll would 
have been diverted to other groups and prices would still have risen 
from the impetus provided by non-labor expenditures, though perhaps 
not quite so much. 

Although the sacrificial wage proposal may seem foolish, we should 
not cavil at it nor conclude that criticism of unionism has been entirely 
footless. Admonitions, threats, and other forms of popular exhortation 
coupled with homilies on “boom and bust” contributed to uncertainty 
in the public mind, tempered optimism with pessimism, and exerted a 
braking influence upon the whole community. Public opinion, political 
threats, and economic opinion biased by its class origin, far from being 
injurious, had the salutary effect of slowing down the wage and price 
boom in the administered sectors of the economy and making it possible 
for wages of white collared workers, to catch up with the trend.” 

We conclude, then, that inflation since the end of price control has 
probably been smaller in this regimen of administered prices and col- 
lective bargaining than it would have been in a society modeled after 
perfect competition; that the price increase has been no greater and per- 
haps has been smaller because wages were determined by voluntary 
collective bargaining rather than by individualistic competition; that a 
voluntary sacrificial policy would not have stopped inflation and that it 
is, Moreover, an anachronism, impossible of achievement, and not to 


Tt would, of course, have been better if the federal budget had run a larger surplus 
and if the Federal Reserve System had been able to prevent the expansion of member bank 
loans. By the summer of 1948 the preachments of the American Bankers Association who 
had opposed Federal Reserve credit restriction, were creating doubt in the minds of poten- 
tial borrowers about their solvency, and of bankers about the future value of their loans, 
causing them to raise standards, diminish the proportions lent on real estate, and otherwise 
to tighten the credit market. All these things were to the good. It seems unwarranted, there- 
fore, to treat the exhortation process cavalierly as a foolish attempt to persuade individuals 
to act altruistically contrary to their economic interests. Political and economic exhortation 
is much like the ecclesiastical where the urge to do the will of God is always accompanied 
by threats of consequences for disobedience. It is the danger of economic and political 
reprisal which makes businessmen and labor leaders hesitate to exploit their own interests 
fully; the fear of future losses which causes bankers to tighten credit even when they 
still can obtain plentiful reserves. We tend to disparage moral suasion and qualitative con- 
trols because we desire more effective quantitative contro] gver money and credit, but 
this need not make us believe them to be wholly ineffective. 
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be expected. It is, however, conceded that the criticism of trade union- 
ism and preachments against inflation probably exerted a favorable 
psychological effect in diminishing optimism, creating fear of a depres- 
sion, lowering the stock market, and thus slowing up the inflationary 


trend. 
VI 


Let us now turn to the contention that union policies are necessarily 
inconsistent with full employment at a stable price level. The historical 
origin of this view is found in the recovery ending in 1937 when wages 
began to rise rapidly even with many million unemployed, but its pres- 
ent re-emphasis and elucidation can be credited to the psychological im- 
pact of the war and postwar experience to which we have just alluded. 
Our examination of this period did not show that union wage policy may 
not be inflationary in the future, it merely showed that it had not been 
so. We have, however, rid ourselves of the misleading and mischievous 
interpretation that labor has been a driving inflationary force, and thus 
have cleared the path for a consideration of the incidence of wage 
policy unbiased by this implicit preconception. __ 

The inflationary influence of unionism is predicated on the basic 
postulate, assumed to be a categorical judgment of fact, that union 
wage demands will tend to exceed increases in physical productivity. 
This postulate may be designated as Lewis’ Law.”* For a short time, it is 


* Although a law is usually named after its discoverer, I have taken the liberty, in this 
instance, of naming it after its most eminent practitioner, Mr. John L. Lewis, of the United 
Mine Workers. It should be noticed that this law applies to the general level of wage rates, 
not to any particular scale. 

Many economists have remarked upon this tendency, but only a few will be quoted here. 
Professor Sumner H. Slichter has said: “Unions are far more likely to force up wages 
faster than the engineers and managers raise output per man-hour—perhaps 2 per cent 
or 3 per cent a year faster, perhaps even more. The difference between the rise in money 
wages and the rise in output per man-hour will have to be compensated by an advance 
in prices. For example, if output rises by 3 per cent a year and money wages by 5 per 
cent a year, prices will need to rise by about 2 per cent a year. Otherwise, there will be 
a creeping increase in unemployment.” Wages and Prices, An Address before the Academy 
of Political Science (Columbia University, 1948), pp. 60-61. The same argument is made 
in his The American Economy (New York, Knopf, 1948), pp. 42-45. Professor Gottfried 
Haberler says: “The powerful trade unions are now in the habit of demanding wage 
increases of 10 per cent or more per year. Since labor productivity cannot possibly rise 
at that rate, it follows that prices must rise or unemployment appear. In the long run, 
union policy will probably be the main obstacle to maintaining a high level of employ- 
ment for any length of time without a rapidly rising price level.” “Causes and Cures of 
Inflation,” Rev. Econ. Stat., Vol, XXX, No. 1 (Feb., 1948), p. 14. For similar views see 
Bronfenbrenner, op. cit., pp. 378, 382-88 and G. M. W. Reder, “The Theoretical Problems 
of a National Wage-Price Policy,” Canadian Jour. Econ., Vol. XIV (Feb., 1948), pp. 46-61. 
For the view that the inflationary dangers of uħionism can be confined see John T. Dunlop, 
“Wage-Price Relations at High Level Employment, Proceedings, Am. Econ. Rev., Vol. 
XXXVII, No, 2 (May, 1947), pp. 252-53; and the same author’s “Productivity and the 
Wage Structure” in Income, Employment and Public Policy, Essays in Honor of Alvin H. 
Hansen (1948), p. 341. On the general problem see: O. W. Phelps, “Collective Bargaining, 
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conceivable although not very likely, that higher wages might come out 
of profits, but this source would soon be dried up and higher wage rates, 
not offset by increased productivity, would result in higher prices. If the 
producer could not sell at such prices, unemployment would follow. 
Wage increases in excess of productivity are therefore inflationary, but 
still consistent with full employment, if they can be recouped by the 
producer in higher prices; they are deflationary and will result in un- 
employment when they cannot be passed on to the consumer. The first 
condition existed from 1946 to 1948, the second may result whenever the 
incessant demand for goods abates without a relaxation of higher wage 
demands. 

We have unionism and we desire full employment and stable prices. 
If the co-existence of all three is impossible, we must choose any com- 
bination of two: (1) unionism and full employment (with inflation); 
(2) unionism and stable prices (without full employment); (3) full 
employment and stable prices (without unionism). That is the implica- 
tion of Lewis’ Law. Whether the supposed alternatives are in fact actual 
depends solely on the validity of this law. 

The evidential basis for this generalization is found in the inherent 
desire of workers for higher wages and the widespread belief in their pos- 
sibility; the increasing strength of unionism; the internal political struc- 
ture of organized labor requiring leaders to obtain continually wage 
increases in order to stay in power; and the impossibility of a non-infla- 
tionary policy by any single union so long as each union acts inde- 
pendently to advance wages, costs and prices in its industry. Economists 
now exploring these fields are rediscovering that labor unions act like a 
nation assuming sovereignty over jobs, and function as a political organ- 
ization with manifold social, political and organizational aims known to 
students of labor for half a century. These rediscoveries, though vitiat- 
ing the naive assumption that unions operate as the economic man of 
simplified price theory who was always maximizing something, still need 
not cause us to doubt that higher wages are and always have been an 
essential aim of unionism. It follows, accordingly, that if labor could 
achieve its wishes without opposition from employers or consumers, 
money wages would rise. If, moreover, a high employment policy is 
designed to furnish jobs for all at a price set by the union, then it is 
obvious that the level of wages will be wholly within labor’s discretion. 
This does not, however, end the matter, but rather raises the question 
whether such a policy is desirable. And if not, whether the aim of full 
employment necessarily requires that Union demands always. be acceded 
Keynesian Model,” Am. Econ. Rev., Vol. XXXVIII, No. 4 (Sept., 1948), pp. 581-97 and 


H. W. Singer, “Wage Policy and Full Employment,” Econ. Jour. Vol. LVIT, No. 228 (Dec., 
1947), pp. 438-55. . . 
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to, regardless of price effects. The issue is not whether unions would 
like higher wages; it is rather whether they will pursue this aim regard- 
less of opposition and whether such opposition must lead to unem- 
ployment. l 

Those who reckon that labor will have its will at all costs are im- 
pressed by the growing economic and political power of organized labor, 
and its determination to use that power to maintain full employment at 
rising wages.” The wage policies growing out of the demands of indi- 
vidual unions, though uncoordinated by design, soon form a national 
wage pattern and become imbedded in the price system where they re- 
main unless dislodged by some powerful force. Depression is such a 
force. But it is believed that if depression is avoided, wages will become 
flexible upward and inflexible downward, and prices likewise will rise 
during the boom and remain stable in the recession. 

The conjectural generalization which we have branded Lewis’ Law 
does not state an inherent propensity of human beings based on physio- 
logical psychology or a behavior pattern of social psychology. Union 
behavior is not tropismatic, intuitive, habitual or otherwise irrationally 
invariant heedless of circumstances. High wage demands though deeply 
ingrained into union custom are modified whenever unions are opposed 
by. forces which are capable of defeating their will. What are these 
forces? 

In a community with a limited money supply, the employer will resist 
wage increases when they can not be passed on to the consumer and 
must come out of his profits. While it is true that the abstract danger of 
inflation will deter no particular union, the concrete fact that the em- 
ployer can not grant their demands without losing his market and bank- 
rupting himself, will cause unions to take thought. Lewis’ Law as a state- 
ment of union power is therefore a fiction rather than a fact; a general- 
ization valid only for inflationary periods. We must not think of labor’s 
behavior as following a fixed pattern, but rather as it has already shown 
itself to be: political in character and adjustable to the hard facts of 
working, earning, living, and surviving. Labor leaders may act foolishly 
and at times impetuously, but they will not continually beat their heads 
against a stone wall. The question remains, therefore, whether the 
policy of price stability is strong enough to stand against the threats 
against it, or merely a house of straw which can be blown over with the 
first puff. 


"The postwar period, however, provides a misleading basis for judging union wage 
policy. True, the unions continually demanded higher wages, but this action was part of 
an inflationary movement having more deep-seated causes to which the wage-price spiral 
was a response. The apparent success of union wage policy was, moreover, deceptive, be- 
cause of the lag in real wages. See Dunlop, op. cit., p. 253 and Sumner H. Slichter, Wages 
and Prices, pp. 51 and 52. . 
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The process of labor union inflation is envisioned as follows: (1) 
Labor will demand higher wages and threaten a strike. (2) Employers 
will be forced to grant these requests or to cease operations. (3) They 
will prefer to raise both wages and prices. (4) Higher prices will require 
additional bank borrowing, thus increasing the quantity of money. (5) 
Member banks will lend additional funds if security is ample and if they 
have excess reserves regardless of the effect on the level of prices. (6) 
Since credit can only be restricted by Federal Reserve policy, the Fed- 
eral Reserve System will be forced to choose between preventing infla- 
tion or causing unemployment. (7) Faced with these alternatives, it is 
believed that central banking authorities will always choose the infla- 
tionary path or if they should refuse to do so, business and labor will 
have them replaced by officials who will aid and abet the inflationary 
trend in the name of full employment. 


VII 


Inflation induced by organized labor must have its matrix in full 
employment; but full employment could arise from two sources: private 
demand for consumption and investment, or from governmental spend- 
ing. In the first case, bank credits will be given to private industry, and 
in the second, to the government, but in both the net effect will be an 
expansion of the volume of bank deposits. Implicit in the fear of busi- 
ness inflation is the assumption that private aggregate demand will be 
sufficient to promote full employment if left unhindered by restrictive 
banking policy. Credit expansion will come via the classical route of 
business borrowing, and bank assets will increasingly take the form of 
business loans. Under these circumstances, the banks will be in a posi- 
tion to thwart prosperity and inflation by refusing to grant inflationary 
credits, but they will not be needed to promote it. 

The fear of inflation also arises from the belief that full employment 
and stable prices are just as inconsistent with a privately produced 
prosperity as with a governmentally induced full-employment program, 
wage policy being the same in either case. In the event of a depression, 
wages will remain rigid. Then as unemployment grows, public works 
will replace private demand and full employment will return. Even be- 
fore the level of output and employment reaches a maximum, labor will 
again demand higher wages which will be granted by increasing the 
public debt and manufacturing new credits. Prices will then rise further 
until the next depression, when the process will again be’repeated. It 
can be pointed out that wages and frites rose at an increasing rate just 
preceding the 1937 depression even while many million men were still 
unemployed, and Professor Slichter has-shawn that it took a rapidly in- 
creasing level of expenditure to, PASER Ged ap output during the 
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war period. This is, of course, the barrier that Keynes envisioned when 
he showed that full employment could be reached without inflation only 
if output was fully elastic until full employment was reached, after 
which increasing expenditure would merely raise prices. 

This inflationary tendency created by labor policy would be present 
in both types of full employment and must be further distinguished 
from other cost-raising physical and economic factors operating inde- 
pendent of labor policy such as bottlenecks, material scarcities, laxness 
of labor and management, and rising real costs due to insufficient ca- 
pacity for a full-employment economy.** With business inflation, labor 
will be striking against the individual employer and exerting pressure for 
credit expansion on the Federal Reserve System; in the case of govern- 
ment spending, labor would have to put political pressure on Congress to 
increase the size of the deficit. In the former case it seems doubtful that 
labor can be successful in causing a price rise so long as the money 
supply is not excessive. Except in periods of high demand, labor is con- 
tinuously beset by fears of unemployment. Business inflations, moreover, 
instead of being inaugurated by wage demands, come from optimistic ex- 
pectations and bank borrowings which raise prices ahead of wages. The 
need for additional credits to pay higher wages has not, and is not likely 
to become the initiating force in credit expansion because no individual 
producer can act on the assumption that his own market will be ex- 
panded by an increase in his own payrolls. It seems unlikely, therefore, 
that labor can alter the traditional wage lag into a wage lead. 

Although attempts of individual unions to keep their wages “in line” 
with others brings some semblance of a national wage policy, still their 
actions are not concerted enough to produce a general inflationary 
trend. Labor is not organized as yet into one big union making national 
agreements affecting all workers, and even if this were true, factory pay- 
rolls would still not be the only source of demand for goods. Producers 
could not simply grant increased wages, raise prices, and then ask the 
banks to finance such a policy; they would still need to worry about 
pricing themselves out of the market. 

If inflation threatens, in spite of all these obstacles, it is still the 
function of the central bank to make it apparent that the necessary 
credits to sustain it will not be forthcoming. Such a monetary policy will 
increase employer resistance, weaken the market for goods, and lessen 
the will to strike. It is not by raising the cost of credit, but by threaten- 
ing to curtail its amount, at any cost if necessary, that the central bank 
exerts pressure against rising wagé and price levels. 


8 Rising real costs in short-run cyclical fluctuations are probably less likely than constant 
costs, except where capacity gs insufficient. See Alvin H. Hansen, “Cost Functions and Full 
Employment, Am. Econ. Rev., Vol. XA XVII, No. 4 (Sept., 1947), D.e 552. 
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VII 


The belief that organized labor can control the price level derives to 
-a large degree also from the conception of trade unions as monopolists. 
We should therefore examine the nature and extent of labor monopoly 
as it bears on credit and price policy. 

Labor monopoly is intrinsically different, and also less powerful than 
monopoly exercised by business firms. According to the theory of mo- 
nopoly, the producer of any product has monopoly power when he can 
raise his price without losing all of his market. He can vary production 
by small increments according to its effect on costs and revenue so as to 
yield the highest net profit. He does not lose his entire market if he raises 
his price as he would under perfect competition. Labor, on the other 
hand, bargains for all members of the union; in striking for a 5 per cent 
wage increase it must be willing to sacrifice not an increment of employ- 
ment and income, but all employment and income for the duration of the 
strike. Even the most powerful union is in the same theoretical position 
as a seller under perfect competition, who must sell at the market price 
or not at all. The loss to the worker is the total value of his labor for the 
period of the strike, plus the possible loss of employment after he wins 
the strike in so far as he has priced himself out of the market; the loss 
of the employer is not his-total product but only his fixed costs and 
possible profit. No producer monopolist operates on the all-or-none basis 
—he need not risk selling no goods at all if he raises his price by a few 
per cent. Yet this is labor’s predicament in a strike. It is, therefore, mis- 
' leading to think of labor union monopoly power, based as it is on the 
small resources of its members and the pitifully small power to resist 
long unemployment without suffering and starvation, as equal to the 
power of industrial monopoly, backed by huge financial resources and 
able to sustain losses for a long period of time without impairing its 
financial health and stability. 

But let us grant for the sake of analysis that the unions can overcome 
the resistance of the employer and that he seeks to obtain additional 
funds to finance a higher wage bill. Where is he to get them? When his 
profit margin is seriously impaired, earnings will be low and the stock 
and the bond markets will be closed to him. If he seeks to borrow from 
the banks, they will be doubtful about financing him. But supposing that 
he overcomes these disabilities and is still able to make a financial show- 
ing, the banks can loan only if they have excess reserves which under 
normal conditions are subject to central banking control. To be suc- 
cessful then in their assumed policy, labor unions must also control 
banking policy. 
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The Board of Governors of the Federal Reserve System by predilec- 
tion, previous training, experience and personal association are not 
likely to give extraordinary weight to a policy promoted by labor leaders, 
particularly when in doing so they would need go counter to other ele- 
ments in the community and to the historical function and traditions of 
central bankers. 

Since the war they have failed to restrict credit only because they felt 
it a paramount duty to maintain the government bond market. It is true 
that in the past credit has not been readily curtailed when the initiative 
to credit expansion came from the profit expectations of business and 
when such curtailment augured depression. Prevention of inflation is, 
however, now an established national policy accepted by workers even 
more so than by farmers and other elements of the population, and it 
seems quite unlikely that labor leaders would try to force inflation upon 
the Federal Reserve System.*® 

Once inflation gets under way, it creates interests favorable to its 
continuance and it is therefore the duty of central banks to maintain 
such stability that these interests will not have a chance to become 
powerful. That central bankers find opposition to these policies is not 
novel. Throughout the history of central banking, the monetary author- 
ity has always met with resistance when it sought to stop inflation by 
credit restriction. Those committed to higher prices for commodities, 
real estate and securities will oppose a restrictionist policy; business 
firms selling on credit will find their sales curtailed, commercial bankers 
seeking profits through further loan expansion may view it as an inter- 
ference with their operations, merchants who might be thrown into 
bankruptcy by a price decline, speculators, brokers and wholesalers who 
have large commitments on narrow margins, will urge that the inflation 
be carried on just a bit further, until they presumably will be able to 
unload. Promoters of new enterprises, security dealers heavily extended 
on new flotations, real estate speculators——all will condemn a policy 
which will cause heavy loss. Farmers hoping to unload crops at rising 


* Price stabilization is, however, not an absolute end to be pursued under ali circum- 
stances. A general rise in prices is not always monetary in origin; it may be due either to 
an abundance of money or to a scarcity of goods. It has never been considered to be 
within the province of a central bank to prevent a price rise originating in a general crop 
failure or a breakdown of production such as happened in Europe at the end of the war. 
The rise in agricultural prices in this country during 1946 and 1947 resulted from small 
crops and intense domestic and foreign need for food. It could have been prevented only 
by a policy which would have created a Mas of unemployed who were unable to buy food. 
In such circumstances, monetary policy should not be used to maintain a stable price level. 
In this as in other matters of economic policy, the remedy for a situation must depend upon 
correct analysis of its causes banks can contain inflation only in so far as it is caused by 
the money supply. 
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prices will see in it a plot to deprive them of their income. In the history 
of this country, land speculators cursed the specie circular which burst 
their bubble in 1837, farmers and railroad interests among others fought 
the resumption of specie payments and favored free silver and green- 
backism. Since the Federal Reserve System was inaugurated it has been 
criticized for every major credit restriction: W. G. P. Harding was 
driven off the Federal Reserve Board because of the myth that the Fed- 
eral Reserve had conspired to deflate the farmer in 1920; in 1925 easy 
money created to help put Britain on the gold standard Aided a stock 
market inflation which had many protagonists until the break in 1929, 
a slight tightening of credit in 1937 called forth wide criticisms, and 
even in the great inflation of 1946-1948, bankers, industrialists, veterans 
and many other patriots were averse to credit restriction. 

A contraction of credit, or even a failure to expand, will create trouble 
for those speculating for a rise, but this is a risk which must be taken. 
“A crisis,” says Mr. R. G. Hawtrey, “may be regarded as a struggle to 
maintain the standard of value.” We can avoid the crisis by giving up 
the struggle and going the way of inflation, or we can face the crisis and 
maintain the standard of value. Central bankers must be willing to act 
courageously regardless of the pressures which are put upon them. We 
have destroyed the tabu of the gold standard which the masses of people 
had accepted without question as a justification for preserving the value 
of money, but we have not put price stability in its place. Instead, we 
have set up full employment as a symbol to be worshipped without 
realizing the sacrifices that unreasoning obedience to it might demand. 

Faced with this situation, some hold that we should accept a gradually 
rising price level as a necessary consequence of trade unionism and full- 
employment policy and sacrifice the fixed-income group and creditor 
classes. Others suggest that fixed-income groups be abolished by mak- 
ing all bonds, pensions, and annuities subject to changes in the price 
level. All such proposals are, however, self-defeating, for if all incomes 
moved up together the advantage of inflation to any single group would 
be nil and those seeking to gain at the expense of the rest would devise 
other means of benefiting by price changes. The objection to inflation is 
its unequal incidence. 

The proposal of a gradually rising price level as a deliberate national 
policy is, moreover, self-contradictory. Beginning in the 16th century it 
was possible for prices to rise over a period of 150 years gs gold came 
into Europe frem the new world. A gradual rise in prices was also pos- 
sible when changes in the gold and ‘Silver supply or even in bank credit 
were the product of unconscious forces and were neither forecast nor 
deliberately planned. In a modern paper money,regime, any planned 


2 Currency and Credit (London, 1923), p. 156. 
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inflation will be immediately discounted. If a government deliberately 
plans that prices will be 10 per cent higher at the end of every year 
than at the beginning, the anticipated price rise will be discounted at 
once by holders of goods and securities. They will immediately raise 
prices to the discounted future value and refuse to sell except at this 
price. It will then be found necessary to permit prices to rise at once by 
making more money available, and then to permit even further inflation, 
or to lose the purported stimulation of a gradually rising price level. In 
brief, a planned gradual rise in the price level is self-contradictory be- 
cause it will be discounted if it is generally known, and under modern 
conditions, if it is planned, it will be known.” The policy of a planned 
gradually rising price level is simply a chimera arising out of defeatism, 
confusion, and despair. It is compounded out of an erroneous compari- 
son with an unplanned rise in prices, an oversimplified theory of employ- 
ment, a fear of vested interests, and disillusion over the possibility of 
rational economic, fiscal, and monetary policy. 

A policy of high employment at a stable level of prices is, on the other 
hand, both rational and possible. Once we are committed to such a policy, 
no group can hope to improve its share of the national income by means 
of policies leading to inflation. If any group forges recklessly ahead with 
such wage and price policies, it will be brought to a halt by its own folly 
until its policies are adjusted to the national interest. The central bank 
will resist inflationism and labor and business will be obliged to act 
accordingly. Such resistance may provoke an immediate downturn in 
business but the alternative of continued inflation is worse. The guaranty 
of opportunity by society cannot be unconditional; it requires that 
individuals and groups act so as to make this end possible of fulfillment. 


** The discounting of expectations assumes that the public acts with a reasonable amount 
of knowledge and intelligence which I think may be granted in this case. It also assumes 
that planning certain enough to be stimulating is certain enough to be discounted. Another 
view is, of course, possible, namely that businessmen knowing that prices are going to 
rise will still act as if they are remaining stable and will not discount their expectations. 
The latter view is taken by Thorstein Veblen: “The Federal Reserve . . . inflates the 
businessmen’s expectations of gain, and thereby speeds up business and industry; for 
among the securely known facts of psychology, as touches the conduct of business, is the 
ingrained persuasion that the money unit is stable; (This persuasion is known not to 
accord with fact, but still it remains a principle of conduct. It has something like an 
instinctive force; or perhaps rather, it is something like a tropismatic reaction, in that 
the presumption is acted on even when it is known to be misleading) the value of the 
money unit being the base-line of business transactions. Therefore, an inflation of prices 
is rated as an &ccession of wealth. Therefore such an inflation will impart confidence and 
buoyancy and raise great expectations, by a tropismatic stimulation of the business men’s 
sensibilities if not by logical inference; and logic is after all a feeble defense in the face 
of a tropismatic stimulation, as is abundantly shown by the history of business cycles.” 
Absentee Ownership (New York, 1923), p. 179. Far from believing that inflation would 
promote full employmend,e Veblen showed that it was followed by a “breakdown, a 
slaughter of the innocents, called a period of liquidation” (p. 180)., 
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If they can not do so, then one end or the other must be sacrificed, and 
in the long run it would be better to sacrifice that of full employment. To 
sacrifice price stability will ultimately destroy the currency and create 
unemployment and the loss of social and economic stability. We can 
conclude, however, on the hopeful note that despite many contentions 
to the contrary, there is in the war experience and in the present structure 
of our society little evidence that labor has either the determination or 
the power to destroy price stability, social order and the life of other 
groups by pursuing a policy of inflationism regardless of its economic 
and social consequences. 


X 


Let us now turn to fiscally induced inflation. Although the Employ- 
ment Act of 1946 does not promise full employment by means of fiscal 
policy, we may ask how trade unionism would impinge upon such a pol- 
icy should it be adopted. If full employment is insured by governmental 
spending regardless of its effect on costs and prices, we may feel reason- 
ably sure that labor will make little effort to keep its wage rates in line 
so as not to price itself out of the market. Producers, knowing that gov- 
ernment will take whatever goods they produce regardless of price (as 
in the cost-plus contracts during the war) will have no need to resist 
wage demands and unions will have no hesitancy in making them. If, for 
example, building costs rise too high for the incomes of prospective 
buyers and unemployment ensues in this trade, it would seem that the 
industry ought to reduce its costs.” Should government, however, assure 
the industry that it will provide orders whenever private business 
slumps, the incentive to price its product for private demand will dis- 
appear. Wages, costs and prices will rise and never slump. The error 
in attempting to insure full employment by the simple device of com- 
pensatory spending is that it removes all incentives for producers to ad- 
just their costs to the private market; it assures demand for the entire 
national product without reference to quality and price, and provides 
a seller’s market for goods and services at a price fixed by the sellers. To 
describe this guaranty is enough to condemn it. 

When the Employment Act of 1946 was under consideration, it was 
suggested that compensatory policies should be followed only in so far 
as they were consistent with a stable cost of living, but no such provision 
was included in the act. If, therefore, we should get inflation by the 
route of compensatory spending under a full-employment policy, it will 
not be because of trade unionism along, but because in a seller’s market 
every element in the community would be induced to raise prices and 
never to lower them. The principles of functional finance sometimes 


This is in fact the position taken by President Trumar@& his Report fo Congress, 
January, 1949, 
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seem to imply that compensatory devices be used regardless of the 
cause of unemployment. In some circles, compensatory finance has be- 
come a dogma of economic policy with the same authority for its vo- 
taries as the “invisible hand” of Adam Smith had for the laissez-faire 
school, Say’s Law for the neo-classicists, and surplus value for the 
Marxians. As a dogma, it overlooks the multiple causes of depression 
and forgets that the cure of unemployment must depend upon its cause. 
If the cause be unbalanced price relationships, such as excessive prices 
for houses, automobiles, etc., then the remedy is to reduce these prices, 
not to guaranty a market for the products of these industries at inflated 
levels. If the cause be underconsumption in the Hobsonian sense, then 
the remedy is to change the distribution of income; if the cause be in- 
adequate investment incentives, these will need to be augmented. We 
conclude, then, that inflation will result from cyclical depression or stag- 
nation only if government guarantees full employment regardless of its 
effect on costs or prices and pursues an inflationary policy to achieve it. 
Neither labor nor the central bank can prevent the consequences of such 
a policy; it can be prevented only by ridding ourselves of the dogmas 
responsible for it. 

If we recognize that compensatory finance is not the sole means of 
maintaining aggregate demand in a free market-profit economy, we 
should not encourage the various economic groups in the belief that they 
will be protected from the consequences of their own folly by govern- 
ment spending. We should rather make them see the necessity of ad- 
justing their own prices and policies so as to create a demand for their 
own product. It may be necessary to declare quite deliberately that gov- 
ernment will refuse to maintain effective demand in those sectors which 
refuse to adjust their costs and prices to private market demand, and to 
use compensatory finance only when the fault does not lie in wage-price 
policies. Compensatory policies which look only to the aggregates of con- 
sumption and investment will create expectation for further inflation 
and hardly any inducement to correct basic causes of underemployment. 
In so far as the Keynesian Revolution has come to this, it is a purely 
inflationary philosophy which must end in disaster. But it need not be 
so. We can still take into account aggregative relations between income, 
consumption, savings and investment as emphasized by Malthus, Hob- 
son, Keynes and by the underconsumptionists, without ignoring the fact 
that equilibrium is also conditioned by the relations between wages, 
costs, and prices as described by the classical tradition. 

Keynes created a false disjunctfon between classical and aggregate 
equilibrium which has produced a fateful dichotomy between policies 
designed to promote, balanced price relationships and those aimed at 
balanced income relationships. We need not reject the classical cost- 
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price balance in order to accept the Keynesian savings-investment 
equilibrium; we can rather accept the more reasonable conclusion that 
both the system of individual prices and the aggregates need to be in an 
optimum relationship in order to bring about full utilization of re- 
Sources. 

The two systems are indeed not contradictory but complementary. 
The truth in the classical system was its emphasis upon the need for 
workable relationships between individual prices to facilitate full em- 
ployment; the error was the view that the rate of interest produced full 
employment automatically. The truth in the Keynesian system was in its 
emphasis upon the need for workable relationships between the aggre- 
gates of income, consumption, savings and investment which it showed 
were not produced automatically by the rate of interest; the error was 
that it assumed these aggregates could be brought into optimum rela- 
tionships by manipulating the rate of interest, the quantity of money, 
the distribution of income, and the fiscal policy of governments. It is 
not necessary to accept these exclusive alternatives, and if it is not 
necessary, it is not desirable. To accept without modification the classi- 
cal view is to ignore the aggregative relations which were emphasized 
by Malthus, Marx, Hobson and others before and after Keynes; to 
accept the compensatory view without modification is to embark upon 
a policy which neglects the need for incentives to adjust relative prices 
to market demand. 

We conclude, therefore, that governmentally induced inflation must 
result from fiscal policy only if it is pursued without regard to the cause 
of underemployment; and that such a monolithic policy should be cast 
aside for one that is free from dogma, though not from error in com- 
prehension and execution, but more comprehensive and hence likely to 
be more timely and fruitful. 


XI 


If the foregoing is essentially correct, we need not worry about the 
dire forebodings of those who deny the compatibility of trade union- 
ism with the objectives of high employment and stable prices. We need 
not set out to disorganize our social life by a war on organized labor; 
nor let inflation rob the creditor class, the fixed-income groups, and 
those who have saved for old age; nor mournfully consign part of our 
resources to idleness and condemn our people to the humiliation and 
despair of large-scale unemployment. The view posing these stark al- 
ternatives, though it flows cogently*frdm its postulates and is not with- 
out some truth, still is insufficiently factually accurate for purposes of 
national policy. We can, moreover, continue our efforts to maintain the 
high standard of living and the opportunity which full employment 
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makes possible, without inaugurating controls over individual prices and 
wages. 

If we do not need to destroy unionism in order to preserve price sta- 
bility, neither do we need to establish, as has been sometimes suggested, 
a board to formulate and enforce a national wage policy fixing the gen- 
eral level of wages.” In any event, such a board would hardly be effec- 
tual, for, if organized labor were powerful enough to force its views upon 
employers, bankers, and a reluctant Federal Reserve Board, it would 
most likely also be able to have its way with a national labor board. A 
Federal Reserve Board seeking to maintain sound economic conditions 
for the whole community does not aim its measures at any particular 
group such as a wage board would have to do, and in pursuit of these 
wider social aims, it could more easily resist the demands of any one 
group than could a special board set up for their specific control. Quite 
likely, a national wage board would be heavily weighted with labor mem- 
bers or public members acceptable to labor who would follow the tradi- 
tional policy of accepting compromise wage increases, and resisting cuts. 
It is hard to visualize such a board, no matter how cogent its arguments 
and eloquent its expression, uncompromisingly resisting wage demands 
which were within its power to grant. Credit policy, on the other hand, be- 
ing aimed at the control of total monetary demand leaves its allocation to 
the market which in turn dominates wage negotiations. An employer, 
resisting wage demands because the market will not stand them, is in a 
much stronger position to stop an inflationary rise than a wage board, 
which apparently has no direct financial responsibility for the result. We 
may, therefore, tentatively conclude that the establishment of a board 
to set a national wage pattern would probably be more inflationary than 
otherwise, and if, moreover, wages were subject to control, so would 
prices have to be, and we would end up in the position envisioned by those 
who believe that full employment is impossible without complete regi- 
mentation. | 

Under the circumstances, it seems wiser to continue over-all control 
of effective demand and to leave the rest of the economy free to adjust 
individual prices and wages to the resulting market. The concept of an 
unlimited monetary demand is, of course, inconsistent with price sta- 
bility; it is this concept of which we must rid ourselves, not of trade 
unionism. If, however, it be found desirable to restrict, regulate or de- 
stroy monopoly, whether of business, agriculture or labor because of its 
effect on prices and production, that can still be done for its own sake; 
it need not be done in order to cdntrol the general price level. The same 
holds true relative to the need of rules to prevent work stoppages which 
may paralyze the nation or be dangerous to health and safety. The war 


3 E.g., Sumner H. Slichter, The American Economy, p. 44. 
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and postwar experiences which engendered the ideas of direct controls 
over prices and wages are not typical of a peacetime economy because 
war demand is unlimited whereas in peace the consumer can withhold 
purchases until prices are in line with this income. ‘The present mixture 
of monopoly, unionism and competition will not operate after the model 
of perfect competition. We must accordingly learn to live by the more 
complex rules of a collective bargaining economy, but we need not yet 
admit that desiderata of stability and prosperity make our ultimate 
choice one between perfect competition and complete regimentation. 
These alternatives have a plausible validity so long as we do not examine 
too closely the reality of the postulates on which they rest, and, like 
much abstract theory of this type, present us with apparent alternatives 
true only at the limits. In a dynamic life, social adjustments, though 
following no fixed pattern, can be made between the extremes accord- 
ing to the strength of conflicting forces. This is the aim of a collective- 
bargaining economy with individuals who are still exposed to losses and 
gains as members of their group and therefore provided with strong in- 
centives to act intelligently in their own and in the social interest. 
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A GENERALIZED UNCERTAINTY THEORY OF PROFIT 
: By J. Frep WESTON* 


Introduction 


The concept “profit” carries a wide variety of meanings. It is both a 
tool-concept used in economic analysis and a stereotype used in uncriti- 
cal polemical discussions. “Profit maximization” is perhaps the most fre- 
quently used expression in discussions of the theory of the firm, yet 
even on this aspect of profit much disagreement and considerable con- 
fusion exist. 

In 1931, Hicks commented that Knight’s Risk, Uncertainty and Profit 
had “laid securely the first foundation on which any future theory of 
profits must rest—the dependence of profits on uncertainty.’* Al- 
though few books (other than textbooks) discussing the nature of profit 
have been written since Knight’s Risk, Uncertainty, and Profit, even 
these few demonstrate a continued wide range of concepts of profit. 
Among the risk theories, profit is variously described as (a) payment for 
risk-bearing; (b) payment for uncertainty-bearing; and (c) payment 
for the productivity of uncertainty-bearing. The functional theories are 
(a) payment for the entrepreneurial function,? (b) payment for owner- 
ship, and (c) payment for entrepreneurial or managerial efficiency. Im- 
perfect competition and monopoly are also described as sources of 
profit.” 


* The author is lecturer in finance, College of Business Administration, University of 
California, Los Angeles. He expresses gratitude to the Social Science Research Council 
for a demobilization award, and to the School of Business, University of Chicago, for a 
schedule which made possible the study and research necessary for the preparation of this 
paper. Numerous associates have discussed its basic ideas with the writer; their criticisms 
and suggestions helped in the formulation of the concepts set forth. The comments of M. 
Friedman, A. E. Brewington, G. H. Brown, M. C. Urquhart, and R. L. Cardwell were 
especially helpful. In addition to the works cited, considerable stimulation from F. 
Machlup, “Competition, Pliopoly and Profit,” Economica (February, May, 1942), is 
acknowledged. The debt to F. H. Knight should be obvious. 


*J. R. Hicks, “The Theory of Uncertainty and Profit,” Economica, Vol. XI (May, 
1931), p. 170. 


? Entrepreneurship is itself variously defined by different writers. 


*For an explanation of the three broad categories into which profit theories have been 
classified, see R. A. Gordon, “Enterprise, Profits, and the Modern Corporation,” Readings 
in the Theory of Income Distribution (Philadelphia, The Blakiston Company, 1946), p. 
560. While it is convenient to classify theories of profit into these broad groups, there 
are significant differences within each group. For example, to classify Knight’s theory of 
profit as a variant of a “risk theory” is to obscure the central doctrine of his contribution. 
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The articles on profit appearing in periodicals, encyclopedias, and 
collections of essays published during the pèriod 1920-1945 are cata- 
logued in the bibliography contained in Readings in the Theory of In- 
come Distribution.’ It suggests the relative paucity of materials and the 
wide range of divergent theories. Few of these writings discuss the na- 
ture or sources of profit. Most of them treat some specialized aspect of 
profit. 

Economic textbooks also reveal a divergent array of descriptions of 
the nature, sources, and rôle of profit. In a review of over thirty widely 
used texts, the writer found seven variants of the risk theory of profits, 
four variants of the managerial or entrepreneurial functional theories, 
and three varieties of descriptions of manipulative and exploitive 
sources of profit. Some texts presented no analytical discussion of the 
nature or sources of profit. 

The continued disagreement among economists, accountants, and 
business men on the nature and rôle of profits, and the ambiguities in 
the use of the concept in economic analysis suggest the need for a re- 
statement of the economic concept of profit." 


Knight’s Theory of Profit 


Under the postulates-of productivity theory, the return to a factor 
of production is a function of its marginal value productivity. If each 
factor “gets what it produces,” the total product is exhausted in the dis- 
tributive shares in the form of wages and rent (interest). There is 
apparently no residual available for other forms of distributive shares. 
How, then, does profit arise? 

The theory of profit set forth by Knight i in Risk, Uncertainty, and 
Profit and adhered to by him with no major revisions in subsequent 
writings can be briefly summarized:* The entrepreneur hires all of the 
(other) factors of production. The income of the entrepreneur is a 
residual after he has paid the contractural returns of wages, rent, and 


*Frank E. Norton, Jr., “Classified Bibliography of Articles on National Income and 
Distribution,” Readings in the Theory of Income Distribution, op. cit., pp. 704-9. 


ë This analysis of the nature and sources of profit is not a theory of economic dynamics. 
It does not analyze the forces causing uncertainty which gives rise to profit. It is a 
clarification of terminology and of concepts. Its justification lies in the fact that in discus- 
sions of profit theory there is considerable terminological confusion resulting in incorrect 
theory and erroneous policy recommendations. Throughout the following discussion when 
the word “profit” is used, it should be understood in the sense of economic profit, a distinct 
type of distributive share. When the word is used, as many use it, witheother meanings, 
it will be placed in quotation marks with the special meanings indicated. 

°F, H. Knight, Risk, Uncertainty, and Profit (Boston, Houghton, Mifflin Company, 
1921). (London School of Economics, Reprints of Scarce Works, No. 16) pp. 264-312; 
also idem, “Profit,” Encyclopedia of the Social Sciences, Vol. KII (New York, Macmillan 
Co., 1934); idem, “Profit and Entrepreneurial Functions,” Jexr, Econ. Hist., Supplement 
(Dec., 1942), pp. 126-32. 
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interest. If the appropriate amount of wages, rent and interest is de- 
ducted from the income received by the entrepreneur for the use of 
labor, capital or capital funds which he himself has contributed, the 
remainder of the residual return to the entrepreneur would be (pure) 
profit or loss. , 

Assuming complete knowledge of all relevant economic circumstances 
and no uncertainties of the nature and behavior of future events, under 
perfect competition there would be no residual, że., no profit. In such 
a situation, each factor would be paid its marginal value product (which 
would also equal the value of its marginal product). There would not, 
therefore, be a residue (nor would there be an entrepreneurial function 
to perform under such conditions). 

Uncertainty is the chief barrier to perfect competition and the ulti- 
mate cause of profit, according to Knight. Ordinary risk is measurable. 
It can be expressed as a cost whose amount can be estimated with close 
accuracy. True uncertainty, however, is an unmeasurable risk. Either 
the time of its occurrence or its amount cannot be estimated with the 
reliability necessary to budget for it as an estimated cost. Thus the 
entrepreneur who operates a firm under conditions where his calcula- 
tions must be based upon items which cannot be known with complete 
certainty, is likely to err in his valuations of the contributions of factors 
. of production. If entrepreneurs as a group are over-pessimistic, they will 
underpay the factors of production and have profits. If entrepreneurs 
as a group are over-optimistic, they will overpay factors and have nega- 
tive profits, z.¢., losses. The true cause of profits, therefore, according to 
Knight, is uncertainty, the presence of which results in realized events 
deviating from expected events. 

Some emendations of Knight’s theory are suggested to provide the 
basis for a more general uncertainty theory of profit. 

Distinction between risk and uncertainty. The distinction between 
risk and uncertainty receives considerable emphasis by Knight. “Risk 
is measurable uncertainty.’” Risk is measurable when anticipations may 
be guided by statistical probability.* Uncertainty is restricted to cases 
of the non-quantitative type. Unmeasurable uncertainty does not sig- - 
nify complete lack of knowledge, but lack of quantitative data or basis 
for “classifying instances.’’”*° 

Many of the direct objections to the uncertainty theory of profit are 
based on the criticism that there is not a dichotomy between “risk” and 
“uncertainty,” but a continuum of gradations varying with the amount 


* e 
1 Knight, Risk, Uncertainty, and Profit, p. 20. 
" Ibid., p. 225. 
° Ibid., p. 20. ee 


1 Tbid., p. 225, 
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of information about the factors dealt with. Knight, however, ex- 
presses full awareness of this fact; he exaggerated the distinctness of 
the two categories in order to emphasize the role of “uncertainty.”’ 

Unfortunately, by clothing the terms “risk” and “uncertainty” with 
special meanings (which have now become standard usage in econom- 
ics), misunderstandings and misinterpretations have resulted. In place 
of Knight’s classification and definitions, the following is suggested. Un- 
certainty involves future events about which there is incomplete knowl- 
edge or whose probability of occurrence is not 1. Quantitative measures 
associated with uncertain future events are not single-valued. If the 
dispersion of the probability distribution of the likelihood of the future 
event is not zero, uncertainty exists. Individuals may hold single- 
valued expectations of future events for which several alternative actual 
values may be experienced. Uncertainty exists, therefore, even though 
expectations are single-valued. 

The converse is somewhat paradoxical. Assume the probability of a 
given future event to be 1, but that single-valued expectations of the 
future are not held by individuals because they lack knowledge of the 
certain future value or occurrence. The definition of uncertainty, pro- 
posed above, encompasses this case by its reference to situations about 
which there is “incomplete knowledge.” 

Risk exists when uncertainty is associated with an undesirable event. 
The undesirable event may be defined in terms of departures in a speci- 
fied direction from a norm. Thus risk and uncertainty are not categories 
which differ in kind or degree. Risk is a subset of uncertainty. No spe- 
cial term is generally used to describe the situation where uncertainty 
is associated with a desirable event. None appears necessary. 

There are, of course, different degrees of uncertainty. The frequency 
distribution of probabilities associated with a future event may have 
small or great dispersion. In fact, some portions of the frequency dis- 
tribution of probabilities may not be known. 

Transformable versus measurable uncertainty. A further modification 
of Knight’s terminology is suggested with reference to the basis for dis- 
tinguishing uncertainty which gives rise to profit from uncertainty 
which does not give rise to profit. The criterion Knight uses is “measur- 
ability,” having a basis for “classifying” cases. This conveys a somewhat 
inaccurate implication of the nature of the distinction, however. Measur- 

™ See for example, C. O. Hardy, Risk and Risk-Bearing (Chicago, University of Chicago 
Press, 1931), p. 64; W. T. Foster and W. Catchings, Profits (Boston, Houghton Mifflin 
Co., 1925), pp. 50-51. . > 

2 Risk, Uncertainty, and Profit, pp. 225-26. 


* Cf. J. Marschak, “Money and the Theory of Assets,” Econometrica, Vol. VI, No. 4 
(Oct., 1938), p. 324, footnote 11. 


* Hardy, op. dt. p. 1. 
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ability is only one condition under which uncertainty can be reduced. 
Uncertainty may be reduced by customs, traditions, and conventions; *° 
costs may or may not be involved. Risks may be prevented or reduced 
by formal laws, regulations, association activity, traffic lights, lightning 
rods, fire-resistant materials, guards on machinery, etc. Risks may be 
eliminated or reduced by combination, compensation, research and fore- 
casting, control, or by flexibility in the structure of operations. These 
devices ordinarily involve costs. 

Insurance reduces risks through the operation of the “law of large 
numbers.” Risk is not transferred to the insurance producer; it is sub- 
stantially eliminated by the insurance process. 

Other specialists and institutions provide facilities by which risks can 
be reduced: these are speculators, investors, subcontractors, investment 
bankers, and all types of organized markets—particularly the security 
and commodity exchanges. 

The relevant distinction for profit theory is not between risk and 
uncertainty, but between transformable risks and non-transformable 
risks. The term, transformable, is preferred to the term, transferable, 
because the latter conveys the impression that risks are transferred to 
insurance producers or other institutions. The significant point is, how- 
ever, that through the insurance process, through utilization of the serv- 
ices of specialists, and through the use of other institutions and devices, 
risks are reduced, eliminated or substantially eliminated, not simply 
transferred. The economic basis for these institutions rests upon their 
risk-reduction accomplishments. 

If a “risk” is transformed or converted into a definite cost through 
some risk-administering device or institution, it has been eliminated and 
expectations with regard to the item may be represented by a probability 
distribution with a narrow range of dispersion. If a risk is not so con- 
verted, future events may deviate from planned events and thereby give 
rise to profit. Non-transformable or non-transformed uncertainty causes 
profit. 

The profit component in non-contractual returns. The examples used 
by Knight to illustrate the “pure profit” component in the returns to - 
“entrepreneurs” are conflicting. 


It is useful, however, to distinguish between the return actually realized 
by an entrepreneur and the ‘competitive’ rate of interest on high-class 
‘gilt-edge’ securities where the risk and responsibility factor are negligi- 
ble. The diffetence would be profit, or ‘pure-profit’ in the sense in which 
economic theory uses the term.1® © . 


™ These “rules of the game” are informal controls transmitted through the social 
processes. 
18 Knight, Risk, Uncertainty dnd Profit, p. 304. 
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In this illustration Knight defines profit as the difference between the 
return realized and what is frequently called “the pure rate” of interest. 
But this difference includes two components: (1) a risk premium which 
is a factor cost differential and (2) an unanticipated residual. The “‘pure 
rate” plus the factor differential, represent what the return would have 
been if it had been fixed by contract in advance, assuming an unchanged 
order of income priority. The unanticipated residual is “true” profit. 

In another example, Knight himself suggests this distinction 


... profit in our sense of the term appears as a difference between the rate 
of return on the owner’s investment and a competitive rate of return on 
investment generally.’ 


The “competitive rate of return on investment generally” does in- 
clude, of course, risk or uncertainty differentials. If the return to the 
“entrepreneur” includes payment for labor services or for the use of 
owned land, competitive rates of wages and “rent” would have to be 
deducted also to arrive at the “pure” profit element in the “entrepre- 
neur’s” return. 

Emphasis on the non-functional nature of profit. Implicit in Knight’s 
discussion, but requiring additional emphasis is the recognition that 
profit is a non-functional component in the returns to factors. For each 
type of functional service there is a corresponding functional return— 
wages, rent or interest. The influence of the effects of uncertainty is, 
however, reflected in the deviation of actual events from expected 
events. Since contractual agreements are based on expected events, de- 
viations from expected events give rise to differences which are absorbed 
by the income-receivers whose returns are non-contractual. Only these 
unexpected differential returns are not reflected in contractual pay- 
ments. These differential returns are profit, according to Knight. The 
recipients do not receive the differential as a “reward” for the function 
of uncertainty-bearing. The differential (positive or negative) resulted 
because actual events differed from expected events. 

Enterprise and profit. The substantial portion of Risk, Uncertainty, 
and Profit devoted to an analysis of the nature of “enterprise,” is not 
needed in a presentation of Knight’s theory of profit. Moreover, since 
Knight’s theory regards profit as a non-functional component in the re- 
turn to entrepreneurs, an exposition of the functional activities of en- 
trepreneurship is not required for an understanding of the nature of 
profit. (His discussion of enterprise is relevant and important for an 
understanding of the nature of decision-making under conditions of un- 
certainty.) Therefore, the orientation and emphasis of his discussion of 
the nature of profit is altered and generalized as follows. 


4 Ibid., p. 309. On page 271 is a third definition of profit. 
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A Generalized Uncertainty Theory of Profit 


Influence of uncertainty on types and forms of factor payments. Un- 
certainty results in the deviation of actual returns from expected re- 
turns, Payments to all types of participants in the production process 
cannot, therefore, be fixed per unit of time before the results of opera- 
tion are available because revenues and costs are not then known. If, 
however, payments to some factors are fixed in advance, other factors 
receive residual returns which include unanticipated positive or nega- 
tive components, economic profit. ™? Profit is the difference between ex 
ante and ex post incomes.*® 

Contractual payments may be fixed per unit of time, per unit of the 
firm’s output or sales, or a “piece-rate” based on output or on sales per 
worker. The residual income receiver bears more uncertainty than he 
otherwise would bear, when other factors are paid per unit of time, but 
continues to bear uncertainty when payments are “‘piece-rates”’ because 
the value at which final output is sold may vary. Further, if the firm is 
not operating under competitive conditions, the volume of sales and 
therefore the total return to the residual income receivers cannot be 
known in advance of the actual events. 

Further, the time period must be specified. In time periods relevant 
for the continued existence of individuals and firms, the returns to some 
factors are not fixed if they can be temporarily or permanently sepa- 
rated from employment or if their rates of compensation can be adjusted 
in later contract periods. However, typically the establishment of a firm 
requires some commitments that are sunk costs. Further, even termin- 
able costs are fixed for the period of employment or wage contract 
period if payment is not at least in part a function of “net income” or 
some other variable related to results of operations. 

Whether the residual income receivers bear more risk than the factors 
which receive contractual returns is not possible of generalization. To 
make such a judgment would require an analysis of specific cases with 
reference to the terminability of costs, the effective mobility of factors 
receiving contractual returns, and the risk-reducing instruments avail- 
able under the circumstances. 

Confusion in this connection frequently arises because the non-fixed 
income receiver bears a type of risk that is different from other types of 
risks. The risk is that of an uncertain return for a given time period. But 
ordinary bond-holders may suffer variations in the market value of 
their investment and defaults of interest and principal. Workers may 


™ Residuals need not, of course, always be unanticipated. Anticipated residuals are 
functional factor returns. Only unanticipated residuals are economic profit. 

Cj. also M. J. Bowmay “Theories of Income Distribution: Where do we Stand,” 
Jour. Pol. Econ., Vol. LVI, No. 6 (Dec., 1948), pp. 536-37. 
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become unemployed. While the types of risks that are borne vary, risk- 
bearing is a widely diffused attribute. The differences between the types 
of risk have led some writers to exaggerate the importance of some risks 
and to understate that of others.” 

The non-contraciual income receivers. Generally, the non-contractual 
income receivers are identified as entrepreneurs. The application of this 
term with its varied traditional connotations to a use in which functional 
activities perform no rôle, is likely to result in confusion. In view of the 
ambiguity of the term, it would be better if it were not used to describe 
various functional types of factors of production whose common attri- 
bute is the non-contractual nature of their returns.” Hicks suggests the 
terms “hired” and “unhired” factors.” The conciseness of the expres- 
sions and their freedom from ambiguous associations make it convenient 
to adopt these terms. Hired factors receive contractual returns;** un- 
hired factors receive returns which are not specified in absolute amount 
before the results of operations are known, although the principles and 
procedures for calculating their returns may be explicit. 

Knight’s discussion of the returns to entrepreneurship is applicable 
to an explanation of the returns to unhired factors with little modifica- 
tion. As a first approximation, the return to unhired factors depends 
upon the relative demand for and supply of unhired factors. The de- 
mand for unhired factors depends in part upon the supply of factors 
seeking employment as hired factors. The supply of unhired factors de- 
pends upon anticipations of factors. If a factor owner prefers to employ 
his personal services or other economic resources at a return which is 
“residual,” it is because he anticipates that under that form of contract 
his return will be higher than under alternative forms.* 

The returns to unhired factors depends on the value of their func- 


* A clarification provided by analysis of income actually paid out is set forth by T. J. 
Kreps, “Dividends, Interest, Profits, Wages, 1923-35," Quart. Jour. Econ., Vol. XLIX, 
No. 4 (Aug., 1935), pp. 561-99, 

"For a discussion of the nature of the entrepreneurial function, see the writer’s “Enter- 
prise and Profit,” Jour. Bus., Vol. XXII, No. 3 (July, 1949), pp. 141-59. 


#7. R. Hicks, The Theory of Wages (New York, Peter Smith, 1932), pp. 234-35. He 
refers to the unhired factor, however, as “acting as entrepreneur.” Hicks, also, presents 
the phrase in quotation marks to indicate, it may be inferred, that he is simply following 
conventional oversimplification of a difficult conceptual problem. 


* Although the returns to hired factors are contractual, they may still be contingent. 
For example, a commission of $5.00 per item or eight per cent of dollar sales is a con- 
tractual rate, but the total income per time period is contingent on the, volume of sales. 
However, the returns per unit of sales or dollar of sales for unhired factors cannot be 
specified beforehand because unit sales and «nif costs cannot be known with certainty in 
advance, 

* Cf. Knight, Risk, Uncertainty, and Profit, pp. 273-74. Knight also emphasizes differences 
in temperament or tastes as an important influence in the, natural selection of entre- 
preneurs. bid., pp. 269-70. 
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tional contributions and upon the influence of uncertainty.” The greater 
the uncertainty, the greater will be the variable element in those re- 
turns. 

The foregoing explanation is, of course, an oversimplification of re- 
ality. The difference between unhired and hired factors is not simply a 
matter of differences in anticipations of future returns from enterprise. 
Historical distributions of owned resources, difference in “innate ability” 
(if this can be defined meaningfully), differences in experience—all un- 
doubtedly influence the extent to which it is possible for a person to 
become a hirer of other factors of production or sources of factors of 
production. On the other hand, it may be that the importance of such 
barriers to mobility between the two economic classes described has 
typically been overemphasized. 

The ultimate decision-makers in a firm need not be compensated as 
residual income receivers. The nature of uncertainty associated with 
many major business decisions makes it impossible to apply formal sta- 
tistical procedures to express expectations toward future events in the 
form of a probability distribution with known parameters. Decision- 
making requires the exercise of judgment. Judgment may be judgment 
of men or formulation of policies. Judgment is an economic service. 
The principles explaining the compensation for this service are similar 
to the principles explaining the compensation of other services. The 
payment is a functional return. It may be fixed by contract or it may 
vary with the net results of operations. 

Schumpeter defines profit as a gain from innovating activity—activity 
directed toward shifting the cost and sales curves.” This theory of profit 
is related to the uncertainty theory in that the innovating activity is 
both a product and source of uncertainty. However, the uncertainty 
theory of profit regards the income from the exercise of the innovating 
function as a wage or salary type of functional return. The temporary 
differential return secured by the successful innovator is a ( Marshal- 
lian) quasi rent;, permanent differentials are monopoly revenues or 
taken as capital gains.” 

The exercise of Judgment may be sold on a fixed-price basis or on a 
variable-price basis. If it is sold on a variable-price basis, the entire re- 


** See the next section for a discussion of this point. 


27. A. Schumpeter, The Theory of Economic Development, translated by Redvers Opie 
(Cambridge, Harvard University Press, 1934), esp. pp. 137, 148, 152-55. See also the clear 
statement by R. Triffin, Monopolistic Competition and General Equilibrium Theory 
(Cambridge, Harvard University Press, 1941), pp. 168-69. 


" But cf., Schumpeter, ep. cit., pp. 33-34; for his definition of monopoly revenues see 
his p. 152. A capital gain is the recognition of a change in the anticipated value of a future 
stream of earnings, either because of modification of the discount factor or changed 
expectations toward the futsge stream of earnings; income in this context is not differ- 
entiated as to the type of distributive share it represents. 
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turn is not “profit.” Theoretically, profit in this situation is the difference 
between what the factor would have received if its return had been 
fixed, and what it actually received as a variable-return. 

In a practical situation it is frequently difficult to distinguish between 
ability (or lack of ability) or luck (good or bad), as the source of the 
differential. This does not deny the importance of judgment in the 
formulation of business decisions and in the selection of functionaries 
and areas of activity, but it does indicate the difficulty of rationalizing 
empirical findings. 

The nature of profit under uncertainty. Uncertainty arises from un- 
predictable changes in demand and supply functions.” By definition, the 
unpredictable changes can not be successfully forecast. If decision- 
makers do not attempt to forecast the unpredictable changes and if the 
unpredictable changes are random in origin and effects, profits in the 
aggregate over a long period of time will be zero because positive profits 
and negative profits (losses) will cancel each other. 

Decision-makers, however, may attempt to predict the unpredictable. 
This signifies that from experience they know that demand and supply 
functions will shift during the contract period or production period, but 
they lack complete knowledge of the direction or of the magnitude of 
the shifts. They may make plans on the basis of an expected shift of an 
estimated direction and magnitude. If a “mixed” or “statistical” 
strategy” can be used to formulate the expected direction and magni- 
tude of shifts, aggregate profits will again be zero. If the use of such a 
strategy is not possible, and it is not likely to be because of lack of 
knowledge of the probability distributions of the possible shifts, aggre- 
gate profits will be positive, negative or zero, depending upon the pat- 
terns of expectations formulated in attempting to forecast the unpre- 
dictable shifts in demand and supply which take place. If attempts to 
forecast the unpredictable are on the average (weighted by values) 
wrong, unhired factors will on the average pay hired factors “too much” 

r “too little.’ These are associated with negative profits or positive 
profits, respectively, to the unhired factors. If forecasts are (by chance) 
correct, and hired factors are paid on that basis, profit will be zero. 

Knight has suggested that over-optimism of the decision-makers re- 
sults in the factors being paid “too much.”*° Over-pessimism would pre- 
sumably cause the decision-makers to pay the factors “too little.” How- 
ever, qualifications of this generalization are required. For example, too 
much “over-pessimism” would stifle activity by unhired factors. In view 


* Cf. H. Working, “The Investigation of Economic Expectations,” Am. Econ. Rev. 
Proceedings, Vol. XXXIX, No. 3 (May, 1949), p. 159. 
27, Von Neumann and O. Morgenstern, Theory of ca, and Economic Behavior 
(Princeton, Princeton University Press, 1947), p. 144. 
= Knight, Risk, Uncertainty, and Profit, p. 285. 
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of the ambiguity of the expressions, optimism and pessimism, and be- 
cause of the difficulty of distinguishing these attitudes from the subjec- 
tive reactions referred to as risk-aversion and risk-preference, the source 
of positive or negative profits in the aggregate may best be explained by 
errors of prediction, one of the causes of which may be over-optimism 
or over-pessimism. 

Errors of prediction should and can be distinguished conceptually 
from risk-aversion and risk-preference. Returns to those who have 
uncertainty-aversion will probably contain a nominal risk premium. 
Returns to those with uncertainty-preference will probably contain a 
nominal risk discount. These premiums or discounts, however, are not 
profit, but a component of the wage, interest or rent returns to the 
respective types of productive factors. There is a significant difference 
between the nature of the influence of errors of prediction and the na- 
ture of the influence of risk-aversion or risk-preference. The errors of 
prediction of decision-makers result in erroneous judgments of the shape 
and position of demand and supply curves. Actual demand and supply 
functions will differ from expected demand and supply functions. Ex- 
pectations will, of course, themselves influence demand and supply func- 
tions to some extent, but anticipations will not always create realizations 
in their exact image. For example, to expect machinery to have a speci- 
fied low rate of repair expense may not provide certainty of the realiza- 
tion of that specific low rate of repair expense. Risk-aversion and risk- 
preference, in contrast, themselves alter the nature of demand and sup- 
ply conditions. These changed demand and supply functions result in 
changed factor returns. 

In contrast to the possibility of zero profits in the aggregate, the profit 
experience of the individual firm is not likely to thus reflect the opera- 
tion of the “law of large numbers.” Hence, even if the decision-makers 
of the individual firm made no attempt to forecast unpredictable 
changes, it is likely that the firm will experience profits, positive or 
negative. Whether profits are positive or negative for the firm when 
decision-makers ignore unpredictable changes, depends upon the impact 
of those changes on the firm. If the decision-makers attempt to forecast 
unpredictable changes, errors will result in profits or losses depending 
upon the nature of the errors. The risk-preference or -aversion of indi- 
vidual productive factors will have negligible influence upon their func- 
tional factor returns since under the competitive conditions assumed 
throughout this discussion, an individual factor will have negligible 
influence on the demand and supply conditions. 

The profit component in factor returns. Whether profit elements exist 
in the returns to residual income receivers only or in all factor returns 
depends upon the assumptions made with reference to the time period 
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of analysis. If the existence of a structure of competitive factor prices is 
assumed, the residual income receivers of firms in industries in which 
results of operations are more favorable than anticipated secure returns 
containing a positive differential (and conversely). The difference be- 
tween ex ante returns and ex post returns is economic profit. This is the 
short-period analysis. 

If the horizon of the time period is extended, however, so that expec- 
tations could be revised and resources could be shifted between firms 
and industries as a consequence of changed expectations, the competi- 
tively established prices would be changed. Economic profit would then 
be defined in terms of potential shifts of these types. Under these as- 
sumptions, economic profit is the difference between the factor payments 
actually received and the payments that would have been received if 
there had been complete knowledge of all events as they worked them- 
selves out. In this framework, it is likely that every type of factor return 
would contain an element of profit. This view has also been suggested by 
Knight. 


It is evident that in this highly theoretical sense every income, with ac- 
cidental exceptions, contains an element of profit. This element may be 
positive or negative in any case. In no case is it possible to determine 
objectively and accurately the amount of profit element in an income, 
since this would involve an accurate determination of every detail of the 
position of equilibrium corresponding to the given conditions of the 
society at the given moment.*? 


The profit element in the returns to each type of factor would be the 
difference between what each actually received and what each would 
have received if the entire structure of production had been instantly 
revisable to that which would have existed with complete knowledge and 
the returns to each type of factor equalled its marginal value product. 

Since change is itself a breeder of uncertainty, it would be extremely 
difficult to utilize this second concept of profit. The subsequent analysis 
will in consequence refer to profit as the difference between ex ante and 
ex post returns in “the short period.” 

The concept of “normal profit.” The preceding discussion provides a 
basis for analysis of the concept “normal profit.” In long-run competi- 
tive industry equilibrium, each firm in an industry operates at the mini- 
mum point of its long-run average cost curve, and average cost is equal 
to the market price of the product. Under these conditions, it is usually 
stated that the average cost curve includes “normal profit.” This is an 
ambiguous statement with erroneous implications. The indiscriminate 
use of this concept has resulted from the uncritical extension of Mar- 
shall’s definition of “normal profit” as a conglomerate of “normal earn- 


** Knight, “Profit,” op, cit., p. 482, 
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ings of management,” “normal profits of capital,” both including “risk 
as an element of profits and costs.”’*? 

If it is agreed that profit is a deviation of actual returns from expected 
returns and if such deviations are random, there is “no normal proft.”” 
In the long run, profit may be positive, negative or zero, as explained 
above. But profit is not an element of cost; it is an unanticipated 
residual. 

A correct formulation of the meaning to be conveyed when the con- 
cept “average cost including normal profit” is ordinarily used is: The 
average cost curve includes all types of functional distributive shares and 
appropriate uncertainty (risk) differentials (positive or negative) for 
all factors. The “normal cost” elements do not include the entire nominal 
risk differentials, but would include only the effective net risk differen- 
tials. For example, a nominal differential between Aaa and Caa bonds 
might be 2 per cent; after adjustments for defaults of interest and prin- 
cipal, the effective net risk differential might be zero or negligibly posi- 
tive, or negative. ) 

Profit in the Theory of the Firm 

Short-period equilibrium. The foregoing abstractions may be illu- 

mined by their application to the theory of the firm. 


4p 


z + QUANTITY. 
° FIGURE 1 
* 6 l 

32 A, Marshall, Principles of Economics (London, Macmillan and Co., Ltd., 1920), 8th 
ed., Book VI, Chapters VII, VIII, passim. 

3 Cf.: “There is no normaj profit, since ex-kypothesi profit is the incalculable deviation 
of the actual from the anticipated.” M. Dobb, “Entrepreneur,” Encyclopedia of the Social 
Sciences, Vol. V, p. 559. 
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Figure 1 portrays the conventional illustration of a firm earning 
profit, edv, in short-run equilibrium, but in long-run industry disequi- 
librium. Actually, pedv is not profit. It is an anticipated factor return 
which motivates the decision-makers of the firm to carry on productive 
operations in the industry of which this firm is a member. It dlustrates 
Marshall’s concept of quasi-rent. Marshall used quasi-rent to refer to a 
return that was temporarily in excess of the “normal return” to a fac- 
tor.** Marshall assumed that after all the equilibrating adjustments had 
been made, there would no longer be any differential above the (possibly 
higher or lower) new normal return. Any permanent efficiency differen- 
tials between factors, however, represented a true (Ricardian) “rent.” 

Profit could be shown only by presenting two sets of curves for either 
the cost curves or revenue curves (or both, of course), as in Figure 2 for 
revenue curves. Both the ex ante and ex post curves must be shown since 
profit results from and is portrayed by differences between these sets of 
curves. 


$ 





o T QUANTITY, 
FIGURE 2 


In Figure 2, the firm produced og expecting to sell og at a price of 
qp. However, the actual market price was gp’. The return tọ the residual 
income receivers would have been their opportunity costs, included in 
the AC curve, plus pedv. As a consequence of the erroneous estimate of 
the market price, the return to the residual income receivers was only 
their opportunity costs plus ~’e’dv. There is negative economic profit of 


“ Marshall, ep. cit., pp. 420-26, 577-79, 622-28, especially p. 626. 
i 
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pee’p’, representing the difference between the anticipated return and 
the actual return to the residual factors. Cost curves also may change 
their positions or shapes because of changes in the production functions 
of supply conditions of factors.” These new changes could also be used 
to illustrate economic profit. 

This interpretation is so contrary to the conventional presentation that 
it was long resisted, while many attempts were made to formulate the 
uncertainty theory of profit consistently with traditional representations 
of elementary economics. However, the major objective of business op- 
erations is not simply to “maximize profit” on the basis of knowledge of 
functions or curves of the type portrayed in Figure 1. The objective of 
decision-makers of the firm is to achieve situations where the revenue- 
cost relationships for the firm are such that maximum net revenue re- 
turns may be achieved. Moreover, it should be perfectly clear that, to 
the extent that only pecuniary motives are considered, other factor 
sellers have similar objectives. 

What requires considerable emphasis is that if a diagram such as 
Figure 1 can be drawn, the major business problems have been ab- 
stracted from. Given the knowledge portrayed by the functions in Fig- 
ure 1, elementary geometry or elementary calculus is sufficient to pro- 
vide the “maximizing” solution. To attribute a central rôle to profit 
maximization in static, equilibrium analysis must lead to confusion be- 
cause static analysis abstracts from the very conditions which give rise 
to economic profit. Profit is, therefore, a concept which must be analyzed 
in a framework of dynamic analysis. 

These observations are not intended to minimize the usefulness of the 
diagram of Figure 1 as a first-approximation model. With this model 
many useful generalizations on resource allocation and income distribu- 
tion may be developed. But many more “approximations” are required 
before a meaningful model which depicts the major aspects of the be- 
havior of decision-makers of a firm is reached. 

Critics of the central doctrine of this section are divided in their 
viewpoints. One group urges that the situation presented by Figure 1 can 
exist only because the price-cost relationship was not sufficiently widely 
anticipated. Otherwise, investment would have flowed to this industry, 
causing the elimination of the differential return. Hence, it is urged, area 
pedv is an unanticipated return and therefore profit. 

*For a limited category of cases it may be said that the difference between the ex ante 
and ex post returns of the residual income receivers is associated with an equal, but 
opposite in sign, difference between the payménts received by contractual income receivers 
and their marginal value product, or what they would have received after the results of 
operations were known ¿f payments to these factors were based not on rates set by the 


competitive market structure, but on the basis of a productivity analysis in their specific 
use. Some specialization in the factors would be required for this situation to be operative. 
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However, area pedv does not exist in the expected sales and cost 
curves of some other decision-makers; it may be negative in the plan- 
ning data of the other calculators. Or it may represent insufficient moti- 
vation to some for investment in this field. The less informed or less op- 
timistic anticipations of other decision-makers represent one of the con- 
ditions making the situation represented by Figure 1 plausible to some 
decision-makers. However, when the expectations of the latter decision- 
makers have been represented in a diagram with a positive (or zero, 
since zero profit is associated with “normal” functional factor returns) 
area pedv, the area pedv is an expected differential functional factor 
return which motivates the decision-makers who hold expectations of 
this kind. 

The other view is that when “profit” is used, usually “net receipts” is 
the category referred to. Further, when the concept “profit maximiza- 
tion” is used, “profit” is used synonymously with “net receipts.” Surely, 
it is not conducive to clear analysis to use one term when another is in- 
tended. Much of the confusion surrounding the concept profit arises be- 
cause many who use the term do not indicate and perhaps are not aware 
of which of its several meanings is appropriate in specific situations, The 
area pedv in Figure 1 does represent anticipated net receipts. If this 
term were consistently used where appropriate and the word profit 
avoided where inappropriate, much ambiguity in economic discussions 
could be avoided. 

Intra-marginal firms, Another example of incorrect use of profit is 
the case under perfect competition in which some “firms” in-a given 
industry are more “efficient” so that the average costs curves at the 
point of operations of these firms is lower than the average costs at the 
point of operations of “marginal” firms. The differentially higher net 
receipts of the intra-marginal firms is usually called “profit.” The intra- 
marginal firms may have advantages such as newer equipment, more 
favorable location, more favorable trade relations, or better organiza- 
tion of the factors of production (7.e., greater “efficiency”). However, 
these advantages represent functional services with differential marginal 
value productivity, and under the postulates of productivity principles, 
the more productive factors would receive commensurately higher re- 
turns, Permanent efficiency differentials result in permanent differential 
returns in accordance with the postulates of productivity principles. 
Such differential returns are not profit, but differential payments for dif- 
ferential value services. 

Monopoly and profit. Another source of “profit” which is frequently 
cited is “monopoly.” Monopoly exists if price exceeds marginal cost. 
However, even if the degree of monopoly i is greater than zero, monopoly 

“profit” may not exist. Given that price exceeds marginal cost, the dif- 


56 ' THE AMERICAN ECONOMIC REVIEW 


ference between price and average cost is a measure of monopoly 
“profit.” Monopoly income is generally referred to as monopoly “profit” 
and monopolistic advantage is ordinarily referred to as an important 
source of large “profits.” 

This is, however, a misuse of terms. The differential return to the 
monopolist is usualy a differential wage, interest or rent return depend- 
ing upon the means by which the monopolistic advantage was fashioned. 
The monopolist return is compensation for the performance of a function 
(albeit perhaps an undesirable one for the public welfare). 

Admittedly, the monopolistic position may be wholly or in part the 
result of the occurrence of an unanticipated set of events. In these cases, 
the difference between ex ante and ex post incomes for the given plan- 
ning period is, of course, profit. But for subsequent planning periods, the 
differential returns are capitalizable and are no longer profit.*° 


Need for a Clear Theoretical Concept of Profit 


Economic profit is a non-functional element in factor returns. It is 
the difference between ex ante and ex post returns. The significance of a 
category apparently so sterile in content is that sound theoretical bases 
for disinguishing between wage, interest, rent, and profit components in 
the incomes of buyers and sellers of economic services exist. The term 
profit is necessary to explain a type of return which is not described by 
other categories. In addition, it contributes to a clear conceptual frame- 
work for analysis which is necessary to continued progress toward the 
understanding and solution of basic economic problems. 

Evidence of confusion because of the lack of a clear theoretical formu- 
lation of basic income categories may be found in the many charges and 
counter-charges with regard to the nature, rôle, and economic signifi- 
cance of corporate “net” income. Corporate “net” income is frequently 
referred to in popular and “scientific” discussions as “corporate profit.” 

The nature of accounting practices makes it difficult indeed to gen- 
eralize accurately on the economic content of business or corporate 
“net income.” Dominant accounting tradition has a predilection for the 
use of historical costs rather than current (relevant) costs. Accountants 
do not, in general, attempt to “impute” costs. There is not consistent 
acounting treatment in the annual income statement of (1) capital gains 
and losses, (2) “unusual” items, and (3) amortization of goodwill. The 
difficulty is further compounded by the frequent uncertain orientation 


3 Cf. Schumpeter, op. cit., p. 152; Hardy, op. cit., p. 39, n. 1, This is true of the 
functional differential monopoly returns also. After capitalization, returns are “normal” 
returns, For example, the nominal yield on outstanding securities of a monopolistic com- 
pany is typically lower than the nominal yield on the securities of a firm in a competitive 
industry. oo 
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of the income statement, a vacillation between the proprietorship theory 
and the entity theory. 

In periods of considerable changes in the general price level, use of 
historical costs instead of current costs may lead to the inclusion of a 
considerable element of capital accumulation or depletion in the ac- 
counting “net income” figure. In a period of substantial technological 
changes, similar consequences may follow. 

Abstracting from these two kinds of major influences, the types of 
economic elements which will be found in accounting “net income” de- 
pend upon the size, ownership pattern, and compensation arrangements 
of the firm. In large firms with widely diffused ownership, the returns to 
common stockholders represent mainly an interest return on funds in- 
vested. In small firms, where capital contributors may also provide per- 
sonal services to the firm, the income “available” to owners represents 
mainly interest and wages, with probable arbitrary shifts between cate- 
gories. If the “firm owns” capital goods, the income “available” to own- 
ers may include a “rent” or “quasi-rent” as well as interest or wages. 
All of the returns may be joined with elements of “pure profit.” There- 
fore, to study corporate net incomes in an attempt to formulate generali- 
zations on economic profit must lead to confusion.” Similarly, profit 
theory can provide little guidance on “problems” of whether corporate 
“profits” are too high or too low. Such problems, to the extent that they 
can be formulated meaningfully, are more relevant to income theory and 
to employment theory (related to interest and wage theory) than to 
profit theory as such. 


The Rôle of Profit in a Price Economy 


Further evidence of the need for clear understanding of the concep- 
tual nature of economic profit exists in the unprecise and misleading 
statements which are found in many textbook generalizations on the 
rôle of (economic, presumably) profit. Texts in economics commonly 
emphasize that one of the most important functions of profit relates to 
the rôle it performs in guiding new investment. The usual description 
runs in the following familiar terms. When “profits” are above “normal” 
in a particular industry, new investment flows into that industry until 
“profits” are no longer above “normal.” When “profits” are below 
“normal” in a given industry, new investment will not flow to this in- 
dustry and disinvestment will take place either by shifting investments 
to the extent that technological circumstances make this possible, or as 
present equipment wears out it is not replaced. Disinvestment proceeds 
until the rate of “profits” is no longer “subnormal.” 


" The influence of economic profit may be found in the ayelysis of the use of budgets 
in business planning. 
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It is apparent that “profits” in such contexts is not used in the sense 
of an internally consistent definition of economic profit. The return de- 
scribed is the payment for the use of a capital good or capital funds. 
If it is the payment for the use of a capital good, it may be called the 
“rent” of the capital good. If it is the payment for the use of a capital 
fund, it is interest. Economic profit results from errors of prediction. 
Hence there can be no tendency toward a “normal” as described above. 

In the case of profit arising from a temporary disequilibrium under 
perfect competition (as portrayed by Figure 2), profit may or may not 
attract new investment depending upon whether the profit is considered 
to be permanent or temporary. If the differential return may be capi- 
talized, it is no longer “profit,” since it is no longer an uncertain (or un- 
anticipated) differential. 

But even if a functional definition of “profit” were adopted, the gen- 
eralization that the characteristic which distinguishes profit from other 
distributive shares is the function it performs in guiding investment is 
incomplete. To the extent that “profit” provides a return which repre- 
sents the payment for carrying out an economic function, it guides the 
flow of the services compensated by the “profit” share. However, this 
is not a rôle distinctive of the distributive share “profit,” since payments 
to all types of factors perform an allocative function. 

It is valid to observe that new investment flows to those industries 
where it receives the highest return. But it is not correct to designate 
this return economic profit. Further, wage differentials will attract addi- 
tional workers to the industry which offers “higher” wages; workers will 
separate themselves from industries which pay “lower” wages.” Capital 
goods including land will be sold or leased where they receive the highest 
price or “rent.” Funds will be loaned where anticipated yields are great- 
est. The conclusion must therefore be that economic profit has no 
unique, if any, allocative function. Differential payments guide resources 
of all kinds to the use where the highest return is received. 

The statement frequently made that the efficiency of the management 
of a firm can be measured by the profit record of the firm is subject to 
two interpretations. If these statements refer to the efficiency of hired 
managers of the firms, their validity is questionable. Under the postu- 
lates of productivity principles, more efficient managers have higher 
productivity and would, therefore, receive higher salaries. If the man- 
agement of each firm and all the associated productive factors were paid 
in accordance to their contribution to value product, the net income of a 
firm with highly efficient managément would be about the same as that 
of any other firm whose situation is “identical” except for less efficient 


* Other conditions of thessob are held constant. 
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management. One could reason with greater cogency that management 
competence might be measured by the size of management’s compen- 
sation. 

Frictions of all types might, of course, in practice prevent the com- 
plete expression of the theoretical model. In particular, there might exist 
a wide range of indeterminateness in the salary of managers since the 
difference between their value in their specific employment and their 
value in alternative companies might be considerable. However, if the 
theoretical generalizations were not realized because of the practical in- 
fluences cited, net incomes of firms (what is loosely called “profits”) 
would reflect, not relative efficiencies of managements, but accidents of 
market imperfections and indivisibilities. 

The alternative interpretation of the generalization that profits meas- 
ure the performance of a firm is that profits reflect the ability of entre- 
preneurs to create or to select productive opportunities. Given the nature 
of the information conveyed by accounting reports, the adherents to 
this interpretation face a most difficult problem of pointing to empirical 
data on “entrepreneurial profits’ by which entrepreneurial perform- 
ance is judged. 

The important consideration is that, regardless of the type of con- 
tractual arrangement, the motivating factor in the situation is the antici- 
pated return. The incentive which motivates the residual income receiver 
(sometimes called entrepreneur) is fundamentally not different from the 
Incentive which motivates the other factors in the production process. 

The foregoing discussion of the usual generalizations on the function 
of profits indicates that they are too narrow and restricted in scope. It 
suggests the principles of the functions of resource payments in a price 
economy, frequently and erroneously described as the peculiar and 
unique rôle of profits.*® 


1. Resource payments provide a measure of relative values of eco- 
nomic resources. The body of doctrine which presents the prin- 
ciples and concepts upon the basis of which these relative values 
are determined is known as value theory. 

2. The relative values provide a guide to resource buyers to econo- 
mize on scarce or high value resources and to use more freely 
abundant or low value resources. 

3. The relative values provide resource sellers with the incentive to 
seek the best, most remunerative, uses of their services. 


. E ®. 4 
In accordance with the three principles enumerated, resources flow to 


*° These were presented by M. Friedman in classroom lecturgs. 
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uses where they secure the highest returns.* Differential returns attract 
factors of all types to their best and highest uses. It is not the unique 
réle of “profits” that they attract new investment or provide unique in- 
centives to entrepreneurs. 

The concept of the “profit motive” is a special case of a broader gen- 
eralization. The “profit motive” is not the major source of economic in- 
centives in a price economy. The payments anticipated by factors of all 
types motivate economic activity. This is to say that in a price economy, 
relative prices perform the function of providing incentives and of allo- 
cating resources.” If it is suggested that this is “really what is meant by 
the expression ‘profit motive, ” it must be pointed out that the word 
“profit” is not thus used in a scientific sense, but in a general way to 
suggest a meaning which is best conveyed by other terms free from the 
many stereotypes associated with “profit.” 

It is unfortunate that in both “scientific” and popular usage, the es- 
sential nature of a price economy is obscured by attributing to “profits” 
characteristics which are not at all peculiar to that form of distributive 
share. Such misconceptions result in a misunderstanding of the nature of 
an economic system organized on the basis of the price system and lead 
to unsound policy proposals. 

Thus a contribution of the uncertainty theory of profit is that it 
emphasizes the necessity for consistent use of terms in economic analysis 
and thereby leads to clearer understanding of the nature and rôle of 
functional income shares. A further significance of profit as defined here 
lies in its re-emphasis on the need for analysis of the nature of business 
decision-making under uncertainty. 

The omission of discussion of principles of income and employment determination, 
and the omission of consideration of the inter-relationships between allocative, distributive 


problems and problems of employment, income and output levels should not be interpreted 
as lack of recognition of their considerable importance. 


“This discussion is not intended to minimize the importance of the rôle of non-financial 
motives and incentives on economic activity. 


GOVERNMENT GUARANTEES AND PRIVATE FOREIGN 
INVESTMENT 


By Yuan-L1 Wu* 


I. Introduction 


Recent discussions in connection with President Truman’s Point IV 
program have made it abundantly clear that the general attitude of the 
United States towards the utilization of American capital in furthering 
the economic development of under-developed countries, apart from the 
question of technical assistance in the narrower sense, is based on the 
following convictions; namely, (1) that private enterprise and private 
funds should play the major rôle in foreign investment, (2) that public 
funds controlled by the government, outside the sphere of emergency 
measures for a transitional period only, should not enter into “direct and 
wasteful competition with private funds,’* and (3) that government 
guarantees should be given to private investors in order to eliminate the 
risks peculiar to investment activities overseas.’ Since the views of the 
United States in this field are of vital importance both to the investors 
and to the under-developed countries, an examination of some of the 
implications of these conceptions would appear to be timely, as well as 
advantageous. Of particular interest is the question of government guar- 
antees for the encouragement of private foreign investment. 


Il. The Risks of Inconvertibiity and Expropriation 


It appears that two types of risks are paramount in the mind of those 
advocating government guarantees. Assuming that an investment in a 
foreign country is profitable, it is pointed out that the investors may 
nevertheless derive little benefit or even suffer a loss if (1) the profit 
earned cannot be turned into the currency of the investor’s own country 
——which, for all practical purposes, is the United States dollar—if and 
when the transfer is desired, and/or (2) if the foreign government ex- 


* The author, until recently deputy representative of the Central Bank of China in Hong 
Kong, is now doing private research in New York City. 

* Secretary of State Dean Acheson’s speech ọn September 19, 1949, before the Pan Amer- 
ican Society. 

* At the time of writing (September, 1949), a bill authorizing the Export-Import Bank of 
Washington to undertake guarantees of convertibility and freedom from expropriation for 
private foreign investments has been introduced in Congress. 
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propriates either a part or the whole of the profit or principal of the in- 
vestment in question. In short, the two major types of risk envisaged are 
inconvertibility and expropriation. 

No one would deny that if the risks of inconvertibility and expropria- 
tion were absent, the atmosphere would be far more congenial to pri- 
vate foreign investment than it is now. The question is simply whether 
these risks can best be removed by government guarantees and whether 
the conditions of effective guarantees would not give rise to certain 
other developments that would tend to nullify whatever advantages 
government guarantees may have in the first place. 

Assuming that guarantees, once given, would be upheld, their effec- 
tiveness as a means of encouraging private foreign investment must in 
the ultimate analysis depend upon the willingness and ability of the 
“borrowing” or “capital-receiving” country to honour them, because the 
responsibility of maintaining convertibility and freedom from expro- 
priation must finally devolve upon the latter.* In other words, even if a 
guarantee were, in the first instance, given by the investors’ own govern- 
ment, or one of its agencies, the government of the “capital-receiving” 
country would have to be bound in some manner, such as through the 
conclusion of a special bilateral economic treaty, so that it would be 
held responsible for the maintenance of the guarantee or for taking all 
the measures necessary and sufficient for the purpose. For the “lending” 
or “capital-exporting” country, if it be the initial guarantor, could not 
conceivably refrain from exerting pressure on the “capital receiving” 
country so that the latter would take all the measures necessary in or- 
der to uphold the guarantees, even in the absence of a formal bilateral 
treaty to this effect, if conditions in the latter were such as to cast doubt 
on the country’s ability and/or willingness to maintain convertibility 
and/or freedom from expropriation.* This particular relationship be- 
tween the two countries means that while the “capital-receiving” coun- 
try is ex kypothesi anxious to attract foreign capital, it must, neverthe- 

*Inconvertibility and expropriation are, as we shall see, such complex and elusive con- 
cepts that they cannot be easily determined. In so far as th@y can be defined, however, the 
risks involved are incalculable. These risks cannot be pooled by individual firms, because 
when they occur, they tend to affect all foreign investors in any particular country 
simultaneously. This is true especially with respect to inconvertibility. Nor can these risks 
be spread among investors whose investments are situated in different foreign countries, 
because at any moment of time the investors eligible to the benefit of the guarantee system 
may be concentrated in a single country or group of countries which are subject to the 
same influence ṣo far as convertibility and expropriation are concerned. This is why it is 
impossible to insure against these risks in the ordinary sense of insurance, Once guarantees 
against these risks are given, the guararftore whether it be the “lending” country or the 
“borrowing” country, has, therefore, to concentrate entirely on preventing the occurrence of 


the particular circumstances rather than relying upon the pooling of risks through the law 
of averages. ma 


* See also Section V below. 
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less, consider the implications of the guarantees which it will ix fact, 
even if not in name, be called upon to give. It must see clearly the con- 
ditions under which these guarantees may be safely given and the meas- 
ures it will be required to take, against which the advantage of a larger 
supply of capital must be weighed, no matter whether it acts as the 
initial guarantor or not. 


Ill. The Incidence of the Convertibility Guarantee 


Convertibility is not a simple concept in practice. Let us assume that 
we are dealing with two countries, A and B, country A being the investor 
country, country B being the “capital-receiving” and under-developed 
country. When we speak of a government guarantee of convertibility of 
currency B into currency A, we must first of all specify whether we refer 
to general free convertibility between the two currencies or only to the 
partial or specific convertibility from currency B to currency A of cer- 
tain categories of incomes or capital transfers connected with. certain 
investments of country A in country B. The question of guaranteeing 
general convertibility would seem hardly likely to arise unless at the 
time it is considered, an initial state of general convertibility exists. 
On the other hand, if at the time A and B discuss the possibility of an 
agreement in connection with guarantees of convertibility there is no 
general convertibility between the two currencies, the question must 
chiefly concern the convertibility of specific types of funds. In practice, 
while general convertibility will no doubt be cited in all such agreements 
between A and B as a long-term aim, the immediate object of the guar- 
antee will in all probability concern specific investment activities only. 
In other words, the most important case we have to consider may be 
described as follows: (1) There is no initial general convertibility from 
currency B into currency A. (2) Subsequent to an agreement between 
A and B, certain categories of funds in currency B due to inhabitants in 
A as a result of the latter’s investment activities may now be freely con- 
verted into currency A. 

Even a cursory examination of the case as stated above would raise a 
number‘of thorny problems. First, should investments made prior to the 
guarantee agreement-be included under the guarantee? There is appar- 
ently no reason why investors who have braved the risk of inconverti- 
bility without the benefit of a government guarantee should be penalized 
now that this guarantee is available to new investors. But for a cotatry 
which has already large investment interests owned by foreigners within 
its territory and which may, therefore, have large sums of blocked funds 
_ due to the latter, to extend the guarantee of convertibility to the old in- 
vestors might produce an immediate rush of outward transfers in such 
proportiohs as to threaten the stability of its currency. Secondly, should 
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convertibility be extended to transfers of funds arising out of interests 
acquired without an initial outlay in the investor’s own currency? To do 
so might open the way to persons other than the foreign investors to 
avail themselves of the benefit of convertibility which is expressly not 
meant for them. On the other hand, to restrict convertibility to invest- 
ments made with an initial outlay of foreign currency would discourage 
the reinvestment of profits which are in the currency of the “capital- 
receiving” country. Thirdly, should convertibility apply also to the with- 
drawal of investments as distinct from the gradual amortization of 
capital and repayment of loans, in cases where such withdrawal is pos- 
sible and desired? For instance, can a foreign investor sell out, his 
business, assuming that he can find a buyer, and repatriate his capital 
at any time? The freedom to invest would seem to imply the freedom 
to disinvest. Yet to permit unrestricted repatriation of capital might 
again endanger the stability of the currency of the “capital-receiving”’ 
country through the miscalculation or recklessness of certain foreign in- 
vestors. Fourthly, while in the case of fixed-interest payments on loans, 
the amount involved in the transfer is known, dividend payments depend 
not only upon the actual amount of profit made within a given period 
of time, but also upon the dividend policy followed by the individual 
firms. Should the guarantee be given without any condition being im- 
posed on the latter and irrespective of the general state of trade? 

The above points relate to the categories of funds to which guaranteed 
convertibility should apply, or in other words, the scope of the guaran- 
tee. An equally important point is the rate of exchange at which con- 
vertibility, once the scope of its application is determined, is to be main- 
tained. For, obviously, investors from country A would like to be able 
not only to convert any given sum due to them from currency B to 
currency A, but also to do so at a stable rate of exchange. If currency 
_B is devalued in terms of currency A, profits expressed in the latter 
would be correspondingly reduced. On the other hand, the burden of 
interests on loans fixed in currency A would be increased in terms of 
currency B, and the danger of default might arise. 

That the difficulties presented by the problems we have just men- 
tioned cannot be easily solved is fairly obvious. Yet their satisfactory 
solution is absolutely essential to the application of the principle of 
convertibility guarantee. So long as our aim is to offer the potential 
investors the greatest possible inducement, the tendency would be to 
expand thé categories of funds to which the convertibility guarantee 
would apply to as many as*possible so as to include every con- 
ceivable type of transfer which both old and new investors may wish 
to be free to make, and, at the same time, to render as difficult as possi- 
ble any unilateral Change in the rate of exchange in question. This 
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determination of the scope of the convertibility guarantee and the 
pegging of the exchange rate between currencies A and B will in turn 
determine what may be called “the burden of convertibility” for coun- 
try B. In other words, given these factors, at a certain rate of capital 
inflow from A to B, the latter must dispose of a definite surplus of 
currency A, let us say, annually, over and above the amount it usually 
earns in order to maintain the specific convertibility. 

In order to facilitate our analysis, we shall now further assume that 
in addition to countries A and B, we also have country C, which is in 
exactly the same position as B, and which, for convenience’s sake, may 
be regarded as the rest of the world. The problem now confronting B 
is not just the familiar transfer problem, because B must not only create 
an export surplus, but it must be a specific export surplus in relation to 
country A. To have an export surplus in relation to C would be of no 
use as, ex hypothesi, currency C cannot be freely converted into cur- 
rency A. Furthermore, the size of the surplus in currency A required for 
the maintenance of specific convertibility at a fixed rate of exchange 
cannot be pre-determined by B’s authorities, because, among other 
things, it depends upon the state of business, the dividend policy, etc., 
of the foreign investors, and the rate of further investment from 
country A. 

Since investors in country A will presumably require a little time to 
observe the effectiveness of the convertibility guarantee system at work 
before making further commitments, we are deprived of the most con- 
venient way out of the impasse, z.e., the assumption of a steadily increas- 
ing inflow of capital from A to B. We have now to see what steps both 
A and B must take in order to insure the success of the guarantee 
system. 

First, B must now step up the absolute volume of its export to A by 
diverting its resources from other purposes to the production of export- 
able goods which A is prepared to buy and to the production of sub- 
stitutes for goods ordinarily imported from A. 

Secondly, B must now export more to A than to C, and import more 
from C than from A. Unfortunately, this re-direction of trade may not 
be possible, because (1) C may try to do the same thing simultaneously, 
and (2) A will probably object to any restriction on, or discrimination 
against, the import of its products into B on current account. 

Thirdly, as B cannot take any open measures to restrict or dis- 
criminate against imports from A, it must rely all the more upon restric- 
tive measures directed against the’ propensity to import in general 
through consumption controls, etc..Since there is an induced demand 
for imports from A as a result of the new investmept activities, the need 
for such restrictions is considerably enhanced. 
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Fourthly, B must now refuse to give its convertibility guarantee to 
any foreign investor from A unless the investment in question will con- 
tribute immediately to an expansion of its exports to A or a replacement 
of its imports from A. Any other type of investment from A would 
merely increase the burden of convertibility. 

The sum total of the above measures would tend to make the 
economy of country B one in which the government would have to 
play an increasing rôle in the control of consumption and, if possible, 
imports, and in the selection of new investments, together with all the 
paraphernalia of controls and priorities, which will have as their para- 
mount aim the gearing of the country’s productive efforts to meet the 
possible capricious demand of buyers in country A. If only a small num- 
ber of export industries can be developed, the desirable effects of 
diversification and a more balanced development would have to be 
sacrificed. The extreme case would be afforded by a country which can 
only develop a single product for its export trade. And if the exports 
which A is ready to purchase consist of primary products only, the 
violent price fluctuations to which these commodities are often liable 
would add further to B’s economic woes. Besides, as B must sell its 
products to A, the latter would be in a position to exact more favorable 
terms of trade for itself. In fact, all this would appear to be rather 
reminiscent of the conditions which German economic policy tried to 
foster in southeastern Europe before the last war, The total volume 
of B’s foreign trade, especially that part with C, would probably decrease. 
Instead of opening its door wide to all foreign investors, B would have to 
resort to discrimination and concentrate on the development of indus- 
tries which would increase its exports to A, either directly or indirectly, 
within the shortest time. Industries which will meet actual needs and 
are highly profitable, but which do not contribute to exports to A, would 
have to be refused the benefit of foreign capital if the guarantee of con- 
vertibility must be attached as a condition. Thus, in order to encourage 
private foreign investment for the furthering of the economic develop- 
ment of the under-developed countries, we might actually end in a dis- 
tortion of the latter’s economic development in an atmosphere of in- 
creasing regimentation and control, which cannot even offer non- 
discriminatory treatment to those foreign investors who are interested 
in certain fields. 

This, unfortunately, is not yet all. In order to have some concrete 
evidence of its ability to maintain the specific convertibility, country 
B may be further required by country A through the agreement or 
treaty they will both sign to pledge a certain part of its revenue in 
currency A to this particular purpose. A special account would prob- 
ably be established, while an administrator or joint-governmental com- 
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mittee would be appointed to supervise the operation of the special 
account and to advise on matters related to convertibility. In short, 
the government of country A, starting out from the premise that private 
enterprise in its own country should be given a free rein in the feld 
of foreign investment, might find itself actively intervening in country 
B’s economic life and policy in a direction which has a highly restrictive 
effect on private enterprise, even if it had no intention to do so. A rich 
source of confusion and dispute would now be available to anyone who 
has an ax to grind. 


- 
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IV. Government Guarantee of Freedom from Expropriation 
and Its Effects 


So much about the guarantee of convertibility. Let us now turn to 
the risk of expropriation, and consider whether it can be satisfactorily 
taken care of by means of a government guarantee. Unfortunately, the 
problems involved in this case do not seem to present any straight- 
forward solution either. First of all, there is no unambiguous definition 
of the term “expropriation.” Would, for instance, an excess profit tax 
be regarded as expropriation? Would the regulation by a government 
agency of utility rates or railway freight charges be regarded as such? 
Would an injunction on monopolistic practices be regarded as undue or 
expropriatory interference? In the case of nationalisation, one scheme 
of compensation may be considered expropriatory, while another scheme 
may be considered quite fair. In fact, we could continue to name de- 
batable cases like these almost indefinitely. The concept of expropria- 
tion reflects an agglomeration of terms such as “legitimate profits,” “fair 
returns,” “just compensation,” etc., which do not possess any generally 
accepted meaning, and which may mean different things at different 
times or under changed circumstances even to the same person. 

Secondly, it is almost certain that between a capital-exporting coun- 
try and an under-developed country considerable differences of opinion 
tend to exist on the term “expropriation” and all other allied concepts, 
because the degree of interventionism which is generally accepted in 
the latter as a matter of course is more than likely to be subject to 
serious questioning in the former. The existence in a higher degree of 
the interventionist outlook seems to be the general tendency in the 
under-developed countries today. Among other things, the normal 
relations between the State, on the one hand, and private business, on 
the other, and between employers and employees are bound to be so 
widely different in these two groups 8f countries that what is considered 
fair by one may appear to be gross injustice to the other. These differ- 
ences are bound to be reflected in the laws of thesa countries and in the 
spirit in which the laws are administered. 
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Thirdly, it is, of course, possible to define in more or less exact terms 
certain acts as expropriatory and confine guarantees to them alone. The 
physical seizures of plants and nationalisation without any compensa- 
tion at all, would, for instance, present a clear-cut case of this kind. 
But the usefulness of limited guarantees of this nature is extremely 
doubtful, inasmuch as any deliberate attempt by the authorities of an 
under-developed country to circumscribe the rights of foreign in- 
vestors or to expropriate their property is unlikely to be so blatant 
and crude as to enable the injured party to invoke guarantees of the 
restricted type. For the same reason, such limited guarantees cannot 
serve the same purpose as an inducement to private foreign investment 
as general guarantees against expropriation would. 

From the above remarks we are perhaps justified in concluding that 
it is well-nigh impossible to embody in an agreement a comprehensive 
list of acts which are proscribed to the under-developed and ‘“‘capital- 
receiving” country so as to exclude the possibility of diverse interpreta- 
tions altogether. Apart from at best a short prohibited list of expropri- 
atory acts which would not be resorted to in any case by any responsible 
government in its right senses, such an agreement between a capital- 
exporting country and an under-developed country could only provide 
a procedural framework through which disputes may be aired, and, if 
possible, settled. As we have repeatedly emphasized before, there are 
bound to be disputes. But since a uniform interpretation of the term 
“expropriation” is wanting, these disputes cannot be settled by appeal- | 
ing to a common code of conduct. What will happen would, therefore, 
depend upon the moral and material force which each disputant can 
muster for his own support. But while settlements can be reached in 
this manner, and possibly with apparently relative ease, whatever the 
outcome of the disputes may be, the conflict of ideas and the direct or 
indirect participation of the two governments are certain to bring about 
at one time or another the charge of attempts by the investors’ country 
to impose its own social philosophy on the under-developed country 
and to interfere in the latter’s internal affairs. The familiar cries of 
imperialism and exploitation would again be heard. Regardless of the 
original intentions of the investors and their government and the merits 
of any particular case in question, it seems that one must concede that 
conditions as we have just described would not be conducive to the ex- 
pansion of private foreign investment. 

In order to avoid possible charges of expropriation and arbitrary 
acts in the future, the government df an under-developed country might 
consider it advisable to declare in the outset certain fields as closed to 
ordinary private forgign investment. Taken together with the require- 
ments of maintaining convertibility mentioned earlier, this would mean 
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a drastic limitation in the field of foreign capital investment which would 
be disadvantageous to the investors and harmful to the under-developed 
country. Assuming that potential investors who wish to have an open 
field for their activities abroad would accept such limitations at all, 
the only field which would be reasonably free from the risks involved 
in the two cases of guarantees would probably be confined to what, for 
lack of a better term, we may call “light export industries.” But even 
then, the need to expand exports to the investors’ country and the 
system of priorities and allocations that may be necessary for this 
purpose would from time to time interfere with what may be regarded 
as fair and nondiscriminatory treatment both among the foreign in- 
vestors themselves and between the foreign and domestic enterprises. 
In short, we are far from being rid of our troubles. 


V, Summary and Suggestions of a New Approach to the Problem of 
International Investment 
To sum up, let us recapitulate briefly the pitfalls of the guarantee 
system we have thus far discussed. These fall into three major cate- 
gories: 
1. Adverse effects on the economy of the under-developed country as 
a result of the need to over-emphasize the promotion of exports to a 
particular country or group of countries through the adoption of in- 
creasingly interventionist methods, and to utilize foreign capital for 
a limited number of purposes only; 


2. Severe restriction of the field of activities that can be thrown open 
to foreign investors without any absolute guarantee of freedom from 
expropriation or convertibility in return; and 


3. Increasing intervention by the investors’ government in the eco- 
nomic affairs of the under-developed country and in the policy and 
administration of the latter’s government, and, what is more impor- 
tant, the belief that such intervention exists, leading to charges of im- 
perialism and exploitation, with all the attending effects which can- 
not but be detrimental to the expansion of international investment. 


It cannot be overemphasized that we are not at all arguing against 
the expansion of private foreign investment as such. Nor would we deny 
that given a combination of favourable circumstances, it may be possi- 
ble to avoid the above pitfalls with respect to some particular under- 
developed country; and that as soon as the world shortage of a particu- 
lar currency is diminished through normal development, the burden of 
convertibility would tend to decrease. But it seems to us that the pitfalls 
of the guarantee system are dangerously real in the context of the 
economic and political conditions that exist in the world at present, 
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and it is with this in mind that we have to question the wisdom of 
using guarantees of convertibility and freedom from expropriation un- 
der a system of bilateral treaties as an inducement to private foreign 
investment. The situation would be entirely different if the investors’ 
government merely uses these guarantees as a bait to private enterprise 
and investors without any serious intention to invoke its treaty rights to 
call the governments of the under-developed countries to account when 
acts or circumstances violating the guarantee take place, but cannot 
openly say so for political reasons. If this were the case, the system 
of guarantees would amount to a public subsidy of private foreign 
investment, the merits of which must be judged from a different angle. 
While one may have a sneaking feeling that this may actually be in the 
mind of certain people who would advocate government guarantees for 
private foreign investment, one obviously could not work on this 
assumption. 

Returning, therefore, to our train of thought, let us now inquire how 
the under-developed countries would react to a proposal of concluding 
bilateral treaties with a capital-exporting country as a result of which 
they would be liable to account for guarantees of convertibility and 
freedom from expropriation in exactly the manner as we have described. 
For this purpose we might conveniently divide the under-developed 
countries into two groups: those which would industrialize quickly 
according to a, let us say, ten-year or five-year plan, at any cost, even 
without the help of foreign capital, and those which would prefer a 
slower rate of development if foreign capital could not be secured on 
reasonable terms. In the political set-up of the world today, most if 
not all of the under-developed countries of the first group have their 
economies patterned after the Soviet example, or else have strong lean- 
ings towards a regimented economy. We refer here chiefly to countries 
bordering on the Soviet Union. As foreign capital from a “capitalist 
country,” especially in the form of direct foreign investment, is not 
likely to be welcomed in any case by these countries on political grounds, 
the restrictive effect of the implications of the guarantee system would 
tend to fall completely on under-developed countries in the second 
group. For these countries the choice would be between a slower rate 
of development and a higher rate of development with possibly many 
undesirable complications. Or else they would have to adopt greater 
regimentation. It does not seem improbable that under the circumstances 
these countries which the flow of private investment is designed to 
help would be the worst sufferer’. ° 

As for the investor country, a mixed reception to its capital export 
under the guarantee,system and the creation of a tendency towards in- 
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creasing regimentation in the under-developed countries as a result of 
the guarantee system would be very far from its expectations and 
desires. This leads us to the interesting question as to whether a 
change of emphasis and a different approach would not bring us nearer 
to a satisfactory solution of the problem confronting us, że., to find 
the ways and means of inducing an expansion of foreign investment for 
the development of under-developed countries. 

In the first place, recent economic thinking on the problem of foreign 
investment for the development of the under-developed countries, and 
especially in these countries, seems to have been chiefly concerned with 
stressing the latter’s need for foreign capital and what foreign capital 
can do in various industrialization projects. It would appear advisable 
to place more emphasis on what the under-developed countries should 
and could do themselves in creating a favourable atmosphere in which 
investment capital would come from abroad of its own accord in search 
for higher returns, and, what is more important, to stay within these 
countries through continual re-investment. The establishment of the 
rule of law in the economic field and the pursuit of a stable and 
intelligent policy of promoting competitive enterprise in the true sense 
would probably do more in encouraging the inflow of foreign capital 
than any initiative on the part of the investor countries. Admittedly, all 
this cannot be done in a day. But even a system of guarantees would 
not perform miracles once the possible stimulation to foreign investment 
when it is first introduced has worn off. In other words, the initiative 
should and could be taken by the under-developed countries especially 
at a time as the present when the urge to invest abroad seems to be 
fairly widespread among potential investors. 

Secondly, it seems that the encouragement of private foreign invest- 
ment should not be interpreted in the narrow sense of encouraging 
private direct investment, including equity investment, alone. More em- 
phasis should be placed on the investment of private funds through an 
international agency such as the International Bank for Reconstruction 
and Development. The lending activities of the latter should accord- 
ingly be expanded so that they would not be confined primarily to large 
investment projects only. In fact, as long as private direct investment 
requires excessive guarantees, any extension of the activities of an 
international lending agency should not be regarded as “wasteful com- 
petition” with private investment, especially if the funds ‘are derived 
from subscriptions by private investors, while borrowers do not neces- 
sarily have to be native entrepreneurs of the under-developed countries. 
The use of an international agency for the placement of private funds 
abroad would remove the stigma of charges of imperialism and would 
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have other advantages as well.” For one thing, it would help to create 
more favourable conditions for direct private foreign investment. 

Thirdly, while over-emphasis on security seems to have become a 
habit of thought with many of us, the raison d’être of free enterprise, 
łe., individual risk-bearing, tends to be forgotten. It may be a good 
thing that entrepreneurs have become more cautious in the foreign 
field. But to insist on the complete guarantee of convertibility, etc., is 
almost like insisting on profits before they are even made, or the ability 
to enjoy a good meal before it is even prepared. Do we detect in this 
tendency a decline of the entrepreneurial spirit? While this is a debata- 
ble point, it seems at least worth while for the potential investors to 
re-examine their attitude, especially if the under-developed countries 
undertake the initiative to encourage the inflow of foreign capital as 
referred to above. 

Fourthly, instead of relying on government guarantees and bilateral 


e 


agreements to maintain the guarantees, both the under-developed coun- - 


tries and the capital-exporting countries should, in our opinion, agree 
in the first place on an international code of conduct in the field of 
international investment, thus making an important step forward 
in putting international investment on an expanding basis. They should 
establish at the same time an arbitration agency to which all disputes 
arising out of investment activities taken in cognizance of the inter- 
national code could be referred, and which should be vested with full 
authority to decide on these disputes. 

Without going into details, suffice it to say that this international code 
should not attempt more than finding the lowest common denominator 
among the parties concerned although it should cover sufficient ground 
so as to be really useful as a safeguard against abuses and as an encour- 
agement to foreign investment. For to attempt more would lead us to the 
same pitfalls as in the guarantee system, while to attempt less would 
make the code entirely useless. These twin requirements could be ful- 
filled if-our code would provide for (1) nondiscriminatory treatment 


č See the author’s article on “International Capital Investment and the Development of 
Poor Countries,” Econ. Jour., Vol. LVI, No. 221 (March, 1946), pp. 86-101. 


“The idea of an international code for the treatment of foreign investment is not new. 
Preliminary discussions on the subject were conducted by a sub-committee of the League 
of Nations before the end. of the war. It was also referred to in a proposal on the terms 
of reference of the United Nations Sub-commission on Economic Development, presented 
by the Chinese Delegation to the Economic and Social Council in 1946. It was again 
obliquely referred to in the recent Hawana, Charter on international trade. But the idea 
has never been followed to its logical conclusion except in the case of the “International 
Code on Fair Treatment for Foreign Investments” suggested by the International Chamber 
of Commerce. The last-mentioned document, however, seems to have gone too far to be 
either desirable in the light*of our previous analysis or, for that matter, acceptable to many 
countries. 
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in every respect to all investors and enterprises irrespective of their 
nationality, who would be given the right of appeal for any infringement 
of this principle to the international arbitration agency whose decision 
would be final, and (2) freedom to impose exchange and trade restric- 
tions by the individual states only in so far as they are sanctioned by 
the International Monetary Fund and the International Trade Organi- 
zation. To these may be added a clause for the prevention of inter- 
national double-taxation. 

These principles would seem to fulfill to a considerable extent the 
function which government guarantees as discussed in this paper are 
supposed to have, without, however, the rigidity of the latter. Investors 
would be given a reasonable guarantee of convertibility and freedom 
from expropriation, inasmuch as any violation of the code would bring 
with it a ruling from the arbitration agency, while the advantage of 
elasticity would be preserved. Bilateral agreements could still be con- 
cluded so long as they do not come into conflict with the principles enun- 
ciated in the code. But imperialism could no longer be charged to any 
particular country which abides by the code, while economic policy in 
the wider sense would remain the concern of the individual countries, 
which, left to themselves to consider the effect of any move on the 
inflow of foreign capital, would have every inducement to be reasonable 
and moderate. On the other hand, any country which declines to adhere 
to this minimum code would automatically declare itself as unsuitable 
for foreign investors. In this manner, the code would serve as a real 
test to the good will of all countries without which no amount of guaran- 
tee by any government could be sufficient in the long run to enlarge 
the flow of international investment.’ 

"It seems to us that the Economic and Social Council of the United Nations, in con- 
junction with some of the Specialized Agencies, would be the most logical sponsor of an 
international convention to adopt such a code as we have outlined. Once the code has been 
adopted, the authorities set up under it should proceed to examine the laws and practices 


governing foreign investments in the contracting countries with a view to the elimination 
of those contrary to the spirit of the code. 


ANALYSIS OF CONSUMPTION TAXES IN TERMS OF THE 
THEORY OF INCOME DETERMINATION 


By E. Cary Brown* 


I. Introduction 


Many criteria have been developed for testing general fiscal policies 
as well as particular expenditure and tax programs.’ One important 
analytic question that always intrudes itself into such discussions 1s 
the deflationary effect of a particular tax structure as compared with 
its alternatives. Many taxes have been reappraised in the light of the 
modern theory of income determination, but there remain certain gaps 
in the analysis of consumption taxes.’ At least partly, they result from 
the failure to take fully into account the effects on consumer spending 
of the higher price level induced by the tax. This paper attempts to 
remedy these defects in the present analysis. 

The accepted doctrine is that a given volume of revenue raised by 
consumption taxes will reduce the level of aggregate real consumer 
expenditures more than will an equal revenue raised through income 
taxes.° 

Underlying this view are four simplifying propositions. (1) The con- 
sumption tax is fully shifted in higher prices to consumers, whereas 
the burden of the income tax remains on the income recipient. (2) A 
given volume of tax dollars taken from a household with a given pretax 
income will reduce real consumer spending (4.e., consumption expendi- 
tures net of the consumption tax) by some specified amount, regardless 
of whether the dollars are raised by income or consumption taxes. In 

* The author, assistant professor of economics at Massachusetts Institute of Technology, 


wishes to acknowledge the help he has received from Paul A. Samuelson, Richard A. 
Musgrave, and Daniel B. Suits. 


*See, for example, Richard A. Musgrave, “Fiscal Policy in Prosperity and Depression,” 
Am. Econ. Rev., Papers and Proceedings, Vol. XXXVIII, No. 2 (May, 1948), pp. 383-94; 
and Arthur Smithies, “Fiscal Policy” in Howard S. Ellis (ed. ), A Survey ‘i Contemporary 
Economics (Philadelphia, Blakiston, 1948), pp. 182-87. 


* See, however, an able article recently published by John F. Due—‘A General Sales Tax 
and the Level of Employment,” Nat. Tax Jour., Vol. II, No. 2 (June, 1949), pp. 122-30. 
See also Franz Gehrels, “Inflationary Effects of a Balanced Budget under Full Employment,” 
Am. Econ, Rev., Vol. XXXIX, No. 6 (Dec.,*1949), pp. 1276-77. 

* The regressiveness of the tax, the level of taxation, and the distribution of income can 
all affect the result. See Richard A. Musgrave and Mary S. Painter, “The Impact of Alter- 
native Tax Structures on Bersonal Consumption and Saving,” Quart. Jour. Econ., Vol. 
LXII, No. 4 (Aug., 1948), pp. 475-99. 
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other words, it is assumed that the number of dollars of taxes and not 
the form in which they are taken determines how much a given house- 
hold with given income will cut back on its spending.* (3) Taxes on 
consumer spending are regressive. Consumer expenditures constitute a 
decreasing percentage of income as the income of the household in- 
creases; consequently, proportional taxes on these expenditures must 
involve a lower per cent of higher than of lower incomes. (4) The 
marginal propensity of households to consume decreases as income 
increases, Taxation of high-income units will, therefore, not depress 
aggregate consumer expenditures as much as will equal changes in 
income induced at the lower end of the income scale. 

The full argument goes as follows. A larger fraction of consumption- 
tax revenue is collected from those with low incomes than is collected 
under a proportional income tax (propositions 1 and 3); and the low- 
income groups have the higher marginal propensity to consume (propo- 
sition 4). As all tax dollars taken from a given family have a similar 
effect on its spending (proposition 2), consumer expenditures are more 
adversely affected by a consumption tax than by an income tax of 
equal dollar yield. 

The first proposition in regard to the incidence of these two taxes 
will not be examined in this paper. The conventional assumptions with 
regard to their shifting will be accepted for purposes of the following 
discussion.” The third proposition, that a proportional consumption 
tax is regressive, has a firm empirical basis—the average propensity to 
consume clearly decreases as income rises. 

The fourth proposition, that the marginal propensity to consume 
declines with rising income, is more open to question. The present tend- 
ency is to discount, In varying degrees, the significance of the differ- 
ences in the marginal propensity to consume of households at various 

*In a recent study of tax burdens, Musgrave and Painter write: “This [their] procedure 
also assumes that the consumption tax is paid by the consumer, as might be the case 
with an expenditure tax, assessed on consumer expenditures as a whole. The difficulties 
arising from changes in price level, due to varying levels of consumption tax are thereby 
avoided. Again, this simplifying procedure will hardly invalidate our major conclusions.” 
Ibid., p. 479n. 

Earlier, Musgrave has stated: “. . . the contention that a given contraction of consump- 
tion requires heavier levies if secured by income than by sales taxation, appears to me 
rather dubious. If the consumer will maintain his consumption standards by dissaving 
when confronted with a lowered net money income, he will do pretty much the same 
when confronted with higher prices at a given money income. There is no clear argument 


in favor of sales taxation on these grounds.” R, A. Musgrave, “Discussion,” Am. Econ. 
Rev., Papers and Proceedings, Vol. XXXII, No.*1, Pt. 2, Suppl. (Mar., 1942), p. 108. 


“If the tax is not shifted, its effects on consumer outlays may be considerably different 
from the one ordinarily assumed. Should consumption taxes fall partially on business 
profits, for example, they would be much more progressive han we usually conceive and 
have a smaller impact on consumption expenditures. On the other hand, the shifting of an 
income tax would considerably reduce or eliminate its progressivity. 
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levels of disposable income.® Indeed, if one takes the extreme view that 
the household consumption schedule is linear, and thus that the marginal 
propensity to consume is the same at every level of disposable income, 
the above analysis leads to the startling conclusion that there is no 
difference between the consumption effect of an income or consumption 
tax of equal revenue. . 

But can this analysis be accepted fully? Is it proper to assume, as is 
done under proposition 2, that a reduction in income by an income tax 
will have the same effect on real household consumption as will a reduc- 
tion in real income through the higher prices that result from a consump- 
tion tax? 

This proposition is obviously incorrect if the consumption tax is 
expected to be temporary or if it induces the belief that prices will rise 
still farther. In the first case, consumption taxes might then induce a 
sharp postponement of consumer expenditures until the tax was re- 
pealed. In the second, purchases would be speeded up. Both of these 
possibilities are here ruled out: the first, because the tax change will 
be assumed to be permanent; the second, because it seems unlikely that 
the tax mark-up would set in motion a belief in a continued rise in 
prices. Even setting aside these possibilities, I hope to show that there 
are differences in the consumption effect of equal revenues yielded by 
an income tax and a consumption tax—differences thai would exist 
even tf all consumer units had the same marginal propensity to con- 
sume. , 

To elaborate these differences, I shall consider separately the case in 
which money consumer outlays depend on money incomes (Section IT) 
and the perhaps more general one in which consumer real outlays are 
a function of real incomes (Section III). Some qualifications to the 
argument are noted in Section IV. While primary emphasis is placed 
upon consumption taxes, the proportional income tax—of more analytic 
familiarity to the reader—will be examined for purposes of useful com- 
parison. The analysis also assumes, unless otherwise noted, that govern- 
ment outlays remain the same and that appropriate monetary steps are 
taken, wherever necessary, to hold interest rates at a constant level. 


II. Consumers’ Money Illusion 
Consider first the case in which money consumer expenditures de- 


a. . [T]he thange in consumption corresponding to a movement from one income 
class to another is constant for all income classes. Thus consumption is approximately 
invariant with respect to changes in the income distribution... .” Lawrence R. Klein, The 
Keynesian Revolution (New York, Macmillan, 1947), p. 59. 

For a less extreme position, see Harold Lubell, “Effects of Income Redistribution on 
Consumers’ Expenditures,” 2m. Econ. Rev, Vol. XXXVII, No. 1 (March, 1947, and 
further qualification in December, 1947) and Musgrave and Painter, op. cit. , 
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pend solely on money disposable income. This case is usually viewed 
as one involving a money illusion. Under this hypothesis a consumer 
with a fixed dollar income is regarded as spending a fixed number of 
dollars on consumption, regardless of the level of prices. This constancy 
of his money consumption expenditures means that a rise in prices will 
decrease his real consumption; a fall will increase it. One such consump- 
tion function is shown in Figure 1 as a linear relationship between 
aggregate consumption and aggregate money income before taxes. If 
taxes and transfer payments are tentatively assumed to be zero and 
if prices are fixed, CA traces the level of both real and money con- 
sumption at different levels of money and real personal income.’ 
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Now suppose that a proportional income tax is imposed. At each 
level of personal income, disposable income will be reduced by the 
amount of the taxes collected at that level of income. A portion of the 
tax will be met by a reduction in consumption and the balance by a 
reduction in saving. This fractional breakdown will be determined by 
the marginal propensity to consume djsposable income. The higher is 
the marginal propensity to consume, the larger will be the downward 

TI am neglecting corporate savings and using the simplifying relationship—Disposable 


Income -+ Income Taxes = Personal Income; Personal Inconfe + Consumption Taxes = 
Net National Product. 
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shift in the consumption function at each level of personal income. So 
long as the marginal propensity to consume is less than one, the taxes 
collected at any level of personal income will exceed the reduction in 
consumption. In order, then, to cut down consumption by a collar, one 
would always have to raise more than a dollar in income taxes. Note 
that by our assumption of no shifting of an income tax by way of higher 
prices, all of the above results hold for both money and real magnitudes. 

In Figure 1 the pretax consumption function is CA. The income tax 
rotates the consumption function rightward (and downward) to CD. 
At income OF, income taxes reduce disposable income to the pretax level 
at OE; thus post-tax consumption outlays, DF, at income level OF are 
equal to pretax consumption outlays, BE, at income level OE, The 
rightward shift in the consumption function is equal to the taxes col- 
lected (BD == EF at income OF). The reduction in consumer outlays, 
AD, at income OF will always be less than taxes unless the consump- 
tion function, CA, is tilted up 45° or more, that is to say, when the 
marginal propensity to consume is equal to or greater than one. 

Consider now a proportional consumption tax imposed under the 
same conditions. The consumption tax is assumed to be shifted fully 
in higher prices, and the base of the tax is assumed to be consumer 
outlays before inclusion of the tax in price (real consumer outlays). At 
any level of money personal income, no change in the amount of money 
consumer expenditures will take place after the tax is imposed. Since 
there has been no reduction in money personal incomes, money savings 
will not be drawn down. Money consumer expenditures having remained 
the same and prices (inclusive of the consumption tax) having risen, 
real consumer outlays, measured in pretax prices, will be reduced 
exactly by the amount of the tax collected at any given level of money 
income. 

The postconsumption-tax consumption function is shown in Figure 1 
by C’D. It has a different slope than the postincome-tax consumption 
function. Instead of rotating around C at a zero income, it shifts down- 
ward to C’. Since money consumer expenditures are unaffected by the 
tax, real consumer expenditures will be reduced by the amount of the 
consumption tax at every level of income. In contrast, the income tax 
did not reduce a zero pretax income so that money (and real) consumer 
outlays remained unaffected at a zero income level. The vertical distance 
between the,CA schedule and the C’D schedule represents the amount 
of consumption tax that would be collected at the given level of income 
—AD at income OF. The amount ‘of income tax is represented by the 
horizontal distance between the two schedules—BD at income OF. 

Given a money illwsion, then, a dollar of consumption tax will de- 
crease real consumer outlays more than will a dollar of income tax so 
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long as some part of extra income is saved. This result is independent 
of the fact that more of the consumption tax may be collected from the 
low-income groups who may have a higher marginal propensity to 
consume than the higher-income groups from which a larger portion of 
the income tax may be extracted. If these latter differences, which 
depend on curvature in the consumption function, are significant, they 
would strengthen this effect—the consumption tax would become rela- 
tively more repressive of consumption. 

Let us take one further step and bring in net investment and govern- 
ment outlays on goods and services. To keep our attention strictly on 
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consumption outlays, we shall make the simplifying assumptions that 
net investment and government outlays on goods and services are inde- 
pendent of the level of aggregate income and that corporate savings are 
zero. In Figure 2 we have plotted consumer, government, and business 
demands for goods and services on the horizontal axis and the level 
of real net national product on the vertical. To consumer demand for 
goods and services we add net investment and government demand for 
goods and services to get total demand for goods and services, shown 
by the schedule TS. The 45° line represents the supply of goods and 
services (net national product). The only statfc equilibrium possible 
would be represented by the intersection of the two schedules, at 5 cor- 
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responding to a net national product of OG. But if we let OF (== AF) © 
stand for the full-employment level of net national product, we are 
faced by an inflationary gap: real demand for goods and services, HF, 
exceeds their supply, AF. 

Now the inflationary gap is to be closed by new tax levies, and we 
also assume government outlays and net investment are unaffected by 
the taxes imposed.’ Clearly consumer outlays must be cut back by AD 
(== AH) at net national product level, OF. According to the previous 
analysis, proportional income taxes greater than AD must be imposed. In 
Figure 2 the effect of the appropriate level of income taxes is shown. The 
consumption function is rotated rightward and downward from CA to 
CD and total real demand for goods and services now equals their supply. 
The equilibrium level of income taxes is BD which is greater than the 
reduction in real consumption of AD. 

If, instead, consumption taxes are levied, they will raise the general 
level of prices and of money net national product. Personal incomes 
before tax and real net national product will remain unaffected. For 
example, if at the level of net national product OF in Figure 2 a con- 
sumption tax were imposed, prices would rise and money net national 
product would rise but no additional payments would be made to the 
factors of production to become their personal income. Instead? the 
added revenues of business firms would be drained off by the govern- 
ment through consumption taxes. Or, if we wished, we could think of 
consumption taxes as being imposed on consumers directly, without any 
changes in prices charged by business firms. In either event, the relation- 
ship between real net national product and money personal incomes 
before taxes would not change through imposition of the tax. And, since 
we are working with a consumers’ money illusion, the consumption 
function relating money consumption and money income would remain 
undisturbed. The real consumption function would fall to C’D and a 
full-employment equilibrium would be established. The consumption- 
tax collections, represented by the difference between C’D, the post-tax 
real consumption function, and CA, the money consumption function, 
would fall short of income tax collections in equilibrium at OF. They 
would amount to AD. Fewer consumption tax dollars would be neces- 
sary to achieve the reduction in consumption. 

One more comment should be made before leaving this particular 
case. The simplified balanced-budget theorem holds that a dollar of 
added government expenditure and a dollar of added taxes results in an 
addition to the level of national income by a dollar.® This result is 

‘Expenditures of the government and net investment of firms would be exempt from 


the consumption tax, as is gefferally the case. 


°’ See Paul A. Samuelson, “The Simple Mathematics of Income Determination,” Income, 
Employment, and Public Policy (New York, Norton, 1948) and the references he cites. 
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usually believed to be achieved by any kind of tax. But, even under 
simplified assumptions, an expansion of veal income will not result 
from a larger balanced budget if a money illusion in consuming is pres- 
ent. In the case at hand, if a dollar of expenditure were added to gov- 
ernment outlays and a dollar of consumption taxes were added to reve- 
nues, the real multiplier would be zero, not one. The reason for 
this is that the consumption tax, in the presence of a money illusion, 
reduces real consumption initially by as much as government expendi- 
tures add to the demand for goods afid services. Thus, no increase in 
equilibrium real income results. Each dollar increase in consumption 
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taxes and government expenditures will increase money income by a 
multiplier of just one. This purely money increase in income is cancelled 
by the rise in prices. This tax-induced price rise is just large enough to 
cause the required “forced savings” on the part of consumers. Real 
consumption drops by enough to release the necessary resources to the 
public sector of the economy, with the total volume of employed re- 
sources remaining the same. 


II. No Consumers’ Money Illusion 


The absence of a money illusion means that seal consumption de- 
pends on veal disposable income. If prices rise, real consumption will be 
reduced, but not by as much as in the preceding case. There will be 
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an increase In money consumption expenditure and a decrease in money 
savings, both of which remain constant when a full money illusion is 
present. A proportional income tax will affect this function in the same 
way as before, since, in both instances, prices remain constant. Thus, 
the pretax consumption function in Figure 3 will be shifted rightward 
and downward from CA to CD, the extent of the shift depending on 
the rate of the proportional income tax. 

This shift can now be duplicated exactly by a consumption tax. 
There being no money illusion, the consumption function will be ro- 
tated around C, from CA to CB, for, at a zero level of money income, 
real income will remain zero despite the tax-induced price change. Thus, 
-real consumption at a zero income will not be changed by the consump- 
tion tax nor by the income tax. The increase in money consumer outlays 
is shown by the schedule MN. It depends partly on the size of the con- 
stant in the real consumption function—i.e., the amount of real con- 
sumption at a zero income level (OC in Figure 3). If this constant were 
zero, so that the average propensity to consume were constant and 
always equal to the marginal propensity to consume, the money con- 
sumption function in the absence of a money illusion would be un- 
affected by the consumption tax. This case would then become identical 
with the one we previously considered in which a money illusion was 
present. Empirically, however, the intercept appears definitely to be 
positive, giving a falling average propensity to consume. 

What can be said about the relative rates of the two taxes? The 
consumption-tax rate must inevitably be larger than the income-tax 
rate to achieve a given reduction in consumption. Assume, for example, 
that personal income before taxes is $100 and income taxes of $25 are 
necessary to reduce consumer expenditures to the required level. This 
is a rate of 25 per cent that reduces real disposable income to $75. 
To achieve the same result by consumption taxes, the $100 income 
must be divided through by sufficiently higher tax-induced prices to 
reduce the real disposable income to $75. This will necessitate price 
rises of 3334 per cent (100 -~ 1.3314 == 75), and, thus, a consumption- 
tax rate of 3314 per cent. Notice that the rates of tax in real terms are 
equal. The consumption-tax rate, 3344 per cent, divided by the new 
price level, 13314 per cent, equals the income-tax rate, 25 per cent. 

Although the consumption-tax rate must be higher than the income- 
tax rate, it does not follow that the yield of the consumption tax will be 
the larger. The two taxes have different tax bases—consumption out- 
lays (exclusive of consumption tax) in the one case and total income 
in the other. The schedule, MN, in Figure 3, represents the amount 
of money consumption at different levels of money personal income 
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following imposition of the consumption tax. This schedule has shifted 
upward parallel to the pretax consumption function, CA. The amount 
of tax collected at various levels of income is represented by the vertical 
distance between schedules MN and CD—ND at income level OF. 
Income taxes are shown by the horizontal distance between schedules 
CA and CD (BD at income OF). To facilitate comparison, income 
taxes have been added vertically to the real consumption schedule, 
CD, to get schedule CT. Thus, at income level OF, income taxes, BD, 
have been added to real consumption, DF, to give one point on the 
schedule, CT. 

Consumption-tax collections are greater than income-tax collections 
up to the income level OG, and beyond that level they fall short of them. 
Income OG, at which the two are equal, is the point at which personal 
saving is exactly zero: taxes, TH, plus real consumption, HG, equal 
income, OG== TG. At this level of income, the higher rate of the 
consumption tax is just offset by its lower base. At lower income levels 
where personal saving is negative, consumption-tax collections necessary 
to achieve a given reduction in consumption are greater than income- 
tax collections; at higher levels where personal saving is positive, con- 
sumption-tax collections are less than income-tax collections. Whether 
or not each dollar of consumption taxes is more or less deflationary than 
a dollar of income taxes will depend, then, upon where the equilibrium 
level of income happens to fall. Per dollar of revenue yield, the con- 
sumption tax will decrease consumption expenditures more than, equal 
to, or less than, an income tax depending on whether, at the equilibrium 
level in question, personal savings? are more than, equal to, or less than, 
zero. Equilibrium personal savings will depend on how high taxes must 
be pushed—on how large is the gap between the community’s thrifti- 
ness and the needs of the government and business. 

Let us bring these factors in. Two situations are depicted in the dia- 
grams below. In Figure 4, equilibrium savings” are zero; in Figure 5, 
they are positive. In each case demand for goods and services is plotted 
on the vertical scale and real net national product on the horizontal. 
The pretax consumption schedule is shown by CA; the total demand 
for output inclusive of government and business by TH. Total demand 
for output, HF, exceeds the full-employment real supply, OF == EF, 
by the amount HE, until taxes are imposed. Equilibrium is achieved by 


Tt should be recalled that we have assumed net corporate savings at zero. 


Tt is aggregate savings not personal savihgs "alone when the transition is made from 
a consumption function on personal income to one on net national product. Net national 
product equals consumption plus taxes plus personal and corporate savings. By equilibrium 
savings is always meant the amount of savings forthcoming®at the equilibrium level of 
income. 
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cutting back real consumer outlays to BF and total real demand to EF. 
ME represents money consumer outlays after imposition of the con- 
sumption tax and CE represents consumer outlays plus income taxes, 
developed as in the preceding diagram. As can be seen, equilibrium in- - 
come-tax collections, EB — DB, equal equilibrium consumption tax 
collections, EB, at full-employment net national product, OF. Aggre- 
gate Savings are zero; the schedules CE, real consumption expendi- 
tures plus income taxes, and ME, real consumption expenditures plus 
consumption taxes, pass through the 45° line (personal income) at this 
income level and exhaust the total product. 
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In Figure 5, however, equilibrium savings are positive. Total demand 
for goods and services, HF, exceeds full-employment supply, EF — OF, 
by HE. Equilibrium income taxes, BI == BD, plus equilibrium real con- 
sumption, BF, are less than income, EF. Equilibrium consumption 
taxes, GB, are less than equilibrium income taxes. Only at J are the 
two equal; and, since this point falls on the 45° line, savings would be 
zero were this the equilibrium leyel of income. 

Except under extreme war conditions or after heavy war destruction, 
it is unlikely that full-employment equilibria would yield zero or nega- 
tive savings. Nevertlfeless, if we were to divert roughly half of our 
output away from consumption, as during the last war, the necessary 
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cutback in real consumption might be very hard to induce, particularly 
in view of the highly liquid state of the economy. Saving might have to 
become negative before consumption would drop to the required level. 
Barring this case, our conclusion is as follows: in the absence of a 
money illusion, consumption taxes are more effective, dollar for dollar, 
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in cutting back consumer outlays than are income taxes—and this con- 
clusion holds even though everyone be assumed to have an identical 
marginal propensity to consume. However, they are less effective than 
when a money illusion is present (except in the unrealistic case dis- 
cussed above where the real consumption function passes through the 
origin). Consumption taxes must be larger than the inflationary gap 
when no money illusion is present; they must just equal the gap when 
there is a money illusion. 


IV. Some Additional Factors and Qualifications 


1, The first set of qualifications applies to the assumption so far 
maintained that consumer expenditures depend solely on the level of 
income. We have thus ignored the effects through taxation that might 
arise on the monetary side. For example, if consemption taxes raise the 
general level of prices, as assumed, and if the quantity of money re- 
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mains constant, the added demand for money for transactions, in.the 
absence of a counter-balancing reduction in demand for it in other 
directions, would raise interest rates.” Higher interest rates may have 
some influence on consumption, but in which direction and how much 
is difficult to say. Studies of the consumption function have not yet been 
able to isolate a significant relationship between interest rates and con- 
sumption.’ The principal effect of higher interest rates would be to 
discourage investment, but to what extent investment is affected by 
monetary tightness is subject to dispute among contemporary writers. 
In any event, this effect is within the control of the central bank, and 
could be exercised independently of any tax change. 

2. Higher prices induced by consumption taxes would reduce the 
value of real wealth (given a constant stock of money). If consumption 
depends on real wealth as well as on real income, real consumption 
would fall. We do not yet have an empirical basis for holding that this 
effect is important, though it would work in favor of greater deflation 
from consumption taxes. 

3. Still: another factor favoring the consumption tax would be the 
higher marginal propensity to consume of the lower-income groups 
which we have so far assumed away. 

4, While these factors might strengthen the deflationary impact of 
the consumption tax vis-a-vis the income tax, there are other factors that 
give the income tax a better case, even when judged solely by its defla- 
tionary impact. The ability of firms to shift the consumption tax fully, 
as assumed above, means that such a tax would leave business dollar 
profitability unimpaired, Income taxes, on the other hand, would fall on 
profits and might well reduce net investment as well as consumer spend- 
ing. 

5. It seems likely, though this issue may be debated, that a consump- 
tion tax would be more apt to put pressure under wages than would an 
income tax. During the war, for instance, wage revisions were tied to a 
cost-of-living index that included consumption taxes. It is significant 
that the policy was not to maintain real personal disposable income or 
“take-home wage rates.” Induced wage changes could cut down the 
deflationary impact of the consumption tax. 

On balance, it is not clear to what extent the preceding analysis should 


2 &Tnecreasing such [operating-cost] taxes points to higher prices. ... At the same time, 
higher prices wilP increase transactions-requirements for cash.” Albert Gailord Hart, Money, 
Debt, and Economic Activity (New York, Prentice-Hall, 1948), p. 243. 

As far as statistical results are concerned, no econometrician has ever found a 
significant correlation between consumption and interest rates when the correlation between 
consumption and income is taken into account.” Klein, op. cit., p. 60. 

*Don Patinkin, “Price Flexibility and Full Employment,” Am. Econ, Rev., Vol. 
XXXVII, No. 4 (Sept., 1948), pp. 554-55, 
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be qualified. Probably these considerations reduce the margin of the con- 
sumption tax over the income tax in cutting back demand for output. 


V. Conclustons 


The following conclusions are independent of the differing marginal 
propensities to consume of low-income and high-income groups, but 
assume an aggregate marginal propensity to consume of less than one. 

1. If consumers have a money illusion, a dollar of consumption taxes 
will reduce real consumption by more than will a dollar of income taxes. 
A dollar of consumption taxes will reduce real consumption by the 
full dollar. 

2. If consumers have no money illusion and the consumption function 
shows positive consumption at a zero level of income, a dollar of con- 
sumption taxes will reduce real consumption by more than, equal to, or 
less than, a dollar of income taxes depending on whether equilibrium 
savings are more than, equal to, or less than, zero. Consumption taxes 
will reduce real consumption by less than when a money illusion is 
present. 

3. If consumers have no money illusion and the consumption function 
passes through the origin, the case is identical with the one in which a 
money illusion is present. 


ALGEBRAIC APPENDIX 


For those who prefer an algebraic argument to the one in the text, the 
following appendix is submitted. These symbols are used: 


c = real consumption. 
Yo = real net national product at full employment. 
i = real net investment. 
g = real government outlays on goods and services. 
a = real consumption at zero disposable income. 
b = marginal propensity to consume disposable income. 
t, = income-tax rate. 
_ te = consumption-tax rate. 


I. Consumers’ Money Illusion 
A. Income Tax 
An equilibrium is specified by the following equations: 
(1.1) c = a + by,(1-t,) 
(1:2) y= cti+g 
The first equation is a consumptidn function that assumes equality be- 
tween real net national product and personal income—corporate savings and 


indirect business taxes are zero, The second equation gquates full-employment 
supply with demand for output. 
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Then, substituting for c in (1.2) and solving for equilibrium income taxes _ 

we have: 
a + bys tit g— 
(1.3) We ee 
b 

This expression tells us that the inflationary gap divided by the reciprocal 
of the marginal propensity to consume is equal to equilibrium income-tax 
revenues. 


~ 


B. Consumption Tax 
(2.1) -  e(1 + te) = at byo 
(2.2) Y=ctitg 


The first expression shows money consumption inclusive of consumption 
taxes to depend on -.money personal income (equal to real net national 
product on our assumptions). Solving for equilibrium consumption taxes, 
we find: 


(2.3) cte =a + byo tit g— yo - 
That is to say, equilibrium consumption taxes just equal the excess demand 
over supply of output. 
Il. No Consumers’ Money Illusion ` 
A. Income Tax—same as I-A since prices have not changed. 


B. Consumption Tax 





(3.1) c=arthb he | 
r 
(3.2) Yy=etitg g 


The first equation follows from our assumptions that the consumption tax 
is shifted and thus does not increase real net national product and money 
personal income. Real personal income, however, is reduced because prices 
have risen. l 

Solving for equilibrium revenues gives: 


_ (at byo tit g— yo) (Yo ~ i—g) 


(3.3) cte - 
Th. -Yo —~i—~Eg~7a 
l byo (Yo — i — 
ee Yo (Yo 8) itg- y 
yo—1— gva 


Notice that if a were zero, this expression would reduce to (2.3), the money- 
illusion case. eR 

To compare the conditions under which equilibrium consumption-tax 
revenues exceed, equal, or fall short of equilibrium income-tax revenues, 
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subtract (1.3) from (3.3) and compare the difference with zero. Thus: 


(a + byo + i + g— yo) (Yo~i~ 8) _atbytitg-yz2 g. 
Vo" a b <L’ 
which reduces to: 
(3.4) (1-b) (i + g — yo) + a20. 


Thus the height of consumption taxes relative to income taxes will vary 
directly with net investment and government outlays, with the height of 
consumption at zero income (a), and inversely with the height of the 
marginal propensity to consume. 

This expression may also be arranged into the following form: 


at byr tite =y 
b 


The first part of this expression is the inflationary gap divided by the mar- 
ginal propensity to consume—in other words, equilibrium income taxes 
(1.3). If equilibrium income taxes equal net investment and government 
outlays, consumption taxes and income taxes will be equal. If taxes equal net 
investment and government outlays, then savings must be zero—taxes and 
consumption add up to total product and income. If equilibrium income 
taxes exceed (fall short of) i + g, they fall short of (exceed) equilibrium 
consumption taxes. 


> 
3.5 —(itg)=0 
(3.5) (i E 


THE PROCESS OF TECHNOLOGICAL INNOVATION: THE 
LAUNCHING OF A NEW SCIENTIFIC INDUSTRY* 


By W. Rupert MActaurin** 


Economists owe a major debt to Professor Schumpeter for under- 
standing intuitively the critical significance of Innovations in economic 
development. Yet until quite recently we have neglected to explore his 
provocative suggestions.* There are encouraging signs that this is chang- 
ing. For example, Dr. Arthur Cole at Harvard has dedicated himself to 
unravel the rôle of the entrepreneur in economic history. Under his 
stimulus there is now a considerable group of people actively interested 
in entrepreneurship. 

I want to attempt here to add to the small but growing body of pub- 
lished material on innovation and entrepreneurship by discussing the 
process of innovation in the launching of a modern industry—radio.’ 

The economist, making empirical studies of industrial change, is faced 
at the outset with the difficult problem of whether to confine his analy- 
sis to measurable data. There is much that the statistician can do to 
explain the characteristics of economic development in modern industry. ` 
But there are many important questions that he cannot tackle at all. I 
have gained courage from my distinguished mathematics colleague, Dr. 
Norbert Wiener, who feels strongly that social scientists should ask 
the questions they think of most significance—not be too much worried 


* This article was originally presented as a paper before the Research Center in Entre- 
preneurial History at Harvard under Dr. Arthur Cole and Professor Joseph Schumpeter. 
Some of the historical material has since been published in a book entitled Invention and 
Innovation in the Radio Industry (Macmillan, 1949), designed for radio engineers and the 
radio trade, and reproduced here by permission. 

As Professor Schumpeter has recently died, I should like to pay tribute to the encourage- 
ment he gave to professional workers in very diverse fields. In my own case, since my days 
as a student at the Harvard Business School, he consistently pressed me to push forward with 
my investigations of the process of innovation. And in the case of this paper he strongly 
urged me to make it available to economists generally. It was his hope, and mine, that it 
would serve to stimulate the exploration of an area he believed of critical significance. 


** The author is professor of economics at Massachusetts Institute of Technology. 


*See in particular The Theory of Economic Development (Cambridge, Harvard Uni- 
versity Press, 1934), Business Cycles (New York, McGraw-Hill, 1939), and Capitalism, 
Socialism and Democracy (New York, Harper, 1942). An exception to this lack of explora- 
tion was Professor Taussig’s Inventors and Money Makers (New York, Macmillan, 1915), 
and Taussig and Joslyn’s American Business Leaders (New York, Macmillan, 1932). 

? This and companion studies of the glass, lighting and paper industries were made pos- 


sible by a grant from tha Rockefeller Foundation to explore “the economics of tech- 
nological change.” 
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about measurement, and do the best they can with the information 
available. 

The particular study reported here is a historical account of how the 
process of innovation took place when the radio industry was launched. 
Radio is an industry in which scientists and engineers have forced the 
pace of technological innovation. As a consequence, there have been 
radical shifts in the product and its applications about every ten years 
since 1900.° I believe that such industries will increasingly become the 
norm and that we can expect existing products to be rendered obsolete 
almost continously for many years to come. There is growing evidence 
that we are now living in a second industrial revolution, in which cal- 
culations based on assumptions of economic stability will be almost 
valueless. 

Much of the traditional apparatus of economic analysis has been 
concerned with entrepreneurial decisions on costs and prices of existing 
products. Economists have apparently not yet come to recognize the 
- full impact of science and engineering in making such decisions of 
secondary significance in the life of a firm. I do not mean that the cost- 
price problems of established products are not important. But in situa- 
tions where rapid advances in technology are taking place, the life of 
the firm is often dependent on concentrating its most creative talents on 
the successful introduction of new products. Insufficient attention has 
been directed to the critical importance of the innovating entrepreneur 
and the factors which influence his major decisions. We have been too 
much concerned with local tactics and not enough with over-all strategy. 

The major problem, in fact, for any company which wishes to prosper 
where scientific progress dictates the pace of change is to be in on the 
new developments or to get in at the proper time. For industries where 
products or processes are likely to be rendered obsolete in ten years or 
even less, a useful theory of economic development will have to be based 
on the dynamics of technological advance. 

In analyzing an industry, therefore, I think it important to ask the 
following questions: (a) Are major advances occurring in the sciences 
underlying the industry?; (b) Is engineering art in close touch with and 
contributing to these advances?; (c) Is the economic organization of 
the industry conducive to innovation?; (d) Is capital freely available 
for radical new developments?; (e) Do the entrepreneurs possess the 
requisite skills for successful innovation? 

I should like to try out these questions on the radio industry, and to 
center the analysis on the period frome1890 to 1912, when commercial 
wireless first came into being and had its early growth. 


? Involving successively ship-to-shore service, wireless telephony, short-wave communica- 
tions, entertainment broadcasting, portable radios, FM and television. 
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I. The Underlying Sciences and the Birth of the Radio Industry 


The radio industry was a direct outgrowth of a revolution in the 
science of physics and its applications to the study of electricity. In the 
first half of the nineteenth century a succession of brilliant physicists in 
various countries opened up a whole new conception of the nature of 
electricity which had been puzzling man for centuries. _ 

Radio communication was only one small aspect of this total field, 
but it sprang directly from the work of the scientists. Progress with 
“the wireless” was at first exceedingly slow for two main reasons. First, 
there were other more important and more obvious aspects of electricity 
to be examined, leading to such applications as the dynamo, the electric 
motor, the electric lamp, the telegraph and the telephone. Secondly, 
there were comparatively few individuals devoted to the advancement 
of engineering art. New ideas and suggestions frequently lay unexplored 
for several decades. Thus it was fifty years after the original suggestion 
that radio waves might exist before the first wireless company was 
launched. i 

In 1846 Michael Faraday at the Royal Institution in London de- 
livered a lecture called “Thoughts on Ray Vibrations,” in which he sug- 
gested somewhat vaguely that electro-magnetic waves might be propa- 
gated in space. In 1864 James Clerk Maxwell, a brilliant mathematical 
physicist at King’s College, London, building on such hypotheses and 
the laws of Ampère, published his famous Dynamical Theory of the 
Electro-Magnetic Field. 

Maxwell was a theoretical physicist and not an experimentalist. 
Twenty-two years after his formulation of the theory of electro-mag- 
netic induction, and forty years after Faraday’s original suggestion that 
ether waves existed, Professor Heinrich Hertz in Germany proved their 
existence by experiment.* 

Hertz designed a spark-gap oscillator which would generate wireless 
waves, a metallic mirror for reflecting them, and a loop type of antenna 
for detection. By such means he was able to send and receive signals 
from one end of his laboratory to the other without an interconnecting 
wire. 

Following Hertz, scientists in various countries turned their attention 
to wireless communication. None of these early pioneers were con- 
sciously thinking about commercial developments. Rather they were ex- 
ploring a new phenomenon of nature because it was not yet fully under- 
stood. 

The other key scientific discovery on which modern radio is based is 

‘Hertz was acquainted with the work of Faraday and Maxwell, but he was also influ- 


enced by the parallel contimental explorations in electricity of Ampére, Gauss, Weber, von 
Helmholtz and others. 


MACLAURIN: TECHNOLOGICAL INNOVATION 93 


the thermionic vacuum tube. Thermionic emission of electrons was ex- 
‚plored originally as a separate problem of physics with no thought of its 
ultimate value for the detection of electro-magnetic waves. This research 
came to a climax with the work at the University of Cambridge of J. J. 
Thomson and especially of his pupil, O. W. Richardson, who finally 
worked out the theory of thermionic emission of electrons from hot 
filaments. It was on top of this scientific work that de Forest introduced 
his three-electrode vacuum tube as a wireless detector. 

Without the pioneer work of the university physicist, the practical 
development of radio communications would have been impossible. Mar- 
coni himself did not have the background in experimental physics 
which would have led him to make the discoveries of Hertz. His main 
scientific contribution was in improving the laboratory type apparatus 
of his predecessors and making it perform much more consistently. 


Il. The Relationship between Fundamental Science and Engineering Art 


The growth of the engineering profession has made a radical dif- 
ference in the speed with which new scientific discoveries are trans- 
lated into commercial practice. The principal emphasis during the nine- 
teenth century, both in this country and abroad, was in training a lim- 
ited group of scientists rather than a large number of professional en- 
gimeers. Germany was an exception to this rule and was the first country 
to pioneer in engineering education. The American engineering school 
began to expand rapidly after the Civil War, but until the twentieth 
century our schools were inadequately financed and considerably less 
scientific than their German counterparts. 

The principal contributors to electrical invention in the United States 
in the 1870’s and 1880’s were men like Thomas A. Edison and Alexan- 
der Graham Bell, who were largely self-taught. By 1900, however, elec- 
trical engineering departments had been established in a considerable 
number of universities, and streams of young men were beginning to 
flow into industry who combined some basic training in science with an 
intense interest in practical applications. This meant that several of the 
leading electrical concerns were acquiring a sufficient supply of trained 
engineers to be capable of shortening the time-lag between the scientific 
discovery of wireless and its commercial applications. 


II. The Organization of the Electrical Industries in 1900 dnd Their 
Contributions to Wireless . 


By the 1890’s rapid scientific progress was being made toward under- 
standing the’ propagation and detection of electro-magnetic waves. Re- 
ferring to this work, the British physicist, William Crookes, wrote in 
1892: 
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Here is unfolded to us a new and astonishing world, one which is hard 
to conceive should contain no possibilities of transmitting and receiving 
intelligence. 

Rays of light will not pierce through a wall, nor as we know only too 
well, through a London fog. But the electrical vibrations of a yard or 
more in wavelength .. . will easily pierce such mediums, which to them 
will be transparent. Here, then, is revealed the bewildering possibility 
of telegraphy without wires, posts, cables or any of our present costly 
appliances. 

This is no mere dream of a visionary philosopher. All the requisites 
needed to bring it within grasp of daily life are well within the possi- 
bilities of discovery, and are so reasonable and so clearly in the path 
of researches which are now being actively prosecuted in every capital 
of Europe that we may any day expect to hear that they have emerged 
from the realms of speculation to those of sober fact.’ 


If Crookes’ predictions were to come true, they would have a pro- 
found effect on the telegraph, cable and telephone industries and on elec- 
trical manufacturing. Yet the established companies in electrical com- 
munications failed to envisage this new field. 

What were the leading American companies doing at the turn of the 
century, when Marconi launched his first wireless company, and why 
did they not, in fact, take part in this new development? In 1900 Wes- 
tern Union, Postal Telegraph and the American Telephone and Tele- 
graph Company were all flourishing enterprises in electrical communi- 
cations; and General Electric, Western Electric and Westinghouse were 
important producers of electrical equipment. From the standpoint of 
economic organization, these related industries were in a favorable po- 
sition to exploit a new method of communication. There was a suffi- 
cient “degree of monopoly” to support research and new projects and 
yet enough competition to provide a stimulus to innovation. 


A. The Telegraph and Cable Industry 


The most powerful of all the electrical companies was Western Union. 
The telegraph industry had experienced a spectacular rise since the 
Morse company was founded in 1845. In 1902 Western Union, operat- 
ing over 1,000,000 miles of telegraph lines and two international cables, 
reported gross revenues of $29,000,000. Postal, though considerably 
smaller, had 266,000 miles of telegraph lines; and its affiliate, Commer- 
cial Cable, ewned four cables with gross earnings of $10,000,000. 

The telegraph industry, however, had failed to visualize the potential 
importance of the telephone, and by 1900 was beginning to feel the 


‘Wiliam Crookes, “Some Possibilities in Electricity,’ London Fortnightly Review, 
Feb., 1892, Vol. LI, p. 173. 
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competition of this alternative method of communication which it could 
have controlled. 

The managements of both Western Union and Postal were appar- 
ently more interested in buying up competitors and making protective 
agreements than in the fundamental development of communications. 
Western Union had been willing to withdraw from the telephone field in 
1879 in exchange for Bell’s promise to keep out of the telegraph busi- 
ness. And in the case of radio, it was not until the new industry was 
thoroughly established that the telegraph companies gave serious con- 
sideration to its potentialities. Neither Western Union nor Postal em- 
ployed many trained engineers in 1900; they had no plans for the de- 
velopment of a separate research department to keep them abreast of 
scientific advances.® As a one-time Postal Telegraph executive of this 
period expressed it, “We were telegraph men, and we did not think about 
alternative methods of communication.””" 


B. The Telephone Industry 


The American Bell Telephone Company was probably the most re- 
search-minded concern in the communications industry and the best 
equipped to appreciate “the new and astonishing world” that William 
Crookes saw unfolding. Alexander Graham Bell had started an experi- 
mental workshop in Boston in 1876; and when he ceased working ac- 
tively on the telephone, the laboratory was continued as a center for 
research and the development of patents. Trained men were also added 
in other divisions; and by 1901 there were 125 engineers and technicians 
employed in the various technical departments of the telephone system.?. 

However, wire telephony was in such an early and vigorous growth 
period that it kept this talent fully occupied. The basic Bell patents had 
expired in 1893 and 1894; and a number of small concerns had begun 
to expand into new regions not yet reached by the Bell system. Although 
the American Telephone Company continued to control the most 
densely populated and lucrative sections of the country, it was facing 
vigorous competition from the independents.’ At the close of the year 
1902 there were 1,317,000 Bell-owned stations and 1,054,000 inde- 
pendently owned stations. The Telephone company was primarily 
concerned with acquiring undisputed national supremacy; its scientific 
energies were absorbed in developing central switchboards and increas- 
ing the distances that might be covered by its long-lines division. 

‘Interview with E. J. Nally, November, 1946. Western Union did not establish its first 
real “laboratory” until 1916. e ° 

"Nally interview. Mr. Nally later became general manager of American Marconi. 


E F.C.C. Proposed Report, Telephone Investigation, 74th Congress, Pursuant to Public 
Resolution No. 8 (Washington, Supt. Docs., 1938), p. 206. ° 


°” No less than 508 new independent telephone systems were established in the year 1900. 
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C. The Electrical Manufacturing Indusiry 


Just as Western Union, Postal Telegraph, and the American Bell 
Telephone Company were the principal concerns in the communications 
industry, so also a few firms produced the major portion of electrical 
apparatus. Although the electrification of the household had only just 
begun, the electrical-equipment industry had a volume of sales of 
nearly $100,000,000 in 1900. 

The largest and most powerful concern was General Electric, formed 
in 1892 as a merger of the Thomson-Houston and Edison companies. 
The focus of research attention at GE was on alternating and direct 
currents,*° motors, dynamos and lamps. There was so much to be ac- 
complished in these fields in which the companies had a substantial stake 
that no consideration was given to radio and electronics. This was to 
come later when a broad research program had been established. 

And even today in the best. industrial research laboratories, like that 
of GE, it is not possible to cover all aspects of knowledge relevant to the 
company’s interests; new approaches are often neglected for want of a 
sponsor, either in the laboratory or among the operating executives. 


For these various reasons, the established electrical companies played 
no part in the early developmental phases of the American radio in- 
dustry. This advance was to come from new concerns and new capital." 

It should be said in passing that a policy of waiting for new develop- 
ments to prove themselves is frequently justified. Proper timing is of 
crucial importance in the exploitation of a new invention. Thus, General 
Electric’s Owen D. Young, who was responsible for the formation of the 
Radio Corporation of America in 1919, declared: “Fifteen years is 
about the average period of probation, and during that time the inven- 
tor, the promoter and investor, who see a great future for the invention, 
generally lose their shirts. Public demand even for a great invention is 
always slow in developing. That is why the wise capitalist keeps out of 
exploiting new inventions.’ 

As we shall see, of the early exploiters of wireless, de Forest and Fes- 
senden did “lose their shirts” and Marconi came very close to doing so. 


IV. The Availability of Speculative Capital for New Ventures 


What rôle did venture capital play in launching the radio industry in 
this country? The three most important early American concerns were 
the American Marconi Company, the National Electric Signaling Com- 

* Steinmetz, for example, EOE a mathematical system for solving problems of 
alternating current distribution. 

"Cf. Schumpeter: “It ig not the owner of stage coaches who builds railways.” 


2G. Archer, History of Radio to 1926 (New York, American Historical Company, 
1938), p. 94. 


MACLAURIN: TECHNOLOGICAL INNOVATION 97 


pany (NESCO), and De Forest Wireless Telegraphy Company. The 
American Marconi Company was financed by investment bankers in 
England and the United States; its stock was largely privately sub- 
scribed and held in substantial blocks. NESCO, financed entirely by two 
wealthy Pittsburgh capitalists, conducted the first experiments made by 
any commercial company on the wireless telephone. The De Forest 
Wireless Telegraph Company, which was sold by high-pressure sales- 
manship as an out-and-out speculation, later went into receivership; 
but its principal inventor, Lee de Forest, made one of the most revolu- 
tionary inventions of the last fifty years—the three-element vacuum 
tube. Very few of our modern developments in electronics would have 
been possible without de Forest’s historic discovery of the tremendous 
increase in sensitivity that can be obtained by introducing a third ele- 
ment between the cathode and the anode of a vacuum tube. 

These three companies, therefore, were financed with different types 
of capital: American Marconi with investment money, NESCO with 
long-term speculative money of wealthy individuals, and de Forest’s 
company with “get-rich-quick” money from many small investors. The 
Marconi investment ultimately proved very profitable, NESCO broke 
even, and de Forest failed. But the fact that all types of capital were 
readily available for financing new ventures contributed materially to 
advancing radio technology. 

Not only inventive talent and venture capital were needed for the 
success of these new scientific enterprises. The most important ingre- 
dient was entrepreneurial skill. The nature of this skill and its relation 
to invention need special elaboration. 


V. The Quality of Entrepreneurial Leadership 
A. Marconi - 


Guglielmo Marconi was not a highly trained scientist. Educated in 
Italy primarily by tutors, Marconi early developed an absorbing interest 
in physics and chemistry. When he was twenty (1894), he read for the 
first time in an Italian electrical journal of the work and experiments of 
Hertz.** Marconi’s imagination was stirred by the possibility of making 
wireless communication a practical reality. Two large rooms at the top 
of his parents’ villa were set aside for experiments, and there young 
Marconi worked almost constantly on perfecting home-made radio 
equipment. By the beginning of 1896, Marconi was receiving Morse 
code messages over a distance of nearly two miles. There was no out- 
standing originality in this work, wBich had been anticipated by many 
scientists, but it was very competent and thorough. 


3B, L. Jacot and D. M. B. Collier, Marconi, Master of Space (London, Hutchinson, 
1935), p. 24. 
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As Marconi’s family had wealth, there was no practical necessity for 
him to earn a living. He was swept into wireless experimentation with an 
irresistible inner compulsion, and his persistence, to the exclusion of al- 
most all other interests, was perhaps the principal reason for his phe- 
nomenal success. There was also a certain narrowness about Marconi 
which seems to be characteristic of many successful entrepreneurs. His 
career bears out a conclusion of Benjamin Franklin: “I have always 
thought that a man of tolerable abilities may work great changes, and 
accomplish great affairs among mankind, if he first forms a good plan, 
and, cutting off all amusements or other employments that would 
divert his attention, makes the execution of that same plan his sole 
study and business.” 

Marconi was also greatly aided by his family connections. His mother 
was of the Irish aristocracy and moved in the “best circles” in England. 
The family concluded that Guglielmo would have a better chance to 
commercialize his inventions there than in Italy. A visit was arranged in 
1896, and the young inventor (then twenty-two) was introduced to gov- 
ernment officials and capitalists who might be interested in the radio 
field. Among these officials was William Preece,* engineer-in-chief of 
the British Post Office. He took a keen interest in Marconi, and planned 
a demonstration for the post-office engineers. Marconi, who had been 
steadily improving the workmanship of every part of his equipment, 
showed that messages could be sent up to eight miles. This success 
and the interest displayed by Preece led to the formation of the British 
Marconi company in 1897. 

Two years later an American subsidiary was launched. From then 
until the formation of the Radio Corporation of America in 1919, the 
Marconi companies were the dominant concerns in British and Ameri- 
can wireless. 

The original capital of the British Marconi company (£100,000) was 
subscribed largely by wealthy individuals who wanted a speculative 
investment in the new wireless venture. The company had a distin- 
guished directorate; and, considering the fact that Marconi himself was 
only twenty-three at the time, the terms were exceptionally favorable. 
Marconi obtained £15,000 in cash and 60 per cent of the original stock 
in exchange for almost all of his patent rights.”° 

The technical obstacles to the commercial transmission of wireless 
messages proved much more difficult than Marconi anticipated. Im- 
mediately after his company was formed, Marconi began experimenting 


4 Preece himself was an inventor of ‘disttnction who had worked on inductive wireless 
telegraphy. 

3 He reserved to himself his patents in Italy and her dependencies. Marconi testimony, 
Marconi Wireless Telegraph Company of America vs. De Forest Radio Telephone and 
Telegraph Company, U.S.D.C., $.D.N.Y., in Equity 8211. 
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with long-distance communications. He decided to erect an experimental 
station in England and one in Newfoundland, 1,700 miles away. His 
receiving station was on a high bluff beside the ocean. On the twelfth 
of December, 1901, he flew a kite with wires connecting it to the receiv- 
ing station, and was able to hear faintly a signal of the Morse tele- 
graphic letter “S” transmitted from England.** 

Despite this initial success and the excellent backing that Marconi re- 
ceived, the Marconi enterprises were to go through a very trying period. 
The company soon began to feel the opposition of the vested interests 
in the cable and the telegraph lines. Marconi’s apparatus was far from 
perfected; for long distances, communication by cable remained much 
more reliable. 


Development of Ship Communications 


Marconi soon realized that his company would not survive if it relied 
primarily on international communications. A more promising field for 
exploitation seemed to be communication with ships. This proved to be 
a very significant move and illustrates the principle that the most 
profitable outlet for an innovation is frequently not the one which ts 
explored first. 

Marconi’s plans for marine wireless were ambitious. He hoped to 
control the basic patents in the art, and to equip ships of all nations 
with wireless apparatus. He hoped also to erect shore stations at key 
points around the world, through which all ship messages would be sent. 
In the pursuit of these objectives, Marconi was determined to obtain a 
monopolistic position. Although he succeeded, his aggressive tactics cre- 
ated great antagonism, And yet, if one reviews carefully this period and 
the nature of the opposition, it seems probable that his aggressiveness 
was an essential element in his success.” 

Despite Marconi’s strenuous campaign to control ship-to-shore com- 
munications, his companies remained in financial difficulties until about 
1910. Wireless was still regarded as a luxury for most ships, and the 
volume of traffic was scarcely sufficient to yield a return on the capital 
involved. The sinking of the Republic in 1909 and the Titanic in 1912 
brought dramatic attention to the practical importance of wireless for 
safety of life at sea.*® From 1910 to 1912 laws were passed in the United 


"R, N. Vyvyan, Wireless over Thirty Years (London, Routledge, 1933), p. 29. 

"Cf. Aldous Huxley’s statement that “as a matter of historical fact, scientific progres- 
siveness has never been divorced from aggressiveness.” Ends and Means (Harper, 1937), 
p. 23. e * 

18 The Carpathia, which responded to the Titanic’s SOS signal and rescued 700 survivors, 
was 58 miles away and did not reach the scene for several hours. Later it was discovered 
that a “dead ship”—a freighter without wireless—had passed within 25 miles at the time 
the Titanic sank, and that the California was less than 20 miles away but her wireless 
operator had retired for the night. 
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States, England and other maritime countries requiring all ships above 
a certain size to carry wireless. 

This legislation gave a substantial boost to radio. The position of the 
Marconi company was also materially strengthened by the fact that its 
principal American rival—-United Wireless (originally a De Forest com- 
pany )—~-went into bankruptcy in 1912, and its assets were acquired by 
Marconi. United Wireless had been found guilty of infringing the Mar- 
coni “four sevens” patent and the Lodge tuning patent.’ American 
Marconi thus gained control of the 400 ship installations and 17 land 
stations belonging to its competitor. This gave it almost “all the coast 
stations of importance on the Atlantic and Pacific coasts, besides prac- 
tically the whole of the American Mercantile Marine at present fitted 
with wireless installation.” The result was that the company carried on 
about 90 per cent of the American ship-to-shore business between 1912 
and the outbreak of war in 1917.7 And from 1912 on, the company en- 
joyed increasing prosperity (see Table I). 


TABLE I.—Marcont WIRELESS TELEGRAPH COMPANY OF AMERICA 
INCOME AND EXPENSES, 1903-1918 


Organization Net I D iati 

Year Ending Expenses and peame PESTON Net Proft 

Dekcit- Account after Taxes and Reserves 
Jan. 31, 1903 $ 35,468 Deficit — — 
Jan. 31, 1904 85,183 Deficit — — 
Jan. 31, 1905 168,843 Deficit a — 
Jan. 31, 1906 257,475 Deficit — — 
Jan. 31, 1907 384, 804 Deficit — — 
Jan. 31, 1908 422 ,422 Deficit — — 
Jan. 31, 1909 448,803 Deficit — — 
Jan. 31, 1910 445, 1025 $ 16,637 $ 12,936 $ 3,701 
Jan. 31, 1911 — 9,405 11,126 1,721 (d) 
Jan. 31, 1912 — 26,499 11,261 15,238 
Jan. 31, 1913 — 242,235 30,989 211,246 
Dec. 31, 1913} — 211,484 33,233 178,251 
Dec. 31, 1914 — 271,889 122,011 149,877 
Dec. 31, 1915 — 288,995 111,678 177,317 
Dec. 31, 1916 — ı 336,041 76,152 259,889 
Dec. 31, 1917 — 780,592 162,820 617 ,773 
Dec. 31, 1918 — 897,325 286,516 711,842¢ 


4 The cumulative deficit was written off in 1911 and 1912. 

> For eleven months. 

e Includes $101,033 described as “‘other income.” 

Source: Annutl Reports, Marconi Wireless Telegraph Company of America. 


e ® 
* See Annual Report of the American Marconi company for the year ending January 
21, 1912, pp. 4-5. 


° Annual Report, 1913, ped. 


* Testimony of Vice-President Nally in 1918 before the Committee on Merchant Marine 
and Fisheries in the House hearings held on HR13159 for government control of radio, 
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Marconi’s contributions to the commercialization of wireless made 
him more important as an innovator than as an inventor. Yet the Mar- 
coni company acquired, in wireless patents, a dominant position which 
far exceeded any of its rivals. Marconi applied for patents on every- 
thing he did; and he was the first worker in the field whose interest was 
in practical wireless telegraphy. His principal patents were on improved 
types of vertical antennas, on the improved coherer, on the magnetic de- 
tector and on methods of selective tuning. The “coherer” illustrates the 
way Marconi was able to obtain a strong position without doing the 
fundamental work. Professor Edouard Branly patented the coherer but 
did not conceive of its use for wireless.” Professor Oliver Lodge used it 
first for radio reception but did not feel that he had made an invention 
and did not apply for a patent. Marconi improved the coherer and was 
able to get the basic patents for its use in wireless. 

Sir Ambrose Fleming, long a close associate of Marconi, probably 
had Marconi in mind when he wrote: 


Invention consists in overcoming the practical difficulties of the new ad- 
vance, not merely talking or writing about the new thing, but in doing tt, 
and doing it so that those who come after have had real obstacles cleared 
out of their way, and have a process or appliance at their disposal which 
was not there before the inventor entered the field. In most cases, however, 
the removal of the obstacles which block the way is not entirely the work 
of one person. The fort is captured only after a series of attacks, each 
conducted under a different leader. In these cases the inventor who breaks 
down the last obstruction or leads the final assault is more particularly 
associated in the public mind with the victory than are his predecessors.”° 


Marconi’s principal weakness was that he emphasized the perfecting 
of existing methods instead of reaching out for radically new discov- 
eries in wireless. Although this may occur in any research organization, 
there is more danger of it where the director takes a restricted scientific 
view of the functions of his company. Marconi’s intense drive for the 
rapid commercialization of wireless produced a number of blind spots, 
the most serious of ‘which was his failure to visualize continuous-wave 
operation in transatlantic working, and in turn the significance of radio 
telephony. No one, of course, foresaw the development of the radio 
broadcasting industry. But there were many of Marconi’s contempo- 
rary inventors who believed im the wireless telephone. Marconi thought 
that the Morse code was adequate for communication with ships and for 
transoceanic messages and saw no clear need for voice transmission. 

? Lodge first conceived of using the Branly cokers as a wireless detector and is credited 


with giving it the name “coherer.” O. E. Dunlap, Radio’s 100 Men of Science (New York, 
Harper, 1944), p. 76. ò 


=y, Ambrose Fleming, Principles of Electric Wave Telegraphy (London, Longmans, 
Green, 1906). 
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Since his approach was pragmatic, he was not interested in the scientific 
investigation of a field whose commercial possibilities seemed remote. 
This was unfortunate, both for the Marconi company and for the ad- 
vancement of the art. The early experimentation with the radio tele- 
phone was left almost entirely to Marconi’s American rivals, Lee de 
Forest and Reginald Fessenden, neither of whom had at his disposal the 
managerial skill of the Marconi enterprises. In fact, the most difficult 
ingredient to supply in the new industry proved to be effective manage- 
ment. 


B. Reginald Fessenden 


Professor Reginald Fessenden of the University of Pittsburgh was the 
first important American inventor to experiment with wireless. In De- 
cember 1900, Fessenden gave a demonstration for the United States 
Weather Bureau in which he tried to transmit speeck by electro-mag- 
netic waves, using two masts 50 feet high and one mile apart. He used 
spark apparatus which was not satisfactory for voice transmission; but 
the Weather Bureau was so interested that work on a larger scale was 
planned and some of it completed. However, Fessenden had a choleric 
personality; his relations with the Bureau soon became so strained that 
he resigned—the final break precipitated by a quarrel over patent rights. 

Fessenden then succeeded in interesting two Pittsburgh capitalists— 
Hay Walker, Jr., and Thomas R. Given—in forming the National Elec- 
tric Signaling Company to support his work on wireless telegraphy and 
telephony. It was now clear to the inventor that speech transmission 
would require a train of continuous waves, on which the voice currents 
could be superimposed, rather than the spark apparatus used hitherto. 

Nikola Tesla, a Yugoslav physicist, had first conceived the idea of 
transmitting continuous waves and had pioneered in high-frequency 
alternators in the 1890’s, but he was not successful in his radio experi- 
ments. Fessenden, taking up where Tesla left off, was more persistent. 
He was convinced that eventually he could design apparatus capable of 
carrying telephone conversations between America and Europe. His first 
high-frequency alternator was built to his specifications by Steinmetz of 
the General Electric Company in 1903. This was a 10,000 cycle machine 
and did not prove sufficiently powerful to transmit over long distances. 
Thereafter, Fessenden pressed for apparatus of higher and higher 
power. 

It was to take years before an alternator capable of regular voice 
broadcasts across the Atlantic was developed by Alexanderson of the 
General Electric Company. In the end, however, the continuous-wave 
methods were to triumph over the spark.” But many of the leading en- 


** There were also parallel developments of high-frequency alternators by the Germans. 
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gineers in the industry, especially those associated with the Marconi en- 
terprises, remained skeptical until they actually saw the demonstrations 
of the Alexanderson equipment. 

Fessenden was much more effective as an inventor than as an inno- 
vator. The National Electric Signaling Company never proved success- 
ful as a business venture. Launched as an inventor’s laboratory, neither 
manufacturing nor commercial communications were contemplated. 
Fessenden was to be given an opportunity to experiment with wireless 
and to make inventions which it was hoped would be sufficiently basic 
and sweeping so that the Fessenden system could be sold at a substan- 
tial profit to a wireless operating company. 

The establishment of an inventor’s laboratory, with relatively broad 
scientific objectives and somewhat remote commercial prospects, was 
not a rare occurrence at this time. It was the era of the individual in- 
ventor; and wealthy business men in the United States were surprisingly 
willing to finance talent even when the inventors showed very little busi- 
ness judgment. The imagination of the business community had been 
stirred by the potentialities of an age of electricity. The courts were gen- 
erous in their interpretation of patent rights, and the rewards for back- 
ing an Edison or a Graham Bell had proved spectacular. A high per- 
centage of these scientific ventures were failures. Yet this did not dis- 
courage capitalists from underwriting new inventors, nor investors from 
buying stocks in wildcat promotions. 

The backers of Fessenden—-Walker and Given—were men of sub- 
stantial means who believed that wireless was on the verge of a great 
development and that an investment in a laboratory and experimental 
stations would prove highly profitable. 

On December 11, 1906, Fessenden gave a demonstration of radio tele- 
phony from Brant Rock to Plymouth, Massachusetts—a distance of 
eleven miles. Following these tests, Walker and Given tried hard to sell 
out to some existing firm. American Telephone and Telegraph, Western 
Union, and Postal were approached. The Telephone executives showed 
considerable interest, and an engineering investigation was ordered. The 
original report was favorable and optimistic. Chief Engineer Hayes, in 
transmitting it to President Fish, concluded: “J feel that there is such a 
reasonable probability of wireless telegraphy and telephony being of 
commercial value to our company that I would advise taking steps to 
associate ourselves with Mr. Fessenden if some satisfactory arrange- 
ment can be made.’’”” 





Powerful Goldschmidt alternators for transatlantic communication were installed at Sayville, 
Long Isand, in 1912 and at Tuckerton, New Jersey, in 1914. On the West Coast the Federal 
Telegraph of California began installing a series of high-power Poulsen arcs in 1911. The 
Poulsen arc had been invented in Denmark in 1903. 


33 Memorandum of April 2, 1907 (files of Telephone company). 
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But in 1907 a change of banking control of the Bell Telephone Com- 
pany from Boston to the Morgan-Baker banking interests of New 
York,” led to the replacement of President Fish by Theodore N. Vail. 
The study of the Fessenden wireless matter was continued now under 
the new regime with much greater skepticism, and the final decision was 
negative. 

In the succeeding years the relations between Fessenden and his 
backers steadily deteriorated. Fessenden was an exceedingly difficult 
person. And from what evidence is available, neither Walker nor Given 
possessed a great amount of tact or managerial skill. Quarrels were con- 
tinuous, and finally an open break occurred. The Pittsburgh capitalists 
came to feel that Fessenden was no longer working for their interests. 
As they had put in all the money, they notified Fessenden in January 
1911, of his dismissal. Fessenden then brought suit for breach of con- 
ract, won his case in the lower court and was awarded damages of 
$400,000. To conserve assets pending an appeal, receivers were ap- 
pointed for NESCO in 1912. 

Walker and Given had overrated the commercial potentialities of 
Fessenden’s inventions, failing to recognize that there were many alter- 
native methods of perfecting radio communications. They also made the 
common mistake of underestimating the time required to develop a new 
industry to the point of mass production. No one was willing to pay 
large sums for patents as long as the manufacture of radio apparatus 
remained primarily a specialized engineering jeb in which very few 
standard units were produced. Not until after the first World War 
could the Fessenden system be sold for a price at all commensurate 
with research and development expenses. 

The experiences of Walker, Given and Fessenden illustrate the diffi- 
culties inherent in launching a scientific enterprise when the men who 
put up the money do not understand technical problems and when, as is 
so frequently the case, the key inventor has a troublesome personality. 


C. Lee de Forest 


Lee de Forest, the most prominent of the American radio inventors, 
is primarily distinguished for the three-element vacuum tube or triode. 
Dr. Rabi, who recently won the Nobel Prize in physics, has described 
the triode as “so outstanding in its consequences that it almost ranks 
with the greatest inventions of all time.”” De Forest was one of the 


28 Memorandum of October 28, 1947, sent to the author by Lloyd Espenschied of the 
Bell Telephone Laboratories. A large block of convertible bonds had been issued in the fall 
of 1906, a sizeable portion of which proved to be not readily marketable and were taken 
at a discount by the Mofgan-Baker banking interests. 

"I. I. Rabi, “The Physicist Returns from the War,” Atlantic Monthly, Oct., 1945, p. 
109. 
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first Americans to write a Ph.D. thesis on wireless telegraphy.” On 
graduation in 1899 he got a job with the Western Electric Company in 
Chicago, where he devoted all his spare energy and most of his ‘‘com- 
pany time” to developing wireless apparatus of his own: 


March 18, 1900. Experiments on my new wireless “Responder,” as I 
then called it, began to occupy more and more of my time. My work 
on telephone tests and devices was never brilliant, to speak charitably, 
for my thoughts were ever elsewhere. Dean became progressively more 
impatient with my work, but was too considerate to fire me, although 
he saw little of merit or promise in the experiments I was wrapped up 
in. Certainly he saw no possibility that the great Western Electric 
Company would ever become interested in Wireless Communication! 
One day he exclaimed: “Look here, de Forest. You'll never make a 
telephone engineer. As far as I am concerned you can go to hell, in 
your own way. Do as you damn please!” With typical recklessness I 
took him at his word, turned to my little corner where I had my spark 
gap and responder parts, and thereafter spent eight hours a day at my 
own delectable tests, totally oblivious to the telephone work going on 
about me and for which I was supposed to be paid. 

September 3, 1900. I am starting in a new job with poor pay. But I 
am on the right track and feel that it is destined to make me inde- 
pendent. 

Nights I worked with partner Smythe in my room, on the Responder. 
Without much delay I got a job as assistant editor on the staff of the 
Western Electrician. Salary was $10 a week. Every night not spent 
in the library was devoted to experimenting with the electrolytic anti- 
coherer. Smythe was comparatively rich, earning $30 a week. Naturally, 
our budget for éxperimental work was very limited... . 

October 28, 1900. I have begun to hazard my job with the Western 
Electrician by working half-time in the laboratory of Armour Institute, 
teaching two nights weekly at Lewis Institute. I am risking mediocricy 
(sic) and weak contentment for a chance of great success. . . . Soon 
the experiments became so engrossing that it was impracticable for me 
to continue to work even half time for the Western Electrician, So 
once more I crossed the Rubicon, burned my bridges, and with only the 
amount of $5 paid by Lewis Institute per week, and an equal amount ad- 
vanced by Smythe, determined to continue my life as an inventor. . . 79 


De Forest’s first chance to demonstrate his wireless apparatus came 
in 1901 with an offer from the Publishers’ Press Association, which was 
willing to pay him $800 if he could successfully report the International 
Yacht Races. The trial was a failure. 

De Forest had been able to borrow $1,000 to manufacture his equip- 

2 The Reflection of Short Hertzian Waves from the Ends of Parallel Wires,” Yale 
University, 1899. Georgette Carneal, A Conquerer of Space (New York, Horace Liveright, 


1930), p. 83. 
* Excerpts from unpublished diary of Lee de Forest, George Clark Collection. 


106 THE AMERICAN ECONOMIC REVIEW 


ment for the races, and later that year, through the sale of stock to the 
public, he got an opportunity to set up a laboratory of his own. He 
proved a prolific inventor. Between 1902 and 1906, he took out 34 pat- 
ents on all phases of wireless telegraphy, including loop antennas, re- 
ceiver tuning, generators and antenna de-icers.*° 

His major search was for a detector which would not infringe the 
Marconi or Fessenden patents. In 1900 he had noticed that the gas light 
in the laboratory dimmed while his spark equipment was operating, and 
that it returned to full strength when the apparatus stopped.** This sug- 
gested that a gas flame might be used to detect wireless signals (later the 
dimming of the flame was shown to have been caused by sound waves 
from the spark gap). De Forest, therefore, tried to make a detector con- 
sisting of a bulb filled with gas and containing two electrodes intended 
to be heated by a dynamo. This gas detector was later described by the 
courts as “utterly useless.’’*? 

However, it led to the invention that was to revolutionize the radio 
art.” Continuing to experiment with gas-filled and partially evacuated 
two-element tubes, de Forest placed a third electrode, called a grid, be- 
tween the incandescent electrode (the cathode) and the cold electrode 
(the anode). He then attached a battery; and, by changing the voltage 
on the grid, was able to control the flow of current across the space be- 
tween the hot and cold electrodes. 

De Forest himself did not fully understand the principles of the tri- 
ode. Despite his doctoral training, he was more an inventor than a 
scientist. He did not attempt to relate his experiments to the general 
literature of physics, and thus overlooked clues which might have as- 
sisted him in making a more reliable electronic device. His triodes were 
not uniform in performance and proved less satisfactory than other 
competing devices, such as the electrolytic, magnetic and crystal detec- 
tors.** 

Between 1907 and 1912 de Forest made few scientific experiments 
with the triode. He turned his attention primarily to wireless telephony, 
giving his first demonstration in the spring of 1907 between a Lacka- 


2 Carneal, op. cit., p. 165. 

“This experience illustrates the oft-remarked role of chance observation in the process 
of invention. But as Pasteur declared, “Le hasard ne favorise que les esprits preparés.” 

= Decision of the District Court, Marconi Wireless Telegraph Company of America vs. 
De Forest Radis Telephone and Telegraph Company, of. cit., Sept. 20, 1916. 

s1, S. Patent No. 879,532 was applied for January 29, 1907, and issued February 18, 
1908. Lubell reports that it took de Forest three weeks to raise the $15 necessary for the 
patent application. Samuel Lubell, “Magnificent Failure,” Saturday Evening Post, Jan. 
24, 1942, p. 36. R . 

8$ While inherently superior to other detectors, de Forest’s triodes needed such frequent 
adjustment that commercial users found them too bothersome, 
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wanna Ferry and the Hoboken and Manhattan terminals. Shortly there- 
after the Navy installed de Forest sets on a number of ships; and, in 
the tests that followed, communication over twenty miles was achieved. 
But de Forest’s company was inadequately financed, and the volume of 
radio sales was not large enough to sustain an effective program of de- 
velopment. When his laboratory was destroyed by fire in 1908, he took 
a year to re-equip it. Finally, in 1911, in order to earn a living, de For- 
est went to California to work for the Federal Telegraph Company, hop- 
ing still that some miracle would lift his firm from the economic dol- 
drums. This never happened. 

De Forest as an inventor lacked the persistence to carry any one 
project through to a completely successful canclusion. Like many 
highly creative individuals, he had far more ideas than he was capable 
of handling. And his restless mind was always seeking new fields to 
explore, in an apparently “irresistible urge to invent.”* 


He would sweep down on a problem with a hungry rush and his imagina- 
tion had an astonishing faculty for leaping difficulties. If the quarry 
snagged or proved elusive, however, he had to hop to something else. 
When necessity did compel him to work at something without respite, his 
nerves rebelled. “The jumpies” de Forest called these attacks.** 


De Forest, like his American rival, Fessenden, had little of the entre- 
preneurial ability displayed by Marconi. De Forest’s high inventive skill 
enabled him to launch a large number of companies, but none of these 
survived long. He seemed incapable of building on solid foundations an 
enterprise in which stable customer relations were cultivated. 

Thus, although de Forest was perhaps the most imaginative inventor 
in the history of the radio industry, and had the opportunity to create 
a great radio enterprise, he failed entirely to do so. His career, when 
compared with Marconi’s illustrates the fact that an inventor, to achieve 
commercial success, must associate himself with men of exceptional 
business judgment. 


VI. Conclusions 
A. The Réle of Fundamental Science in the Process of Innovation 


In analyzing an industry from the standpoint of technical progress, I 
suggested earlier that it was important to assess the status of the under- 
lying sciences and to determine whether they were undergoing a major 
advance. The key rôle that can be played by a few outstanding scien- 

3 See Taussig, Inventors and Money Make (New York, Macmillan, 1915), pp. 23-24. 
“The instinct of contrivance in man unlike the corresponding instinct in animals, is not 


directed to one specific end. ... It is directed to all sorts of contrivances no longer re- 
stricted to those immediately serviceable. . . . There seems to develop an erratic streak.” 


"S, Lubell, op. cit. 
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tists exploring new lines of basic inquiry with imagination and freedom 
from routine could not have been demonstrated more clearly than in 
the pioneering work of Maxwell, Hertz, J. J. Thomson and others in 
laying the foundations of the modern radio industry. 

And in the United States today, where our genius has lain more in 
applied research and engineering development, it is of critical signifi- 
cance to the process of innovation that we encourage a flourishing spirit 
of basic scientific inquiry.” Despite all the support that is now being 
given to science, there is real danger that research funds will be chan- 
neled primarily into applications in which prompt results can be ex- 
pected. Original investigation into unexplored territory flourishes only in 
an environment where special efforts have been made to foster it. 


B. Engineering Art and Fundamental Science 


Science and the practical arts have advanced most rapidly when there 
has been a combination of diverse talents at work on a particular prob- 
lem, the theorist positing the basic concepts, the experimentalist testing 
reality with the use of these tools and the inventor converting the results 
to practical achievement for the use of mankind. 

Nineteenth-century industrialism encouraged the universities in 
Europe to undertake fundamental scientific inquiry.** And by 1900 
there was a sufficient number of trained engineers interested in direct 
applications to translate the findings of the scientists into a vital new 
industry. It was not, however, the engineers in the well-established elec- 
trical concerns who seized the opportunity afforded by this new field. 
Instead, young men like Marconi, de Forest and Fessenden undertook 
the major risks of pioneering. 

I hope that I have succeeded in recapturing the spirit of optimistic 
and zestful inquiry which characterized the activities of these men. I 
have tried also to show how they built on the foundations laid by the 
scientists. But if one were to criticize these inventor-engineers, it would 
be that they did not keep in close enough touch with science. De Forest 
did not really understand the principle of the triode which prevented 
him from making it into an effective commercial device. And Marconi’s 
major blind spot was his failure to visualize radio communications as an 
advancing art in which Morse-code spark telegraphy would inevitably 
be replaced by continuous-wave voice transmission. 

For an elabSration of this point see V. Bush, Science: the Endless Frontier (Wash- 


ington, Government Printing Office, 1945); and the authors “Federal Support for 
Scientific Research,” Harvard Business Review, Spring, 1947, pp. 385-396. 

3 Maxwell’s chair at Cambridge, for example, and the Cavendish Laboratories over which 
he presided, were founded in response to a demand from industrial leaders that the teaching 
of science be modernized. 
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C. The Relation of the Structure of the Industry to Innovation 


During the first decade of the twentieth century the leading concerns 
in the electrical industry had achieved a sufficient degree of monopoly 
to be financially capable of expanding into a new area. 

A monopolistic position can affect entrepreneurs in different ways. In 
most instances, I think, American business leaders have been conscious 
of the “perennial gale of competition.” The response frequently has 
been to get in on new developments through vigorous support of re- 
search and engineering. For example, the General Electric Company 
established a laboratory for fundamental research as early as 1901 and 
under the leadership of Willis R. Whitney built up a remarkable team of 
scientists. And at a later stage both General Electric and the Telephone 
company made a whole series of exceedingly important contributions to 
radio science and art. Yet in the early 1900’s the managements of these 
two forward-looking concerns concluded, as a matter of business judg- 
ment, that the time was not ripe for vigorous exploration of wireless 
telegraphy. l 

Western Union and Postal Telegraph, by contrast, took a different 
view. They chose to protect their established field by agreements rather 
than the support of research. The danger of this practice, when the 
underlying sciences are undergoing a revolutionary change, is that the 
well-protected field will eventually become of minor significance. And 
this in fact happened both to the telegraph and to the cable. 

The telegraph and cable companies did their best to prevent Marconi 
from getting a franchise in Newfoundland. Somewhat later, Austen 
Chamberlain, as postmaster-general of Great Britain, saw the Marconi 
company primarily as a potential competitor of the government con- 
trolled telegraph industry and adamantly refused to connect the Mar- 
coni overseas service with the post office telegraph lines. But the oppo- 
sition was overcome with time and no one could prevent Marconi from 
developing ship-to-shore communication, which was a new and hitherto 
unexploited field. 

The attitude of monopolists toward new developments remains am- 
bivalent today. There are many companies which behave as Schumpeter 
suggested when he wrote: “The first thing a modern concern does as 
soon as it feels that it can afford it is to establish a research department, 
every member of which knows that his bread and butter depend on his 
success in devising improvements.”’*° 

But the joker here is the word “modern.” There are monopolistic en- 
terprises, particularly among the older industries, whose research or- 


*° Schumpeter, Capitalism, Socialism and Democracy, p. 96. ¢@ 
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ganization (if it exists) is largely window dressing and where there is in 
fact no genuine interest in radically new products. 

I do not personally believe that it is possible to predict how monopo- 
lists will behave toward a new development except in the light of the 
institutional background of the company and the personal characteris- 
tics of its principal executives. Frequently, I suspect, the reaction de- 
pends more on the personalities of the key entrepreneurs than on the 
formal organization of the industry. This was borne out, for example, 
by the different attitude of President Fish and President Vail of the 
Telephone company toward the wireless telephone.*® And it should also 
be stressed that even under President Fish it was not Western Electric” 
which backed de Forest nor the Bell Telephone Company which fi- 
nanced Fessenden’s early experiments. This support came from new 
concerns and new capital. 


D. The Relation of Venture Capital and New Companies to Innovation 


There were almost no barriers to speculative investment in the period 
under review. In fact, with de Forest it was remarkable how readily he 
succeeded in getting a series of individuals to back him in enterprise af- 
ter enterprise which ended in failure. The inventor of the early 1900’s, 
if he had almost any kind of an idea, and was a good salesman, could 
raise money for a new venture. Of the seeds sown in this fashion there 
was a high percentage of bankruptcies but a few spectacular successes. 
This ready flow of funds was important; for new companies were of 
critical significance in the early history of radio. 

And what of today? Is it still important to have new firms arise to 
take risks in unexplored areas? 

Since the turn of the century our well-established Hines have 
made great strides in their capacity to contribute to the advancement 
of science. The modern industrial research laboratory has made it pos- 
sible for the large concern to move much more freely into new fields. 
Yet I think it will be unfortunate if the translation of scientific advances 
into new products and new industries is left entirely to the great cor- 
porations. Any large, well-established institution almost inevitably 
tends to become somewhat bureaucratic. It develops fields of special 
interest; and no matter how hard it tries to be receptive to new ideas, 
the radical notion and the new risk-taking approach are not always ex- 
ploited. We can expect our great industrial corporations to take sub- 
stantial risks and to be very forward-looking in many areas. But some 

* Vail was put into office by the New “York bankers because he was considered to have 
“sounder” business judgment than -Fish and he was much less interested in “visionary” 
new developments. Nonetheless, basic telephone research developed vigorously and effec- 


tively under Vail’s leadership. 
“ A subsidiary of the American Bell Telephone Company since 1881. 
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of the less obvious developments which are off the beaten track, and 
which are in the highly speculative stage where their potentialities can- 
not be visualized, are still likely to be neglected. 

In the days when American Marconi and NESCO were launched, 
many wealthy individuals were willing and able to put capital into new 
ventures; with tremendous increases in taxation the number of such 
individuals has dwindled rapidly. At the same time, the large corpora- 
tion is in a much more dominant position to restrict entry into its field. 
This suggests that special efforts must be made to ensure a flow of 
capital into new enterprises.” 


E. The Role of Entrepreneurial Leadership in Innovation 


Our review of early radio history has also served to stress the im- 
portance of specialized entrepreneurial skills in the successful launch- 
ing of new ventures. The principal characteristics required were perhaps 
visionary boldness, “narrowness,” aggressiveness, persistence, business 
judgment, salesmanship, the capacity to pick able associates, the dele- 
gation of authority and the ability to inspire loyalty in a working or- 
ganization. This is an unusual collection of skills for any one man to 
possess—-which presumably explains why there are not more innovating 
entrepreneurs. De Forest and Fessenden were highly imaginative in- 
ventors, but their lack of other skills led to their failure as innovators. 

No case has come to my attention in the history of the radio industry 
in which very high inventive talent and the capacity for successful inno- 
vation were combined in one man. There have been such cases, of 
course, in other industries (e.g., Thomas Edison) ;** but it is apparently 
a rare phenomenon. Successful invention seems normally to require in- 
tensive application to the problem which is being tackled, to the tempo- 
rary exclusion of’ all other considerations; it is an egocentric activity 
which, for those gripped by it, is all-absorbing. De Forest and Fessen- 
den were such men. When de Forest was working on a new invention, 
everything else was forgotten. He burned with an intense flame, and 
his success seems to have been a product of brilliant imagination and 
intense application. The pace was so energy-consuming that he could 
not maintain it for long. And during his periods of creative productivity 
the commercial aspects of his enterprises were completely neglected. 
Moreover, de Forest had far more ideas than he was capable of han- 
dling. And both he and Fessenden were gamblers, willing to risk every- 
thing on their particular interest of the moment. 

Marconi, in contrast, succeeded because he was much shrewder 


“The recent establishment of the American Research and Development Corporation is 
an important forward step in this direction. è 
“Though Edison was more successful as an inventer than as an innovator. 
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(and incidentally less creative), of a more equable temperament and 
capable of delegating the formulation of commercial policy to skillful 
business associates. He did not, however, learn for some years how to 
select his associates and to delegate authority; and his enterprises nearly 
ended in failure during the learning process. 

But while all three of the inventor-entrepreneurs whom we studied 
lacked some of the important qualities of entrepreneurial leadership, 
they all possessed a capacity for visualizing important new scientific 
developments. I believe that the careers of such men are particularly 
worthy of study because we have entered an era in which radical 
innovations are likely to be much more intimately connected than in the 
past with advances in the frontiers of knowledge. The challenge of the 
second industrial revolution in which we are now living is to make cer- 
tain that in every industry there is the maximum possible encourage- 
ment to explore new lines of endeavor with imagination and freedom. 

Although we have come a long way since Marconi’s time toward more 
“informed entrepreneurship,’** there has yet to emerge a class of 
“scientific entrepreneurs” who are attempting to apply the latest ad- 
vances in the physical and social sciences to the solution of their 
problems. This will be difficult because some of the success ‘of an 
inventor-entrepreneur like Marconi was due to his “narrowness.” And 
yet this limited vision inhibited him from appreciating the critical 
importance of the wireless telephone—which was perhaps his major 
error. 

I should expect that the scientific entrepreneur of the future will be 
recognized and rewarded for his capacity to “be in on new develop- 
ments” at the proper time. The handling of innovations will be regarded 
as his major task, and he will require a specialized staff to keep him 
informed on the underlying forces affecting the various aspects of his 
enterprise. The determination of cost-price relationships on existing 
products will be delegated primarily to subordinates. And, if he is to 
make use of economic analysis, new tools must be forged for his basic 
needs. 


4 I have borrowed this term from Arthur Cole. 


ECONOMIC IMPLICATIONS OF THE RAILWAY 
CLASS RATE CASE 


By Ropert W. HARBESON* | 


The decision of the Interstate Commerce Commission in what is 
commonly referred to as the Class Rate Case reorganized the existing 
freight classifications and class rate structure of the country, and in 
terms of its economic, legal and political implications is, in the writer’s 
judgment, one of the most important decisions rendered by the Com- 
mission in its sixty-two year history. The Commission’s decision was 
rendered on May 15, 1945 and upon appeal was upheld by the Su- 
preme Court on May 12, 1947.* Before considering some questions of 
theory and policy presented by this decision it may be desirable, for 
the benefit of non-specialists in the field, to review a few facts with 
regard to the construction of freight rates and also with regard to the 
background and provisions of the decision in question. 


I 


Railway freight rates are of three types—class, exception and com- 
modity.* Class rates are those the computation of which requires the 
use of both a freight classification and a freight tariff. The freight classi- 
fication makes no mention of rates but groups practically all the com- 
modities which move by rail into a limited number of classes for rate- 
making purposes. A class rate tariff, on the other hand, makes no 
mention of individual commodities by name but quotes rates in cents 
per 100 pounds between points or groups of points, applicable to each 


* The substance of this paper was presented before the Mid-West Economics Association 
at St. Louis, April 22, 1949. The author is associate professor of economics at the University 
of Illinois. 

1 No. 28300, Class Rate Investigation, 1939; No. 28310, Consolidated Freight Classifica- 
tion, 262 I.C.C. 447 (1945). Supplementary decisions, 264 I.C.C. 41 (1945) and 268 L.C.C. 
577 (1947). Hereafter referred to as the Class Rate Case. Upheld upon appeal, State of 
New York et al. vs. U.S. 65 Fed. Supp. 856 (1946); State of New York et al. vs. U.S., 
331 U. S. 284 (1947). i 


*Some students prefer to group railway rates under two headings, those which are based 
upon a freight classification and those which are hot. The former would include class and 
exception rates, the latter commodity rates. See K. T. Healy, The Economics of Trans- 
portation in America (New York, Ronald Press, 1940), pp. 202-8. See also the Class Rate 
Case, op. cit., p. 562. Another type of rate which is sometimes®distinguished is the column 
rate. This is not, however, a distinct kind of rate but is simply an exception or commodity 
rate which is related to the first class rate scale by fixed percentages. 
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of the various classes in the freight classification. The rates applicable 
to classes other than first are related to the first class by established per- 
centages. 

Exception rates are modified class rates resulting from the use of ex- 
ceptions to the freight classification. Exceptions transfer the ratings 
on specified commodities from one class to another in the classification 
or to some intermediate percentage column, or grant some favorable 
consideration with respect to packing requirements, carload minimum 
weights, etc., not enjoyed by regular class rate shipments. Originally, 
exception rates applied on individual lines and within limited areas but 
in recent years have also been given territory-wide and interterritorial 
application. 

Commodity rates are quoted directly on specified commodities with- 
out reference to the freight classification. They may be of local or 
general application and most commonly are constructed on no system- 
atic basis, but in some instances may be either percentages of the 
corresponding class rates or may be based on separate scales. Com- 
modity rates are ordinarily lower than the corresponding class rates. 

Class rates have been of relatively minor importance in the move- 
ment of carload traffic in recent years. This fact is revealed in a study 
made by the Interstate Commerce Commission, based on a one-day 
sample of waybills collected on September 23, 1942, which showed 
that on that day only 4.1 per cent of the carloads handled moved on 
class rates and 10.7 per cent on exception rates. In terms of carload 
freight revenue class rate traffic on that day accounted for 6.3 per cent 
of the total and exception rate traffic for 16.1 per cent. On the other 
hand, less-than-carload traffic, except in the South, moves predominantly 
on class or exception rates. A study made by the Association of Ameri- 
can Railroads for the week of September 8-14, 1939, showed that for the 
country as a whole approximately 79 per cent of the less-than-carload 
traffic moved on class or exception rates.* Less-than-carload traffic, 
however, constituted only 1.65 per cent of the tons of revenue freight 
originated in 1939. 

There are five major freight rate territories, each with a different 
level and structure of rates. These are known, respectively, as Eastern 
or Official, Southern, Western Trunk Line, Southwestern and Mountain- 
Pacific territories.* There are also three major freight classifications.® 


3 The Class Rate Case, op. cit., pp. 479, 564. 

‘Board of Investigation and Research, Bransportation Act of 1940, Report on Inter- 
territorial Freight Rates, H. D. 303, 78th Cong., ist Sess. (1943), p. 2. Hereafter cited as 
B. I. R., Report on Interterritorial Freight Rates. 

*Each of the five major territories has certain sub-divisions which are recognized in the 
class rate structure. In Official Territory there are New England Zone A (southern New 
England), New England Zone B (northern New England) and Michigan Zone C (northern 
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The Official classification applies in Eastern Territory, Southern classi- 
fication applies in the South, and Western classification in the re- 
mainder of the country. While there is a high degree of uniformity in 
the less-than-carload ratings in the three classifications, diversity is 
the rule in the case of the carload ratings. Likewise, the class rate struc- 
tures in the major rate territories differ from one another in the num- 
ber of classes, the percentage relations of the lower classes to first class, 
the levels of the basic first-class scales and the rates of progression of 
these scales as lengths of haul increase. 

A study made in 1943 by the former Board of Investigation and 
Research, established under the Transportation Act of 1940, showed 
that the scale of first-class rates in the South averaged 39 per cent 
higher than the Eastern Territory first-class scale and that the first- 
class scales in Western Trunk Line, Southwestern and Mountain- 
Pacific territories were from 28 to 84 per cent higher than in the 
East.” This comparison is grossly misleading, however, because of the 
great differences in the relative importance of class rate traffic in the 
various territories. The Interstate Commerce Commission’s 1942 way- 
bill study, referred to above, showed that while 23.3 per cent of the 
carload traffic in Eastern Territory moved on class or exception rates, 
the corresponding percentages in the other territories ranged from 0.8 
per cent to 7.8 per cent. Thus, in all the territories except Eastern, 
class rates are little used and nearly all the carload trafic moves on 
lower commodity rates. A study made by the staff of the Interstate 
Commerce Commission concluded that the average revenue level in 
1939, based on all kinds of rates and corrected for differences in 
lengths of haul and other factors, was from 3 to 5 per cent higher in the 
South than in the East and from 16 to 17 per cent higher in the West 
than in the East.’ 

II 


With the foregoing facts regarding the rate structure in mind it will 
be desirable next to review briefly the considerations which eventually 


Michigan). In Southern Territory the Florida peninsula is a sub-territory. Western Trunk 
Line Territory is divided into four zones for rate-making purposes. As stated in the text, 
the permanent adjustment in the class rate case calls for a single class rate scale in place 
of all existing territorial and sub-territorial class rate scales, except in Mountain-Pacific - 
Territory. There are also three subdivisions of Official Territory with different levels and 
structures of commodity rates. These are New England Territory, Trunk, Line Territory 
(extending as far west as a line from Buffalo to Pittsburgh) and Central Freight Associa- 
tion Territory (comprising the portion of Odficiel Territory west of Buffalo-Pittsburgh 
line). 

"There is also an Illinois Classification, which applies intrastate in Tllinois and has a 
limited interstate application between Illinois and some points®in Wisconsin and Indiana. 


"B.LR., Report on Interterritorial Freight Rates, op. cit., pp. 20, 56, 57. 
SBIR., Report on Interterritorial Freight Rates, op. cit, p. 153. 
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led to the recent notable revision of freight classification and territorial 
rate structures in the Class Rate Case. In the interest of brevity, these 
factors will merely be enumerated without elaboration. 

First, the continuous increase in the average length of freight hauls, 
based upon the cheapening of transportation and the parallel develop- 
ment of mass production industries geared to a national market, have 
greatly increased the importance of interterritorial traffic.’ A study 
made by the Office of Defense Transportation, based upon an examina- 
tion of waybills covering all carload freight originated on May 27 and 
September 23, 1942, showed that 26.3 per cent of the carload traffic 
originated on these two days moved interterritorially.*° 

A second factor, which concerned particularly the relationship be- 
tween Eastern and Southern territories, was the process of railway 
consolidation in the East after 1900, whereby the major trunk lines 
absorbed nearly all the small independent roads which had an impor- 
tant stake in building up north and south traffic in connection with the 
lines in Southern Territory. So long as there were independent roads 
in the East competition among them led to the making of numerous 
low interterritorial commodity rates which in large measure offset the 
handicap which the South would otherwise have by reason of its higher 
class rates and average rate level. By contrast, the eastern trunk lines 
were interested primarily in securing long east and west hauls and in 
fostering the interests of shippers on their lines against competition of 
shippers in other territories. Consequently, after absorbing most of the 
independent north and south roads in Eastern Territory, the trunk 
lines refused to continue the practice of building up north-and-south 
interterritorial traffic by means of low joint commodity rates, and the 
South began to feel severely for the first time the consequences of its 
higher class rates and average rate level. 

In the third place, cost studies in recent years have not substantiated 
the long-held belief that territorial differences in rate levels were justi- 
fied by differences in cost of service. Studies made by the staff of the 
Interstate Commerce Commission in 1930 and 1938, though having 
too many limitations to be conclusive, indicated that costs were slightly 
lower in the South than in the East and only moderately higher in the 
West than in the East, a result confirmed by the more reliable Edwards 


’ See M. S. Heath, The Uniform Class Rate Decision and Its Implications for Southern Eco- 
nomic Development, Southern Econ. Jour., Vol. 12, No. 3 (Jan., 1946), p. 213. 

BIR., Report on Interterritorial Freight Rates, op. cit., p. 4. Of the less-than-carload 
traffic originated on the two days only 15 per cent moved interterritorially. 

"t For further discussiongsee the excellent article by David M. Potter, “The Historical 
Development of Eastern-Southern Freight Rate Relationships,” Law and Contemporary 
Problems, Vol. 12, No. 3 (Summer, 1947), pp. 416-48. 
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cost study in 1939.” Some portions of the data developed in the latter 
study are reproduced in Tables I and II. 


TABLE I.—RELATIVE TERRITORIAL CARLOAD Cost INDEXES, 1939 Basen on 300 Mine HAUL 
(Eastern including New England but excluding Pocahontas= 100) 


Based on Assumed Based on Actual 
Identical Load Average Load 
Out of Fully Out of Fully 
Pocket Distributed Pocket Distributed 
Cost Cost Cost Cost 
Box Cars 


(25-ton load) 
Eastern, including 
New England and excluding 


Pocahontas 100 100 100 100 
Pocahontas 78 66 79 66 
Southern 89 94 90 94 
State of Kentucky 78 75 -— -— 

Southern excluding 

State of Kentucky 90 99 — — 
Western 94 106 93 105 

Gondola and Hopper Cars 


(50-ton load) 
Eastern, including 
New England and excluding 


Pocahontas 100 100 100 100 
Pocahontas 80 63 80 63 
Southern 94 99 100 102 
State of Kentucky 83 77 — -— 

Southern excluding 

State of Kentucky 97 105 — — 
Western 95 109 106 115 

All Carload Traffic 


(identical loads) 
Eastern including 
New England and excluding 


Pocahontas 100 100 100 100 
Pocahontas 78 66 78 66 
Southern 92 96 94. 99 


State of Kentucky — — ees es 
Southern excluding 
State of Kentucky — — ai oo 
Western 94 106 96 108 





Source: Adapted from Class Rate Case, op. cit., pp. 577, 579. Fully distributed cost consists 
of the out-of-pocket cost plus a pro-rata apportionment of the constant césts. The 300-mile 
haul is taken as most closely approximating thę actual average hauls in the three major 
territories in 1939. 


2 Territorial Variation in the Cost of Carload Freight Servige on Steam Railways in the 
United States for the Year 1928, I.C.C. Bureau of Statistics, Statement No. 3018 (1930) ; 
Territorial Variation in the Cost of Carload Freight Service on Class I Steam Railways 
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TABLE IL.—CoMPARISON OF THE Cost OF HAULING THE UNITED STATES, EASTERN, SOUTHERN, 
AND WESTERN CONSISTS OF TRAFFIC IN EACH OF THE SEVERAL TERRITORIES AT THE 
Unit Costs AND ACTUAL AVERAGE LOADS (BY CLASSES OF EQUIPMENT) COMPUTED 

FOR SUCH TERRITORIES, 1939 


(United States average cost= 100) 


Tf Hauled at 
Consist of Traffic United States 
Average Costs 


If Hauled at | If Hauledat | If Hauled at 
Eastern Costs! | Southern Costs | Western Costs 


aaa E | eR |, ++ +17 re NA 


United States Consist 100 102 101 110 


Eastern Consist® 100 101 101 111 
Southern Consist 100 102 i0i — 
Western Consist 100 102 — 108 


a Eastern includes New England but excludes Pocahontas. 
Source: Class Rate Case, op. cit., p. 581. 


A fourth consideration has been the desirability of simplifying both 
the rate structure and the task of regulation. The rise of motor com- 
petition and, to a lesser extent, water and pipe line competition, has 
undermined the principle of discriminatory pricing embodied in freight 
classifications and has led to a widespread flight from class rates. The 
Interstate Commerce Commission’s study of a one-day sample of way- 
bills in 1942, previously referred to, showed that for the country as a 
whole class rates moved only 4.1 per cent of the carload traffic and 
that, except in Eastern Territory and in a few interterritorial move- 
ments the use of class rates was negligible. The resulting overwhelming 
reliance upon exception and commodity rates unnecessarily complicates 
the rate structure, opens the door to inequitable rate relationships and 
makes unnecessarily difficult the task of regulation. A further complica- 
tion arises from the co-existence of through interterritorial class rates 
governed by a single classification and intraterritorial class rates gov- 
erned by three different classifications.** While simplification of the rate 





in the United States for the Calendar year 1936, I.C.C. Bureau of Statistics, Statement 
No. 3812 (1938); Rail Freight Service Costs in the Various Rate Territories of the United 
States, Senate Doc. No. 63, 78th Congress, ist Sess. (1943). For a summary and discussion 
of these studies see B.I.R., Report on Interterritorial Freight Rates, op. cit., Chap. 9. 

«From a practical standpoint, unification of ratings would remove serious complica- 
tions, encountered in border areas where classification territories adjoin, in connection with 
through interterritorial rates governed by one of the classifications. So long as there were 
no such rates, particularly class rates, as was predominantly the situation before 1928, 
differences between the classifications presented comparatively few tariff problems, because 
the through rates were made by combining rate factors to and from the territorial gate- 
ways, and the application of a rating to one factor different from that governing the other 
caused little difficulty. But the advent of, interterritorial class rates, governed by a single 
classification, created complicated tariff problems, numerous instances of undue prejudice 
and preference, departures from the long-and-short haul and aggregate of intermediates 
provisions of section 4 of the act, and rates different in opposite directions between the 
same points. ; 

“The situation gave rise to many complaints, required the granting of relief from section 
4, called for the prescription of the rates in effect in one of the territories as the minimum 
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structure cannot be pushed very far because of probable undesirable 
reactions upon the volume of traffic, a single classification and a class 
rate scale which would move a substantial proportion of the total 
traffic would help to eliminate unnecessary complexities in both the 
rate structure and the task of regulation. 

Fifth, the Class Rate Case was a logical and necessary outgrowth of 
a series of decisions by the Interstate Commerce Commission between 
1925 and 1938 which brought about the establishment of uniform per- 
centage relationships between the classes in each of the three classifica- 
tions and the establishment of unified class rate scales on a distance 
basis within the various territories and of both distance scales and key 
rates for interterritorial class rate traffic. However, in the Commis- 
sion’s words, “The nature and sequence of these proceedings did not 
permit a simultaneous harmonization or integration of the several intra- 
territorial class-rate structures.’”** It remained for the Class Rate Case 
to deal with the question of the lawfulness of the relative levels of intra- 
and inter-territorial class rate scales. 

Sixth, it is likely that the Class Rate investigation may have been 
undertaken in part in response to strong agitation by public bodies and 
shippers’ organizations, especially in the South, against what they 
deemed to be an unreasonable and prejudicial class rate structure. 
While it appears that there had been occasional complaints concerning 
territorial class rate relationships, at least between the East and South, 
for many years, the period of concerted and widespread attacks dates 
from the early 1930’s. One response to this discontent was the appear- 
ance of several studies by the research department of the Tennessee 
Valley Authority and by the Board of Investigation and Research, 
created by the Transportation Act of 1940, which were critical of 
existing territorial and interterritorial rate relationships.’ It may be 
noted in passing that two of the TVA studies were prepared under the 
direction of Mr. J. H. Alldredge, who later as a member of the Inter- 





basis, and necessitated the resort to supplementary distance scales of rates in order to 
avoid excessive differences between intra-territorial rates to border points and interterri- 
torial rates to points just beyond the border.” See the Class Rate Case, op. cit., pp. 503-4. 


4 Southern Class Rate Investigation, 100 I.C.C. 513 (1925); Consolidated Southwestern 
Cases, 123 I.C.C. 203 (1927); Western Trunk Line Class Rates, 164 I.C.C. 1 (1930); 
Eastern Class Rate Investigation, 164 I.C.C. 314 (1930); Lake and Rail Class and Com- 
modity Rates, 201 I.C.C. 101 (1935); Western-Southern Class Rates, 266 I.C.C. 497 (1938). 
There were one or more supplemental reports in each of the foregoing cases. 


18 The Class Rate Case, op. cit., p. 688. 


The TVA studies are: The Interterritorial Frerght Rate Problem of the United States, 
H.D. 264, 75th Cong., ist Sess. (1937); Supplemental Phases of the Interterritorial Freight 
Rate Problem of the United States, H.D. 271, 76th Cong., istgSess. (1939); Regzonalized 
Freight Rates: Barrier to National Productiveness, H.D. 137, 78th Cong., Ist Sess. (1943). 
For complete citation of the Board of Investigation and Research Study, see supra, note 4. 
For another criticism see First Annual Report of Federal Coordinator of Transportation, 
Senate Doc. No. 119. 73rd Cong.. 2nd Sess. (1934). p. 29. 
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state Commerce Commission actively supported the Commission’s ac- 
tion in the Class Rate Case.” 

On another front the Department of Justice and the State of Georgia 
sought to bring about a revision of the existing rate structures indi- 
rectly by attacking the rate bureau machinery used by the carriers in 
initiating rates as being in violation of the antitrust laws.** The con- 
troversy also spread into political channels. A number of bills were 
introduced into Congress in 1939 providing for the establishment of 
interterritorial rates on the basis prevailing in the destination ter- 
ritory, thereby favoring those who shipped from the higher rate level 
South and West to the lower rate level East.” Following the publication 
of the Report on Interterritorial Freight Rates by the Board of In- 
vestigation and Research in 1943 no fewer than sixteen bills calling for 
the establishment of a uniform classification and class rate structure 
were introduced into the 78th Congress, none of which, however, be- 
came law.” Meanwhile, the Interstate Commerce Commission in various 
cases, notably the so-called Southern Governors’ Case of 1939, reduced 
the rates on a number of commodities moving from the South to East- 
ern Territory substantially to the level prevailing in the latter area.” 


“Tt is also worthy of note that the attorney for the Southern Governors’ Conference 
has been quoted as saying that, in his opinion, had it not been for the efforts of Commis- 
sioner Alldredge it was very doubtful whether the Commission would have taken the 
position which it did in the Class Rate Case. See R. A. Lively, The South in Action: A 
Sectional Crusade Against Freight Rate Discrimination (Chapel Hill, Univ. of North 
Carolina Press, 1949), p. 81. 


3 U.S. vs. The Association of American Railroads, et.al., 4 F.R.D. 510 (D.C. Neb., 1945); 
State of Georgia vs. the Pennsylvania R.R. Co., et al., 324 U.S. 439 (1945). The latter 
suit is now being heard before a special Master appointed by the Supreme Court. The 
status of both suits is now uncertain in view of the passage on June 17, 1948, of the 
so-called Bulwinkle bill, whereby rate bureau activities were placed under the supervision 
of the Interstate Commerce Commission and, to the extent approved by the Commission, 
are exempted from the operation of the antitrust laws. See Public Law 662, 80th Cong., 
2nd Sess. 


See Hearings, 76th Cong. Ist Sess., on Senate Res, 99, Senate 126, Senate 137, Senate 
1483, Senate 158, Senate 1299, Senate Joint Res. 27. 


"For a list of these bills and of others introduced into the 79th Congress, see R. A. 
Lively, op. cit., pp. 63n, 64n, 65n, 


* Brick and Clay Products in the South, 88 I.C.C. 543 (1924); American Distillery Co. 
vs. A.C. and F. Ry., 140 LC.C. 633 (1928); Krupp Foundry Co. vs. Southern Ry., 148 
I.C.C. 743 (1928); 156 I.C.C. 415 (1929); Hosiery from Southern Points, 156 J.C.C. 
(117) (1929); Cullet in Southern Territory, 169 I.C.C. 153 (1930); Eastern Tanners Glue 
Co. vs. Southern Ry., 171 I.C.C. 213 (1930); Stone, Marble and Slate from or to Southern 
Points, 183 I.C°C. 611 (1932); Muscle Shoals White Lime Co. vs. Akron and Barberton 
R.R., 205 I.C.C. 273 (1934); Coke from Alabama and Tennessee to Central Territory, 208 
LCC 281 (1935), 215 LC.C. 384 (1936)* Sugar from Gulf Port Groups to Northern 
Points, 234 I.C.C. 247 (1939); State of Alabama vs. N.Y. Central R.R. (the Southern 
Governar? Case), 235 LGC. 255 (1939), 237 LCC. 515 (1940); Alabama Byproducts 
Corp. vs. Ahnapee and Western Ry., 256 I.C.C. 649 (1943). In other instances rates from 
the South to the North were reduced so that they exceeded the northern level by 10 per 
cent or less. See the Class Rate Case, op. cit., pp. 603-4. 
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Seventh, and finally, certain additions to the law made by the Trans- 
portation Act of 1940 presaged the Class Rate Case. One provision 
amended Section 3 of the Interstate Commerce Act to extend the 
prohibition against undue preference and prejudice to include “regions 
districts, and territories.” The Commission interpreted this amendment 
as broadening the legal concept of discrimination to include regions, 
districts and territories as separate entities apart from individual ship- 
pers or localities within those areas. Another provision was a new 
Section 5(b) of the Transportation Act of 1940, directing the Com- 
mission to investigate the rates on manufactured products, agricultural 
commodities and raw materials within and between the classification 
territories to determine whether such rates were unreasonable or other- 
wise unlawful and to order the removal of any unlawfulness found to 
exist. The Commission notified Congress that the investigation leading 
to the Class Rate decision was to be considered as being a proceeding 
under this special legislation. The Commission also took note of a clause 
in the statement of National Transportation Policy in the Transporta- 
tion Act of 1940, declaring the purpose of Congress to be “to encourage 
the establishment and maintenance of reasonable charges for transporta- 
tion services without unjust discriminations, undue preferences or ad- 
vantages, or unfair or destructive competitive practices.” 


Til 


With the foregoing background in mind, the decision in the Class 
Rate Case may now be summarized. The Case consisted of two allied 
proceedings heard and submitted together. Both were investigations on 
the Commission’s own motion begun in 1939, one relating to the freight 
classifications and the other to the various class rate scales. The findings 
were combined in a single decision which was in three parts. First, the 
carriers were directed to prepare a uniform classification for the entire 
country to replace the existing classifications. It is to have thirty classes 
ranging from four times first class to 13 per cent of first class, as com- 
pared with the seven to twelve classes of the present classifications. 
Second, a uniform class rate scale was prescribed to replace the existing 
class rate scales except in Mountain-Pacific Territory and between 
that territory and the rest of the counry, and except as the present 
scales apply to rail-and-water coastal service or relate to arbitraries for 
short and weak lines. This new scale was approximately 16 per cent 
above the Eastern Territory scale as it stood at the time of the decision, 
and was on a level about half-way hetween that scale and the average 
of the other then-existing territorial class rate scales. It is to take effect 
simultaneously with the adoption of the new upiform classification. 
Third, in order to bring about some degree of uniformity during the 
considerable period which will elapse pending the establishment of the 
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new rate scale and classification an interim order provided that class 
rates were to be increased 10 per cent in the East and reduced 10 
per cent in the other territories and interterritorially. 

Before analyzing the decision, it may be desirable first to review 
briefly the basic theoretical considerations involved in the regulation of 
rates. Broadly speaking the issue is the same as that of free trade versus 
protection in the international field. One policy calls for a level and 
structure of transportation rates which would be consistent with an 
allocation of resources between industries and regions according to 
competitive pricing principles. The other policy calls for rates which 
would assist in the attainment of so-called social welfare objectives, 
such as the decentralization of industry and population for military or 
other reasons, the promotion of regional self-sufficiency as against ter- 
ritorial specialization, assistance to those types of industry or agricul- 
ture regarded as important in particular regions, and the like. The 
first policy calls for rates equated as nearly as possible to the marginal 
cost of transportation service for all commodities and hauls; the other 
policy disregards considerations of cost in so far as necessary to attain 
the stated objectives. 

The policies of the Interstate Commerce Commission with respect 
to rate regulation have not been completely consistent, and it is unlikely 
that much consideration has been given to the broader theoretical 
implications of the alternative policies. However, the Commission’s 
decisions have harmonized predominantly with the first of the foregoing 
policies, though with important exceptions. Probably the principle con- 
sideration preventing complete reliance upon the competitive price 
principle is that this principle precludes resort to rate discrimination of 
any type, whereas under conditions which ordinarily prevail in the 
railway industry, rate discrimination according to the value of service 
principle is essential in order to secure full utilization of plant and 
the economies of scale, and thereby the lowest unit cost of service. Like- 
wise, it has not been found feasible to adhere to the competitive price 
principle in the policies adopted with respect to the strong-and-weak 
road problem. 

The permanent adjustment provided in the Class Rate Case, if it 
succeeds in developing the expected increase in the proportion of class 
rate traffic, will materially assist in bringing about a location of eco- 
nomic activity in harmony with competitive pricing principles. It will do 
so in two Ways: first, by removing territorial differences in class rate 
scales not justified by differences in cost of service, and, second, by 
replacing the three territorial classifications with a single classification. 
By way of explanatign of the latter point it may be noted that although 
the rate discrimination implicit in the freight classification interferes 
with a competitive allocation of resources as between industries, the use 
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of a single classification helps to remove the geographical distortion in 
the development of a given industry which may result when different 
regional classifications are used. 

On the other hand, the Class Rate Case departed from strict adher- 
ence to cost standards in two respects. First, the evidence showed that 
over-all costs in the West were from 6 to 10 per cent higher than in the 
East, excluding the Pocahontas Region, depending upon the consist of 
traffic used in making the comparison, and were as much as 15 per 
cent higher than in the East in the case of traffic moving in gondola 
and hopper cars (see Tables I and II). There is room for reasonable 
difference of opinion as to whether a difference in cost of this amount 
should be reflected in territorial rate levels, especially since greater 
differences in cost within each of the territories are ignored. The point 
need not be pressed, however, in view of developments subsequent to 
the decision. A revision of the Interstate Commerce Commission’s cost 
data as of January 1, 1948 reveals that the costs in the East, excluding 
Pocahontas, are markedly higher than in the South and West, a situa- 
tion reflected in the larger increases in rates prescribed for the Eastern 
than for the other districts in the recent increased rate cases” (see 
Table III). However, as will be explained below, future changes in 


TABLE ITT.——RELATIVE TERRITORIAL CARLOAD Costs AS OF JANUARY 1, 1948—Basep on 300 
MILE HAUL AND ACTUAL AVERAGE LOADS FOR EACH TYPE OF EQUIPMENT AND ACTUAL 
AVERAGE WEIGHT TRAINS IN THE RESPECTIVE TERRITORIES 


(Eastern district costs = 100) 


Out of Pocket Cost Fully Distributed Cost 


Typ e of Poca- Poca- 
Equipment | Eastern hontas Southern| Western | Eastern håntas Southern! Western 
District® 


Region Region | District | District® Region Region | District 
Box 100 64 79 78 100 62 | 83 85 
Flat 100 57 71 67 100 56 77 75 
Gondola and _ 

Hopper 100 67 93 95 100 63 95 98 
Tank 100 74 91 98 100 ‘69 92 100 
Stock 100 57 66 91 100 56 70 93 
Refrigerator 100 70 93 79 100 68 93 83 


a Eastern District includes New England and excludes Pocahontas. 

Source: Computed from Rail Carload Costs, By Territories As of January 1, 1948, Inter- 
state Commerce Commission, Bureau of Accounts and Cost Finding, Statement No. 3-48, 
November 1948. 


"2 Kx Parte No. 148 Increased Railway Rates, Faves, and Charges, 1942, Ex Parte No. 
162 Increased Railway Rates, Fares, and Charges, 1946, 264 1.C.C. 695 (1946), 266 LC.C. 
537 (1946); Ex Parte No. 166, Increased Freight Rates, 1947, 270 I:C.C. 93 (1948), 270 
LC.C. 403 (1948); Ex Parte No. 168, Increased Freight Rates, 1948, 272 I.C.C, 695 (1948). 
In the last of the above proceedings the increase within the East, within the South and 
between the East and South was 6 per cent as ‘compared with 4 and 5 per cent on other 
traffic. 
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territorial cost relationships may give rise to a difficult question of 
policy. 

A second respect in which the decision departed from cost standards 
was in failing to make provision for continuing the higher rate levels 
prescribed earlier for New England, Northern Michigan and the 
Florida peninsula to reflect the higher cost of service in those areas. 
The provision of a scale of arbitraries to supplement the uniform class 
rate scale for movements in the foregoing areas would have promoted 
to a greater degree than does the rate structure actually prescribed a 
location of economic activity in harmony with the principle of com- 
parative advantage. It should also be recalled in this connection that 
the decision did not integrate the class rate structure of Mountain- 
Pacific Territory with that of the rest of the country. 

Apart from the foregoing there remain several obstacles to the 
achievement of a rate structure in complete harmony with competitive 
pricing principles. First of all, the structure of exception and com- 
modity rates would have to be revised on principles similar to those fol- 
lowed with respect to class rates.” Such a step would, however, be likely 
to provoke intense opposition because it would remove the remaining 
protectionist features of the territorial rate structures. Important in- 
terests in the South objected to the equalization of class rates partly 
because this step removed some of the protectionist features of the 
Southern rate structure but principally because they foresaw that it 
would be a precedent for further action in the same direction.** The 
majority of the Commission in the Class Rate Case admitted that proper 
weight would have to be given to “the fact that an important percentage 
of both intraterritorial and interterritorial traffic is transported at ex- 
ception or column rates which might be affected if class rates are sub- 
stantially changed.”” Nor did they deny the charge of dissenting Com- 
missioner Porter that “if a general cost study such as the one upon this 
record can be and is used as the vehicle for forcing uniformity in class 
rates, the same study can and probably should be used as an excuse for 

* The adoption of a uniform classification will of itself reduce in some measure the 
present territorial differences in the structure of exception rates. 


See the Class Rate Case, op. cit., p. 615. See also D. P. Locklin, “Can Existing Re- 
gional Differences in Class-Rate Levels be Justified?,” Law and Contemporary Problems, 
Vol. 12, No. 3 (Summer, 1947), pp. 505-6. The protectionist features of the Southern rate 
structure have been enumerated as follows: relatively low intraterritorial rates on raw 
materials shipped to southern factories, relatively low interterritorial rates on southern 
manufactures, telatively high interterritorial rates on southern raw materials and semi- 
processed commodities (thereby giving additional protection to southern manufactures), 
low interterritorial rates on raw materials and supplies from the North to the South, and 
high interterritorial class rates applied primarily to shipments of northern manufactures 
into the South. See Heaths op. cit., p. 233. 


3 The Class Rate Case, op. cit., p. 570. 
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forcing uniformity in all rates, exception and commodity rates in- 
cluded.’’** Although the Commission may hesitate to act because of 
the magnitude of the task and possible political repercussions, the 
writer believes that ultimately it will and should undertake a revision 
of exception and commodity rates, not only to remove -the protectionist 
features of the rate structure but also to maintain carrier revenue and 
to eliminate instances of undue preference and prejudice in relation to 
traffic moving on the new class rates. 

Second, in order to bring about a localization of economic activity 
in harmony with competitive pricing principles the pattern of exception 
and commodity rates, like that of class rates, would have to be sub- 
stantially uniform throughout the country.” Such a pattern of rates 
would, however, conflict with the attainment of another desirable ob- 
jective of regulation, namely, the attainment of full utilization of plant 
and the economies of scale and hence the lowest unit cost of service. This 
is because the kind and degree of discrimination necessary to attain the 
Jatter objective varies with the consist of traffic and the degree of un- 
utilized capacity, and there are significant variations between the car- 
riers in the different territories in both of these respects.” Hence, if 
a uniform pattern of class rates is to be established throughout the 
country the variety and flexibility in rate structures necessary to attain 
full utilization of plant and economies of scale will have to be secured 
by means of regional variations in the pattern of exception and com- 
modity rates at the expense of some distortion in the geographical 
development of particular industries. 

Third, even though a geographical development of economic activity 
in harmony with competitive pricing principles should be attained by 
the establishment of a uniform pattern of class, exception and com- 
modity rates discrimination between commodities would remain and 


“ The Class Rate Case, op. cit., p. 719. 
“ Except, of course, rates on traffic in one territory for which there is no counterpart 
in the other territories. 


3 This is not, of course, a defense of the existing territorial differences in the transpor- 
tation burden, nor does it imply that a different territorial distribution is necessarily re- 
quired as between class rate traffic as a whole and commodity rate traffic as a whole, or 
as between manufactured articles as a group and other commodities. Hence, it is not in 
conflict with the findings of the Board of Investigation and Research in its Report on 
Interritorial Freight Rates, op. cit., Chap. 10. After emphasizing that there was a high 
degree of uniformity in the rate structures within each of the rate territories despite the 
fact that the differences in both consist of traffic and traffic density as* between roads 
within,a given territory were far greater than the differences between the territories in 
these respects, the Board concluded that “it cênnot be said that the lesser regional differ- 
ences now existing require a different rate policy and different distribution of the trans- 
portation burden, This does not mean that complete uniformity in the rate structure is 
desirable, but merely that the present regional differences are not a necessary consequence 
of either differences in the composition of traffic or in density of traffic” (p. 309). 
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would interfere with a competitive allocation of resources as between 
industries in a given region. Yet it is elementary that under the condi- 
tions which ordinarily prevail in the railway industry discrimination 
of this type is essential to the attainment of full utilization of plant and- 
the economies of scale and thereby the lowest unit cost of service. This 
difficulty has been considerably mitigated, however, by the impact of 
motor and other forms of competition upon railway rate making. As a 
result of this competition, weight-density and other cost elements now 
play a dominant rôle in freight classification, and so-called value of 
service considerations play a smaller part than formerly.” The problem 
might be solved by resort to government ownership and the adoption of 
the scheme proposed by Hotelling and others according to which rates 
would be equated to a marginal cost, and the fixed costs, to the extent 
that they are not covered by the rates, would be met by non-shiftable 
taxes.” This proposal, however, has difficulties and limitations of its 
own which cannot be taken up here. 

Finally, as already noted, it has not been found feasible to adhere to - 
the competitive price principle in the policies adopted with respect to 
the strong-and-weak road problem. Shippers having access to strong 
roads have been required to pay higher rates than would otherwise be 
required in order that shippers located on weak lines may be provided 
with adequate service. This problem can be and has been mitigated 
in some measure by the continuing process of reorganization and 
abandonment and, in some instances, by consolidation." 


IV 


Before concluding this analysis of the Class Rate Case, two features 
of the Supreme Court decision upholding the Commission deserve a 
brief comment. These aspects of the Court’s decisions have received 
little attention, at least from economists, although they are of great 
importance because of their bearing upon the permissible scope of the 
Commission’s control over the rate structure. 


"The Class Rate Case, op. cit., p. 482.. 


See A. P. Lerner, “Statics and Dynamics in Socialist Economics,” Econ. Jour., Vol. 
47, No. 186 (June, 1937), pp. 253-70, and Harold Hotelling, “The General Welfare in Rela- 
tion to Problems of Taxation and of Railway and Utility Rates,” Econometrica, Vol. 6, 
No. 3 (July, 1938), pp. 242-69. For a criticism of the Lerner-Hotelling thesis see R. H. 
Coase, “The Marginal Cost Controcersy,” Economica, Vol. 13, N.S., No. 51 (August, 1946), 
pp. 169-82. 


“` Consolidation is a solution only i those instances where it results in removing the 
causes of the weakness of weak lines, by providing them with important new traffic 
connections or other benefits. Consolidation is not a solution if it merely results in strong 
roads being allowed to earn more than necessary in order that a portion of the excess 
earnings may be used to enable weak roads to operate at lower rates than their cost 
conditions dictate, or to forestall the reorganization or abandonment of weak roads, 
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The first point is that the Court clearly established the Commission’s 
authority to eliminate unjust discrimination by resort to section 15 of 
the Interstate Commerce Act without the necessity of first finding that 
the same carrier or carriers controlled the rates involved and were 
therefore able to remove the discrimination by their own action. Section 
15 empowers the Commission, upon finding that a rate is unreasonable 
or unjustly discriminatory, to prescribe the reasonable rate or the 
maximum or minimum rates or both. This holding of the Court re- 
quires a brief explanation. Heretofore, in order to establish a finding 
of undue preference and prejudice under section 3 of the act, it was not 
sufficient merely to show that the localities concerned were competitive 
and that they were injured by a rate relationship which was incon- 
sistent with the governing criteria of rate making. Under the doctrine 
of the so-called Ashland Fire Brick Case it was also necessary to show 
that the same carrier or carriers controlled both the allegedly preferen- 
tial and allegedly prejudicial rates, in the sense of being able to alter 
the relationship by their own action.* If the relationship resulted from 
the independent action of different carriers, no relief could be afforded 
under section 3. Consequently there were many instances of unjust 
discrimination which the Commission was powerless to eliminate under 
this section of the law. 

The original reason for the Ashland rule was the Commission’s lack 
of power to prescribe minimum rates. Where rates alleged to be unduly 
preferential or prejudicial were independently established by different 
carriers the Commission could reduce a rate found to be unjustly high 
but neither it nor the carrier whose rate was thus reduced could prevent 
the carrier controlling the other rate involved in the relationship from 
correspondingly reducing that rate and thus continuing an unjustly 
discriminatory relationship. It might be supposed that the grant of the 
minimum rate power in the Transportation Act of 1920 closed this gap 
in the Commission’s authority, but such proved not to be the case. 
In a decision rendered soon after the passage of the latter measure the 
Supreme Court held that the scope and purpose of section 3 had not 
been changed.** Thus, in the eyes of the law discrimination continued 
to be defined not as a difference in rates unjustified by differences in 

transportation conditions but unequal treatment by the same carrier 
or carriers. This doctrine was a logical counterpart of the traditional 
2 Ashland Fire Brick Co. vs. Southern Ry., 22 1.C.C. 115 (1911). ° 


33 “Carriers can be held .. . responsible for unjust discriminations only if each carrier has 
participated in some way in that which causes the unjust discrimination . .. What Congress 
sought to prevent by that section (section 3), as originally enacted, was not differences 
between localities in transportation rates, ... but unjust itis A between them by 
the same carrier or carriers. Neither the Transportation Act, 1920... nor any earlier 
amendatory legislation has changed, in this respect, the purpose or Scone of section 3.” 
Central R.R. of N.J. vs, U.S., 257 U.S. 247 (1921) at p. 259. 
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view that in regulatory matters carriers should be dealt with as in- 
dividual entities and that considerable latitude should be given the 
carriers.in making competitive rate adjustments. However, as one writer 
puts it, “It must seem an irrelevant question to the shipper suffering 
under a high rate, whether or not the carriers serving both him and his 
more generously treated competitor are under common control,”** and 
it also seems anomalous that under the Act of 1920 the carriers should 
be treated as a whole or in large groups for purposes of preserving 
revenue while they continued to be treated individually in matters of 
discrimination.** 

Encouraged by what it interpreted as a shift in viewpoint on the part 
of the Supreme Court, the Commission in several cases decided in the 
late 1920’s attempted to deal with instances of discrimination which 
the Ashland rule, if strictly interpreted at least, would prevent it from 
reaching.” However, when the Supreme Court again passed upon this 
issue in 1933 it held that the Ashland rule was still controlling.** 

Despite this setback the Commission in the Albany Port Differential 
Case in 1936 again resorted to a broader interpretation of its power to 
control discrimination.*® In rejecting the defense of the carriers that 
they could not be charged with discrimination because individually they 
were unable to alter the rate relationship involved in the complaint, the 
Commission expressed the view that the rate structure was not a 
“loose aggregation of separately established rates, but a single entity 
composed of interrelated rates,” for which the carriers could be held 
collectively responsible.“ It would appear that the effect of this holding 
is largely, if not completely, to nullify the Ashland rule. The Commis- 
sion relied upon this decision to support its action in the Class Rate 
Case. 

It was to be expected, therefore, that when the latter case was ap- 
pealed to the Supreme Court it should be contended that the Com- 
mission’s action violated the Ashland rule and hence was invalid. The 

**H. C. Mansfield, “The Minimum Rate Power and the Control of Carrier Competi- 
tion,” Yale Law Journal, Vol. 45, No. 8 (June, 1936), p. 1411. 


ST, L. Sharfman, The Interstate Commerce Commission (New York, The Common- 
wealth Fund, 5 vols., 1931-37), Vol. 3B, p. 634. 

"6 17.8. vs. Illinois Central R.R. Co., 263 U.S. 515 (1924); C.L. and L. Ry. vs. U.S. 
270 U.S. 287 (1926). 

* Galveston Commercial Assn. vs. G. H. and S. A., Ry. Co., 100 I.C.C. 110 (1925), 128 
I.C.C. 349 (1927), 160 LC.C. 345 (1929); Oswego vs. B. and O. R.R. Co., 146 LCC. 
293 (1928), 151 LC.C. 717 (1929); Duluth Chamber of Commerce vs. C. and NW. Ry. 
Co., 156 I.C.C. 156 (1929); Inland Empire Mfrs. Assn. vs. Abilene and Southern Ry. Co., 
165 T.C.C. 53 (1930). 

8 Texas and Pacific Ry, Co. vs. U.S., 289 U.S. 627 (1933). 

” Albany Port District Comm. vs. Alhnapee and Western Ry. Co., 219 I.C.C. 151 (1936). 

® Ibid., p. 172. 
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Court did not find it necessary to pass upon the merits of this contention, 
but merely held that where the Commission in seeking to remove un- 
just discrimination acted under section 15, the Ashland rule was not 
controlling.** This holding was also defended as necessary to give effect 
to the 1940 amendment to section 3, which extended the prohibition 
against undue preference and prejudice to include regions, districts, and 
territories.*? Adherence to the Ashland rule would have prevented the 
Commission from dealing with most instances of this type of discrimina- 
tion, since individual carriers could seldom be held responsible for the 
rate relationships involved. In the words of Mr. Justice Douglas: 


If the hands of the Commission are tied and it is powerless to protect 
regions and territories from discrimination unless all rates involved 
in the rate relationship are controlled by the same carriers, then the 
1940 amendment to section 3 (1) fell far short of its goal. We do not 
believe Congress left the Commission so impotent.’’** 


The result of this holding is to close an important gap in the Com- 
mission’s power to control rate relationships. More fundamentally, it 
will probably result in greatly narrowing the latitude which has hitherto 
been given the carriers to compete for traffic by establishing rate rela- 
tionships based upon value of service rather than cost-of-service con- 
siderations. Confronted with complaints of undue preference and 
prejudice arising from competitive rate making of this sort and no longer 
able to dodge the issue by invoking the Ashland rule, the Commission 
will almost inevitably be compelled to fall back upon cost comparisons 
in reaching its decisions. This increased reliance upon cost of service 
and the correspondingly reduced scope for competitive rate adjustments 
will have further important consequences. It will not only affect the 
fortunes of individual carriers and change the general pattern of 
economic development of the country but will also necessarily place the 
responsibility for these matters in the hands of the Commission to a far 
greater extent than formerly.** 


“The Court has recently upheld similar action by the Commission under section 15 
where the Ashland rule was again invoked and where the alleged discrimination was be- 
tween individual localities within a region rather than between regions, as in the present 
case. See Ayrshire Collieries Corp. et al. vs. U.S., 335 U.S., 573 (1949). 


“This holding has created some confusion and uncertainty concerning the Court’s 
notion of what constitutes discrimination. It seems to imply that by the 1940 amendment 
to section 3 Congress established a new test or standard of discrimination, despite an 
explicit statement to the contrary by Justice Douglas earlier in his opinion. The matter 
is of little practical significance, however, in view of the free hand given the Commis- 
sion in the present case to remove unjust discrimination by resort to section 15. 

8 State of New York et al. vs. U.S., 331 U.S., 284 (1947), at pp. 342-43. 

“The only important remaining limitation on the Commission’s control of the rate 
structure, to the writer’s knowledge, is the so-called rule of Northern Pacific Ry. vs. 
North Dakota, 236 U.S. 585 (1915). Under this decision the Commission may not require 
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The second important holding of the Court, which is closely related 
to the first, is an extension of the doctrine that the Commission may 
raise rates under the minimum rate power in order to remove unjust 
discrimination, even though the rates in question are compensatory and 
involve no threat of a rate war. The basis for this holding is the well 
established doctrine that there is a zone of reasonableness in the fixing 
of rates and that rates may be within such a.zone and yet result in 
undue preference and prejudice.** This doctrine has been frequently 
applied in establishing relationships between individual rates and 
groups of rates, but so far as the writer is aware the present case is 
the first in which it has been applied to an entire territorial level of 
rates. The justification for applying this doctrine in the case of in- 
dividual rates is the lack of an absolute standard of reasonableness 
in such instances, since the presence of joint and overhead costs makes 
the full cost of individual hauls indeterminate. In the case of an entire 
level of rates, however, cost of service does provide an absolute stand- 
ard of reasonableness. Hence, in this instance resort to the relative 
standard implicit in the nation of a zone of reasonableness cannot be 
justified on the same grounds as when it is used in connection with in- 
dividual rates. So far as the writer can determine, the use of this doc- 
trine in rate level cases merely serves to rationalize a policy of protect- 
ing high cost lines or high cost areas. 

Whether it was so used in the Class Rate Case is a question which 
divided both the Commission and the Supreme Court, but, as previously 
noted, in the light of subsequent developments the issue need not be 
pressed. However, the majority of the Court admitted that had the 
rate of return in the East been substantially above that in the South 
and West it could not have upheld the increase in rates which the 
Commission prescribed in the East, even in order to remove discrimina- 
tion. It is not unlikely, therefore, that. the issue between the absolute 
and relative standards of reasonableness will have to be squarely faced 
in some future rate level case. In short, the interregional approach 
adopted in the Class Rate Case may create a new rate-making prob- 
lem—a strong-and-weak territory problem analogous to the strong- 
and-weak road problem, but with the addition of potentially explosive 
political complications. 

There has been much speculation concerning the nature and extent 


the establishmént of rates which do not cover the out-of-pocket or assignable expenses 
plus a ‘fair apportionment” of the constant expenses other than return on capital. This 
is a higher minimum than the carriers in many instances find it profitable to establish 
voluntarily, and unduly limits the scope that may be given to the value of service 
principle in rate regulatiog. 

US. vs. Illinois Central R.R. Co., 263 U.S. 515 (1924);,U.S. vs. Chicago, Milwaukee, 
St. Paul and Pacific R.R. Co., 294 U.S. 499 (1935). 
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of the influence which the Class Rate Case will have on regional eco- 
nomic development. Considerable uncertainty surrounds the answer to 
this question, partly because time is necessarily required for the new 
rate adjustment to work out its effects, but primarily because it is only 
one of a number of important factors shaping regional economic de- 
‘velopment. But, in the writer’s opinion, there can be little doubt that 
two features of the decision, namely, the interregional approach to the 
problem of rate regulation and the heavy reliance upon cost evidence, 
will prove to be of great significance. 


THE VARGA CONTROVERSY 
By Evsey D. Domar* 


Tm another moment Alice was through the glass, and had jumped lightly into the looking- 
glass room.—Lewis Carroll: Through the Looking-Glass. 


I 


Soviet criticism of Varga’s latest book—Changes in the Economy of 
Capitalism Resulting from the Second World War'—has performed for it 
the services of a Boston Board of Censors. For three years the book has 
been discussed in the press and in the professional journals of several 
countries, and the whole controversy has gradually acquired the magnitude 
of a cause celébre. 

Academician Eugene S. Varga was born in Budapest in 1879 and studied 
at the Universities of Budapest (Ph.D., 1909), Berlin and Paris. Having 
joined the Hungarian Social Democratic party in 1906, he entered the 
short-lived Communist government of Hungary in 1919, first as the People’s 
Commissar of Finance, and then as the chairman of the Supreme Economic 
Council. After the fall of the Communists he fled to Russia (via Austria) 
and became a member of the Russian Communist party in 1920. For many 
years he headed the Institute of World Economics and World Politics in 
Moscow and was the chief editor of its journal.? Varga has been a prolific 
writer, with more than a score of works to his credit; in addition, he has 
produced frequent articles and collaborated on books with others.’ 


* The author, associate professor of political economy at The Johns Hopkins Uni- 
versity, expresses thanks to the Russian Research Center of Harvard University for a grant 
which made this study possible, and to Miss Faye M. Goldware and Messrs. James H. 
Blackman, Saul Kasdan and Nicholas W. Rodin of The Johns Hopkins University for 
their valuable suggestions. 


*E. Varga, lemeneniia v Ekonomike Kapitalizma v Itoge Vtoroi Mirovoi Voiny 
(Moscow, 1946). Throughout this paper it will be referred to as Izmeneniia. 


*For biographical sources, see Bol’shaia Entsiklopediia (Moscow, 1927), Vol. 8, pp. 
792-93; World Biography (New York, 1948), p. 4827. (The latter source places Varga’s 
birth in 1887, which differs from several other sources.) 


*There is duplication among his works, because some of them are collections of earlier 
articles, others have been translated, sometimes with changed titles, and in several in- 
stances the samg essay or part of an essay appears in more than one book. Here are his 
more interesting works: Die Wirtschaftspolitischen Probleme der Proletarischen Diktatur 
(Petrograd, 1921; Russian translation,e Mascow, 1922); Plan Dauesa i Mirovoi Krizis 
1924 (Moscow, 1925); Problemy Mirovogo Khoziaistva i Mirovoi Politiki (Moscow, 
1929); Mirovoi Ekonomicheskit Krizis (Moscow, 1930); Novye Iavlenita v Mirovom 
Ekonomicheskom Krizise (Moscow, 1934); Mezhdu VI i VII Kongressami Kominterna; 
Ekonomika i Politika 1928-34 (Moscow, 1935; English translation under the title The 
Great Crisis and Its Political Consequences; Economics and Politics 1928-34, published 
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His latest and now famous book was written in 1945-46 and published 
in September, 1946. Its appearance coincided with the sharp change in 
Soviet intellectual orientation which began at the end of the war, gained 
momentum with a speech delivered by the late A. A. Zhdanov at a public 
discussion of a seemingly innocent textbook on the History of Western 
European Philosophy,* and soon spread to most other fields, such as biology, 
history, statistics, and, of course, economics. Varga’s book was subjected to 
a public discussion in May, 1947, the majority of the participants denounc- 
ing it as anti-Marxist. Comments made in the press and in subsequent dis- 
cussions were more biting. By the end of 1947, Varga’s institute was 
merged with another, his journal was abolished, and he was relieved of his 
twin posts of director and editor. He refused to repent, however, and this 
impasse continued until the spring of 1949. 

Several of Varga’s previous works are available in English (see note 3) 
and a complete stenographic report of the May, 1947, discussion of his 
latest book has been translated by the Council of Learned Societies.* The 
book itself, oddly enough, is not available in English. It has, however, been 
reviewed by Frederick C. Barghoorn in an interesting article which includes 
a chapter-by-chapter summary;* another review article appeared more re- 
cently in Soviet Studies.2 We can, therefore, dispense with a systematic 
review of the book and concentrate on those parts of it, of Varga’s other 
writings, and of the several discussions which may be of particular interest 
to American economists. 


II 


Varga’s purpose in his last book, as stated in the preface, was to “decide 
which of these new phenomena [i.e., economic phenomena produced by the 


in London around 1935); Mirovoe Khoszitaistvo 1937 Goda (a collection of articles, Mos- 
cow, 1938); Two Systems: Socialist Economy and Capitalist Economy (New York, 1939; 
Russian and German editions published in 1938); and of course his latest book. Several 
formidable volumes, Mirovye Ekonomicheskie Krizisy 1845-1935 (Moscow, 1937 and 
later), were published jointly by Varga and his colleagues. 


1G. F. Alexandrov, Istoriia Zapadnoevropeiskoi Filosofii (Moscow, 1946). Zhdanov’s 
speech was made on June 24, 1947, and reported in Bol’shevik, No. 16 (August 30, 
1947), pp. 7-23, and in Voprosy Filosofii, No. 1 (1947). See J. and M. Miller, “Zhdanov’s 
Speech to the Philosophers: An Essay in Interpretation,” Soviet Studies, Vol. 1 (June, 
1949), pp. 40-51. 


‘The new journal, Voprosy Ekonomiki (Economic Problems), which superseded 
Vargas Mirovoe Khoziaistvo i Mirovaia Politika, does list him on the editorial board. 


‘Soviet Views on the Post-War World Economy, An Official Critique of Eugene 
Varga’s “Changes in the Economy of Capitalism Resulting from the Second World War,” 
translated by Leo Gruliow (Washington, 1948). It was originally published as a supple- 
ment to Varga’s journal, Mirovoe Khoziaistvo i Mirovaia Politika, for November, 1947, 
All references in the present paper are to the Gruliow translation, which for the sake of 
brevity will be named The May Discussion. ° ° 


1 Frederick C. Barghoorn, “The Varga Discussion and Its Significance,” The American 
Slavic and East European Review, Vol. 7 (Oct., 1948), pp. 284-36. 


è R. S., “The Discussions of Varga’s Changes in the Economy of Capitalism,” Soviet 
Studies, Vol. 1 (June, 1949), pp. 28-40. 
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war| are transitory and which are lasting. In other words, how will the 
capitalist economy develop after the war?” (p. 5) This is indeed an ambitious 
task, and in making his forecasts, Varga follows the method of neither the 
Delphic oracle nor of our Council of Economic Advisers: on the whole, his 
statements are reasonably clear, frequently specific as to date, and generally 
devoid of that lofty ambiguity which usually surrounds the pronouncements 
of these august bodies. Here is the essence of his predictions (Preface, 
Chaps. XIII and XV): 


1. During the first decade after the war economic conditions will be a natural 
aftermath of the war itself. ; 

2. The impoverished countries of Europe and Asia will suffer throughout 
the period from what he calls a “crisis of underproduction.” 

3. The United States, Canada and other countries whose productive 
capacities were greatly increased during the war will enjoy a short, two- to 
three-year prosperity after its end, 

4. This short prosperity will be followed by a sharp crisis of overproduction, 
probably more prolonged than that of 1920-21. 

5. When this crisis has been overcome, a new industrial cycle will begin. It 
will be not of the 1921-29, but of the 1929-37, type; 7.¢., its recovery will be 
incomplete. In its background there will be a sharp and prolonged agrarian 
crisis. 

Thereafter things become less definite. Perhaps no economist (with the 
exception of Colin Clark) can be expected to forecast for more than a 
decade. A Soviet economist finds himself in a particularly difficult position: 
to say that after ten years capitalism will definitely meet its doom is not 
politically advisable, since workers may thus be discouraged from taking an 
active part in speeding up its end;® but to predict that capitalism will sur- 
vive much longer may sound needlessly pessimistic. So under the circum- 
stances it is more advisable to express the more distant future in terms of 
the “general crisis of capitalism” caused by the “sharp contradiction be- 
tween the unlimited drive of capital to expand and the narrow frame of 
society’s ability to consume” (p. 269), and to let it go at that. 

If the American reader finds Varga’s forecast unduly pessimistic, he may 
recall that a number of those made in this country at the same time (1945- 
46) were even more so. Varga’s earlier statements had likewise presented a 
much darker picture of our prospects.1? How correct Varga’s latest predic- 
tions will turn out to be it is still too early to tell. But in any case, his analysis 
is at least as interesting as his results. On what basis did he reach these 
conclusions? S 


° Varga was quite explicit on this. See his Problemy Mirovogo Krizisa (Moscow, 
1932), pp. 38-39, 


"In 1940 he said: “We can say with assurance that the present imperialist war will 
throw the capitalist economy and capitalist production decades back and that capitalism 
will never again experience growth (except in the cyclical sense). “Uchenie Lenina 
ob Imperializme i Vtorai#@ Imperialisticheskaia Voina,” Afirovoe Khoziaistuo i Mirovaia 
Politika, No. 4 (Apr.-May, 1940), p. 6. It should also be pointed out that the strength, as 
well as the duration, of our postwar prosperity greatly exceeded Varga’s expectations. 
Among other things he had expected a fall rather than a rise in prices after the war. 
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Like most contemporary economists, be they Keynesians, Marxists or 
others, Varga analyzes the business cycle in terms of capital formation. 


... While the process of real accumulation proceeds at full speed, while new 
factories and plants, blast furnaces, railroads are built, while old machines are 
replaced by new-——so long prosperity lasts. As soon as this process reaches a 
degree of completion, as soon as a considerable part of the new productive 
apparatus has been produced, the demand for goods of Division I (building 
materials, machinery, etc.) immediately decreases, and this leads to a reduc- 
tion in the demand for consumer goods as well, because workers of Division I 
become unemployed. At the same time the supply of goods rises, as the new 
and the rebuilt old plants and factories begin to throw goods on the mar- 
kët orem 


This relationship between the prosperity phase of the cycle and capital 
accumulation is recognized by anyone familiar with the figures. But the 
basic question still remains: why does capital accumulation come to an 
end? This question has particular significance for a Marxist, who must 
show that for some inevitable reason capital formation comes to an end. 
Yet in Varga’s writings a coherent and definite answer could not be found.” 

The standard Marxian explanation concerning the inherent contradictions 
of capitalism which limit its power to consume reduces itself to the more 
modest, though more precise, statement that due to the appropriation of 
surplus value by capitalists (ż.e., due to the division of national income 
between capitalist and workers), a large, and evidently an increasing, frac- 
tion of total output is invested in constant capital (producer goods). By 
itself, this fact need not cause any trouble: Varga clearly recognizes the 
stimulating effects of investment (though he does not use the multiplier 
process as such). To make his point, that expansion must come to an end— 
and his theory cannot be complete without it—he must show that this 
accumulation of capital necessarily creates maladjustments which bring 
about its end. This he has failed to do. 

We find instead several disconnected attempts to explain the downturn. 
In one of them Varga makes use of what is called the gestation period of 
investment: 


. . . Capitalist accumulation is a double process. Up to a certain stage it is 
the lever of the cyclical rise of capitalist economy. Beyond a certain stage, 
when new investments are partly completed and the newly-built works begin 
to throw on the market goods which find no sale as a result of the limited 
power of consumption of capitalist society, accumulation lets loose the crisis. 
This brings not only an interruption in accumulation but also a destruction 
of values already accumulated. Thus capitalist accumulation periodically turns 
into its opposite, the destruction of capital.+3 ; 


t Mezhdu VI i VII Kongressami Kominteraa (Moscow, 1935), p. 22. 

2I do not claim to have read all of Varga’s works. But if such a theory had existed, 
cross references would have undoubtedly indicated its presencg 

8 Two Systems, pp. 26-27. In the English translation, the 15th word of this quotation 
is incorrectly spelt as “level” See the Russian edition Kapitalizm i Sotsializm za 20 Let 
(Moscow, 1938), p. 22. 
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But the gestation idea alone is not a satisfactory explanation, particularly 
for a Marxist. Its essence lies in errors of foresight on the part of pro- 
ducers. With the development of better business knowledge, and perhaps 
with the concentration of economic decisions in fewer hands—-of which 
Varga and other Marxists make so much—there should be fewer of such 
errors and hence less frequent and milder depressions, a conclusion which 
Varga would certainly reject. Besides, the theory as stated is logically 
defective because the very process of producing goods and “throwing them 
on the market” generates income, so that we still have to explain why this 
income is not spent on consumption and investment, which brings us back 
to the starting point. 

The general impression given by Varga’s writings is that his, so to speak, 
principal theory comes close to Paul Sweezy’s explanation of the downturn 
as an excessive accumulation of capital relative to consumption.1* The subject 
is somewhat slippery because here one runs into the problem of economic 
growth, where paradoxes are not uncommon and a fairly precise treatment, 
preferably with calculus, is required. But no precise analysis appears in Varga’s 
works. In place of a proof we are given general statements in this vein: 


The accumulation of capital at times leads to the expansion of the capitalist 
market, as the capitalists mutually purchase the goods of Division I, the means 
of production, serving to expand the apparatus of production. But since all 
means of production in the final instance can only serve for the production of 
the means of consumption, its sale is determined by the sale of the means of 
consumption produced with its aid. The relatively declining power of consump- 
tion of capitalist society therefore also puts limits to the sale of the means 
of production. .. . The limitedness of the power of society to consume, the 
proletarian situation of the masses, is the cause of all true crises of over- 
production.*5 


This comes rather close to a “straight” underconsumption theory, which 
Marx and his followers usually reject, perhaps because the difficulty—the 
distribution of income—could be corrected to some extent by relatively 
simple measures, such as progressive income taxation, and thus allow capi- 
talism to survive. In any case, in order to prove that capitalism is moving 
towards its end, it is also necessary to demonstrate that the situation be- 
comes progressively worse. This objective is achieved by bringing in two 
Marxist laws: the impoverishment of the proletariat and the declining rate 
of profit. 

Whatever Marx said, or meant to say, about the impoverishment of the 
proletariat, it was one thing to have said it during the development of the 
Industrial Revolution on the Continent, and a very different thing for 
Varga to repeat it some sixty or a hundred years later, when the vastly 
improved position of the working classes in industrial countries could no 


e 9 
“Paul M. Sweezy, The Theory of Capitalist Development (New York, 1942), par- 
ticularly pp. 180-89 and Chapter XII. For a critique of his theory see my paper, “The 
Problem of Capital Accunfulation,’ Am. Econ. Rev., Vol. 38, No. 5 (Dec., 1948), pp. 
777-94. 


E Two Systems, p. 89. 
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longer be denied, particularly by a person so familiar with statistical time 
series. Some thirty years ago Varga found that the position of the working 
classes had improved during the heyday of capitalism in the last century, 
though it had become worse in the present one.!ë Since then he had a very 
hard time trying to reconcile the Marxist dogma with statistical reality, 
particularly in regard to the absolute impoverishment of the proletariat. 
In 1938 he said: 


The laws of capitalist reproduction lead to a relative and absolute impoverish- 
ment of the proletariat. Relative impoverishment goes on uninterruptedly, 
absolute impoverishment, with interruptions.17 


But he found it necessary to protect himself with a footnote taken from 
Lenin: 


The Programme of the Communist Party of the Soviet Union, written by 
Lenin, says: “. . . leads to the relative and sometimes to the absolute im- 
poverishment of the proletariat.’’48 


Surely an issue as important as this deserves an empirical study. Real 
wages, as well as labor’s share in national income, can be, however im- 
perfectly, measured. Instead, Varga complains that “there is a complete 
lack of suitable data in bourgeois statistics.” He tries to settle the question 
by a crude estimate of the rates of surplus value in American manufacturing, 
which hardly helps much.*® Yet he insists that the impoverishment actually 
takes place. 

In his latest book, he was primarily concerned with relative impoverish- 
ment: 


The impoverishment of the proletariat, according to Marx, is a permanent 
phenomenon in a capitalist society which follows from the fundamental laws 
of social development. Theoretically it takes place always—in peace and in 
war. What matters here is the distribution of national income between classes, 
‘and not the size of this income or of national wealth.?° 


Just what is the usefulness of a law which “theoretically takes place always,” 
but perhaps not in practice, is not clear, As real wages have supposedly 
fallen or remained constant, any increases in man-hour productivity have 
accrued to capitalists (and their retinue). Since this process must have 
gone on for quite a while, it is indeed surprising that by now, say, three- 
quarters of total national income is not absorbed by capitalists. 

To demonstrate how the process: of relative impoverishment leads to a 
reduction in the power of capitalist society to consume, Varga states: 


This growth in labor productivity—the growth which after a few years will 
envelop the war-ravaged countries as well, and which, it is possible, will make 


* Problemy Ekonomicheskoi Politiki pri Broletarskoi Diktature (Moscow, 1922), p. 14. 
1 Two Systems, p. 143. 

8 Ibid., p. 261. e 

” Ibid., p. 145. 

*° Iemeneniia, p. 67. 
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a new, violent leap in connection with the utilization of atomic energy for 
productive purposes—this growth indicates that in order to produce the same 
unit of goods a much smaller quantity of labor time will be required in the 
future than was spent before the war. Since this relates also to those goods 
which enter into the consumption of the working class, it follows that even 
in the case when labor power is remunerated in accordance with its value, the 
working class will receive a still smaller part of the newly produced value and 
the bourgeoisie, a correspondingly larger share. This means that a new sharp- 
ening of the market problem is inevitable in the future.?} 


So the real wage of labor can never rise.” 

I may say that Varga’s treatment of the wage problem is not among his 
more successful ventures. At times his analysis becomes extremely con- 
fused. Of course we must remember that his task—to demonstrate the 
absolute and relative impoverishment of our proletariat—is a hard one. Had 
we attempted it, we would hardly have fared better. 

To what extent Varga himself was satisfied with his proof that the im- 
poverishment of the proletariat intensifies the underconsumption force of 
capitalist society, I cannot tell. In any case he does not rely on it as the sole 
cause of the economic deterioration of capitalism. He also resorts to Marx’s 
celebrated law of the declining rate of profit. How Marx derived this law is 
well known; our concern here is with Varga and the contradictions which 
this law brings upon him. E 

Whether Marx was right or wrong in claiming the exploitation of human 
labor as the sole source of profit, roughly speaking the average rate of profit, 
to be indicated by x, is the ratio of total profit, P (which in this context in- 
cludes interest and similar payments), and the stock of capital, K, so that 


P 

K 

Let profit (P) be equal to a y fraction of national income (Y). Then (1) 
can be rewritten as 


(1) cs 


P | Y1 

(2) ees Sea S E e E 
K K K 

Y 


Now a decline in v must come about as a result of either a fall in y or a 
K 
rise in E or of both. But the whole preceding discussion about the progres- 


sive impoverishment of the proletariat rules out any decline in y. On the 
contrary, y (the fraction of national income, or output, going to capitalists) 
is supposed to become ever larger.” With a rising y there must indeed be a 


" Ibid., p. 13. 


= Actually Varga’s works give the impression that he himself is not sure whether or not 
real wages rise. 


“This statement requires only the relative, but not necessarily the absolute, im- 
poverishment of the proletariat, 
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most extraordinary accumulation of capital to yield a falling x. It usually 
happens during a downswing that Y rises sharply because of a fall in Y, but 
one cannot take a downturn for granted while explaining its cause. The 


K 
idea that — must increase over time (the so-called deepening of capital) is 
4 3 
widely accepted in economic literature with remarkably little empirical 
support. As a matter of fact there are good reasons to think that this ratio 
has not changed appreciably in this country over the last eighty years or so.”4 


The ready acceptance of a secularly rising —- is due, I believe, to our pre- 


occupation with static problems treated within a given production function, 


K 
which excludes technological progress and growth in general. A rising — is 
Y 
essentially a manifestation of the law of diminishing returns. Capital forma- 
tion, however, is so frequently accompanied by technological change, that 
the operation of the law of diminishing returns in the secular sense may well 
be indefinitely postponed. 


K 
If a “bourgeois” economist accepts uncritically a secularly rising —, he 


can be accused of neglecting empirical data, but not necessarily of a logical 
error, since the law of diminishing returns is a great favorite among us. 
Varga, however, has no such excuse because he specifically denies the exist- 
ence of this law: 


... It is evident that this law of diminishing fertility [productivity] contains 
a crude non-dialectic contradiction because it follows from it that the invest- 
ment of capital with a constant technique gives diminishing income. But it is 
impossible to invest new capital without changing the technique. .. 25 


The law, it appears, can be used by capitalist economists as a justification 
of the low standard of living of the masses, and therefore it does not exist.”® 


K K 
Perhaps this is so. But, then, Varga has no right to assume a rising —. If — 


Y Y 
does not rise, an increasing should result in an increasing rate of profit as 
given in (2). And this is the opposite of what he set out to prove. 

The space devoted here to the examination of Varga’s theoretical analysis 
may imply that he is a major economic theoretician, which is not the case. 


2 The reader is aware that the measurement of capital stock is a very hard task, both 
conceptually and statistically. See my paper, lec. cit. p. 783, and William J. Fellner, 
Monetary Policies and Full Employment (Berkeley, 1946), p. 80. 

3 Problemy Mirovogo Khoziaistva (Moscow, 1932), p. 200, As a matter of fact, Varga 
- had originally believed in the law of diminishing returns, But later publicly recognized 
his “error.” See his Problemy Mirovogo Krizisa (Moscow, 1932), p. 199. 

* Ibid., p. 199, 
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His writings are essentially descriptions of economic and political events 
supported by numerous statistical tables. But he does not really “work” 
with his statistics, and his theoretical analysis is infrequent and not deep. It 
is indeed remarkable that the man who has repeatedly shown sufficient in- 
tellectual courage to make fairly precise and short-term forecasts (which 
could be tested in a few years) becomes shy and reticent in the face of 
serious theoretical questions. We are almost invariably referred back to 
Marx, or given an appropriate quotation, or finally an elaboration of Marx’s 
thought. 

As an analytical tool, Varga still uses Marx’s celebrated division of total 
output into categories I (producer goods) and II (consumer goods). This 
instrument, in which variable capital (a stock) equals payrolls (a flow), 
and constant capital (a stock) is supposed to represent both depreciation 
and gross investment (both flows), is a logical monstrosity, to put it mildly. 
At best it can be applied to only the simplest problems, which can be 
solved just as well without it.?’ Still, if Varga, like other Marxists, insists on 
using this stone ax, it is his business; a skillful craftsman is to be admired 
with any tool. The strange thing, however, is that, strictly speaking, this 
tool remains unused. One has a feeling that Varga is aware of this and that 
he employs this apparatus for pedagogical purposes, since it is familiar to his 
Marxist audience, and as a symbol and shield for his Marxist orthodoxy. 

This last requirement may explain in part the large gap between Varga’s 
best and worst results. Divergence in quality is present in the works of any 
writer, particularly if they are spread over some thirty or more years; but 
in Varga’s case the gap is unusually large and shows hardly any time trend 
(though his latest book is superior to others). His analysis of investment as 
a generator of bot income and capacity (see the quotation on p. 135) is 
excellent and could be a good reminder to those of us who are so strongly 
bent on curing unemployment by increased investment. But then we are told 
that railroads do not enlarge productive capacity because they only carry 
goods and do not produce them: 


The building of railways means an extension of the market in Division I, but 
the railways differ from the other varieties of goods in Division I by the fact 
that they serve merely for the transport of goods and not for their production, 
i.e., they do not increase the mass of goods produced, like the extension of 
the means of production in the narrow sense of the word. They serve in addi- 
tion——without raising production--to extend the capitalist market, by making 
the sale of capitalistically produced industrial goods possible in areas which 
could not before be reached owing to the lack of transport or to the cost of 
transport being too high. The construction of docks, regulation of rivers, etc., 
have the same effect as railways.?8 


Perhaps this is a throwback to the old argument that labor engaged in serv- 
ices is not productive. But similar analytical defects appear when he dis- 
cusses, in his latest book, the effects of public works on unemployment: 


7 See for instance Sweezy’s heroic attempts to use this instrument, op. cit., pp. 109-30. 
* Two Systems, p. 91. 
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We ask further: what kind of work will the state offer to the workers it em- 
ploys? If they produce consumer goods or means of production, it will be 
fruitless: with a constant purchasing power of society, the additional quantities 
of goods produced by the former unemployed will release labor power in other 
establishments, and unemployment will therefore not diminish. Temporarily 
unemployment can be reduced if the projects undertaken require a number 
of years for their completion: the building of railroads, improvement of rivers, 
construction of hydroelectric stations, etc. But as soon as they are finished, 
all these projects will create new constant capital and thus result in an increase 
in output, or in an economy of labor power, that is, they will intensify the 
tendency to chronic mass unemployment. It is only in those cases when the 
labor power is used by the state for unproductive purposes, such as the building 
of schools, hospitals, homes for the aged, etc., that the “employment projects” 
do not release labor power elsewhere.?® 


It seems that in the meantime the railroads have become productive. But 
surely in a problem of this type, one cannot assume a “constant purchasing 
power,” because the very process of additional production is apt to change it. 
Neither does it help much in the present context to divide public works into 
productive and unproductive categories. The issue here is not one of pro- 
ductivity (whatever that may mean), but of financing methods. A-school or 
a hospital whose services are financed by taxation need not be, as a general 
case, any more employment-creating than similar organizations selling their 
services in the market.®° 

This curious mixture between bright insights into the workings of the 
capitalist system and confusing, if not outright erroneous, statements is 
found in a good deal of Varga’s works. Thus in his latest book he gave a 
perfectly sound description of the predicament in which our Federal Re- 
serve System found itself in its efforts to peg bond prices during the recent 
inflation. But when it came to comparing the rise in prices with the amount 
of money in circulation, he took currency only, rather than currency plus 
demand deposits (or some variation thereof, p. 236). 

His views on the effects of tariff reduction on employment are also rather 
peculiar: 

.. . Here different tendencies cross each other. An abolition of protection 
would lower prices and thereby mean a temporary rise in real wages. On the 
other hand, abolition of protection would undoubtedly increase chronic mass 
unemployment. Without protection, every commodity would be produced in 
the country where costs are lowest, 2.e., where the least labour time is neces- 
sary for the production of one unit of each commodity: ż.e. the production 
of the total amount of the goods produced in the capitalist world would require 
even less workers than now.34 


During the ’thirties Varga worried about the gold standard, inflation, and 
particularly about New Deal deficit financing in a manner that would do 
credit to the U. S. Chamber of Comfherte—a phenomenon quite frequent 


9 Igmeneniia, p. 300. è 
This mistake is frequently found in our economic literature also. 


* Two Systems, p. 126. 
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among Soviet economists, who are still strong believers in “sound finance.”*? 
Varga’s fear of the public debt has persisted through the years. In his 
latest book he compared public debts of several countries with their respec- 
tive national wealth estimates (p. 232)--a comparison characteristic of 
those who believe that deficit financing somehow destroys national wealth, 
though to my knowledge Varga did not make an explicit statement to that 
effect. 

Other examples of similar nature could be cited. On the whole, their inter- 
pretation is, at least to some extent, a matter of opinion, and what appears 
confusing or erroneous to me might be approved by others. But when we 
come to Varga’s treatment of the problem of industrial concentration and 
monopoly—a favorite one among Marxists—the deficiency of his analysis is, 
I believe, less subject to dispute. 

It is difficult to find an objective measure of the degree of industrial con- 
centration: is the distribution of firms by assets, sales or payrolls, or the 
distribution of “blocks” of ownership or of control, or some other alternative 
to be taken? But whatever the criterion, the mere existence of large units, 
or the demonstration that the relative importance of units above a certain 
constant size is rising, does not by itself prove that increasing concentration 
is taking place. If, for example, incomes of over $5,000 accounted for 30 per 
cent of the total in a hypothetical year J, and for 35 per cent in year II, it 
does not necessarily. follow that income distribution became more concen- 
trated in year II: there may have been a general rise in income which moved 
some recipients from the lower into the upper group. 

As far as I know, Varga has not considered these questions nor used a 
Lorenz, or any other, distribution to substantiate his contentions. In his 
latest book, for instance, he states: 


The enormous degree of concentration of capital in the United States is shown 
by reports for the year 1943, according to which there existed eight corpora- 
tions with assets in excess of one billion dollars each.** 


And he duly lists the eight corporations. But the American economy is re- 
markably large, and the presence of these eight giant companies taken by 
itself does not tell us much about industrial concentration. This is not to say 
that the problem is to be dismissed because Varga failed to prove his point. 
Second to unemployment (and for many, second to none), industrial con- 
centration and monopoly may well be the most important economic and 
political problem of our day. But a leading Soviet economist is not thereby 
excused from the obligation of doing a good job. 

These defects in Varga’s analysis are not accidental. They have a very 
definite color arising from Varga’s deeply rooted opposition to capitalism. 
Whatever impression our press reports may have given, let there be no doubt 
on this score. His attitude shows itself in his analysis, his descriptions, and 


See for instance his Novye Iavlentia v Mirovom Ekonomicheskom Krizise (Moscow, 
1934), pp. 29 and 83; Problemy Mirovogo Krizisa (Moscow, 1932), p. 36; Mezhdu VIi 
VII Kongressami Kominterna (Moscow, 1935), p. 45. 


3 Izmeneniia, p. 56. 
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even in his choice of anecdotes. Although his statistical tables cannot conceal 
the remarkable rise in our war production, his text is mostly concerned with 
our defects—black markets, profiteering, inefficiency, all the way down to a 
recital of the well-known story (which he picked up from Harper’s) about 
the three businessmen at a bar, each of whom insisted on paying the bill at 
the expense of the government, with the cost-plus man winning the privilege. 
Yet there is no doubt that Varga’s understanding of economic phenomena 
and his scientific attitude toward them are far superior to those exhibited by 
the majority of his colleagues. And it is for possessing these qualities that 
he had to take his punishment. 


HI 


The public discussion of Varga’s book, which we shall call the May Dis- 
cussion, took place on May 7, 14 and 21, 1947. K. V. Ostrovitianov, who was 
soon to replace Varga as director and editor, was in the chair; in the 
audience several research organizations, as well as the faculties of the Uni- 
versities.of Moscow and of Leningrad, were represented.** Since a complete 
report of this meeting is available in English, we can confine ourselves to a 
brief discussion of the main issues involved. 

It is both interesting and understandable that, with one exception, none of 
the issues considered in this paper figured in this, or any other, discussion. 
The exception was the theoretical level of the book, which failed to come 
up to Soviet expectations. Varga’s retort that the book was intended for a 
broader audience than the one hundred Soviet doctors of economic sciences 
was hardly satisfactory (p. 5). The issues lay much deeper, but neither 
Varga nor his opponents would allude to them. 

Dissatisfaction with the theoretical level of economic (and statistical) 
works is extremely widespread in the Soviet Union. Hardly a discussion 
occurs without this complaint; hardly a book review is published without the 
same reproach. Yet the requirements imposed on theoretical work are such 
as to make it practically an impossibility. It must conform to a theoretical 
structure whose creator died in 1883, and to the interpretation of this struc- 
ture by Lenin, now gone some twenty-five years. Further, no statement may 
challenge any article or pronouncement by Stalin. I do not know how many 
degrees of freedom a serious piece of economics may have originally, but 
surely these three sets of restrictions do not result in many left. Nevertheless, 
the three sages (or four, with Engels) wrote copiously, and a sophisticated 
logician could probably maneuver through their works to new achievements, 
if he were not restricted by the additional requirement to have his results 
conform to the official party position that will be in effect when his book 
comes out. But an important theoretical work cannot be done in a few 
months, and how is one to foretell—in these days of rapidlychanging eco- 
nomic and political conditions—the party position two or three years hence? 

In 1945, when Varga was writing the book, Soviet relations with its capi- 
talist allies were reasonably good, and he prudently adopted what he con- 


** For source, see note 6, 
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sidered a mild tone. But by the time the book came out, these relations had 
become much worse—and Varga was accused of a conciliatory attitude 
toward the capitalist enemies. 

In 1943, during the war, Varga had edited a little book’? in which he 
tried to show that Germany was nearing exhaustion. Its purpose was obvious 
and no less a person than Stalin himself had come to the same conclusion 
as early as November, 1941. Varga reaffirmed this thesis in his last book, 
but the publication date found the postwar reparations argument in full 
swing—and how could an impoverished Germany pay reparations? 

The satellite countries also embarrassed Varga. In 1945-46 their socialist 
programs were just beginning, and the situation there was rather confused; 
Varga did not say much about them, to his future regret. Shortly before the 
May Discussion he tried to correct his error by publishing a favorable 
article in his still existing journal.** In it there were, among others, bouquets 
for Yugoslavia and Tito—and the break was to come in a year. 

In the face of such odds, a present-day Soviet economist may try to avoid 
controversial, and therefore important, subjects; he may cite facts with a 
minimum of interpretation; he may deny that the facts exist; he may shape 
statistics into a desired mold; he may fill up the critical gaps with proper 
quotations from Marx, Lenin, and Stalin. Credit should be given to Varga 
for making some attempt to rise above this level. During the May Discus- 
sion he said: 


. . There are comrades who say that the book is not theoretical enough. Of 
course, comrades, it has few quotations from the classics. I hold that theo- 
retical generalization consists in studying new facts and attempting to generalize 
them by means of the method of Marxism-Leninism. I repeat that it is not 
a matter of simply enumerating all the facts so that they lead inevitably to 
the former conclusions of Marxism-Leninism, but to use the Marxist-Leninist 
method in studying these facts. The world changes, and the content of our 
work must change also,37 


His words fell on deaf ears. 

The debate arose out of a sharp disagreement between Varga’s way of 
stating and interpreting economic and political facts and the way that 
could have satisfied the Soviet orthodoxy of today. Economic and political 
arguments are difficult to resolve, and almost any opinion can find a degree 
of support. Yet some facts can be measured, and logic helps in their inter- 
pretation. But the majority of Varga’s opponents were generally reluctant 
to use either facts or logic, and the argument degenerated into a scholastic 
dispute about authorities, words and definitions. Another striking feature of 
the discussion was its dichotomous character: things were either right or 
wrong; socialist or capitalist; planned or unplanned. One might say that 
Varga’s opponents limited their numbgr system to one and zero. Such a sys- 


8 Istoshchenie Ekonomicheskikh Resursov Fashistskoi Germanii (Moscow, 1943). 


“Demokratia Novogo *Tipa,’ Mirovoe Khoziaistvo i Mirovaia Politika, No. 3 
(March, 1947). 


"The May Discussion, p. 4. 
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tem is used in probability problems, where “one” indicates success (¢.g., 
heads), and “zero,” failure (tails). But to tackle social reality with such an 
apparatus is to repeat the feats of Don Quixote. 

Much of the discussion turned on the rôle of the state in a capitalist 
economy and its ability to engage in economic planning. According to Soviet 
dogma (derived from Marx), the capitalist state is simply an instrument in 
the hands of monopolies; it cannot plan. Only a socialist state (presumably 
of the Soviet type) truly represents the people; and only it can plan. Now, 
in his study of the American war economy, Varga could not possibly miss 
such queer facts as an excess profits tax, price control, allocation of re- 
sources by governmental bodies, and so on. (He could have found other 
curiosities in the New Deal, but he was not concerned with that period in 
his latest book.) To explain such strange behavior on the part of monopolies 
Varga suggested the following hypothesis, which he reaffirmed during the 
discussion: 


To summarize: the bourgeois state, as an organization of the bourgeoisie taken 
as a whole, was forced to attempt to subordinate forcefully the private inter- 
ests of separate establishments and of individuals in order to conduct the war.*8 


This statement sounds innocent enough, but since Varga had said nothing 
about the Roosevelt administration in general, it might imply that a funda- 
mental change in the character of the capitalist state had taken place as a 
result of the war. Such an “improvement” would, of course, be out of the 
question, and Ostrovitianov immediately took up the challenge: 


... As a matter of fact, Comrade Varga makes it appear that in peace time 
the bourgeois state in capitalist countries serves the interests of monopoly 
capital, but in the war period the bourgeois state represents the interest of the 
entire bourgeoisie as a whole, and, to a certain degree, enters into conflict with 
monopoly capital, confines it, etc. 

. . » Monopoly capital holds in its hands the apparatus of state power and 
utilizes it in its private ownership interests. This point is decisive in charac- 
terizing the state’s role in the period of monopoly capitalism, both in peace 
time and in wartime.*? 


L. Gatovskii, in an article written shortly after the discussion, went much 
further: 


Throughout the whole period of capitalism’s existence the bourgeois state has 
never played such a reactionary and parasitic role in the interest of the small 
group of largest capitalists as it does in the contemporary epoch, the epoch of 
the general crisis of capitalism.*° 


Their worries were well-founded. To say that the state was representing 
the bourgeoisie taken as a whole, rather than a few monopolisfs, is to come 
dangerously close to recognizing that perhaps not only the bourgeoisie but 


8 Igmeneniia, p. 18. 

"The May Discussion, p. 112. 

 “Planiruiushchee Sotsialisticheskoe Gosudarstvo—Istochnik Razvitiia Sovetskoi Eko- 
nomiki,” Planovoe Khoziaistvo, No. 2 (Mar.-Apr., 1948), p. 52. 
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other classes—such as farmers or even workers—may have a hand in the 
government. As a matter of fact, Varga had already let the cat out of the 
bag in the concluding chapter of his book: 


The role of the state will remain more important in the future than it was 
before the war. The question of greater or smaller participation in the man- 
agement of the state will be the main content of the political struggle between 
the two fundamental classes of capitalist society: bourgeoisie and proletariat. 
The ever-increasing polarization of bourgeois society, its division into two 
fundamentally opposed classes, will increase the relative weight of the prole- 
tariat.42 


Aroused during the discussion, Varga declared: 


. .. And I affirm further, that even in such a country as America the farmers 
have some influence upon policy. Unquestionably they have! Take England, 
for example. England undoubtedly is a country of monopoly capitalism. But 
can we say that now, in 1947, the working class and the Labor Party do not 
have any influence on England’s policy, that the financial oligarchy makes the 
whole policy??? 


And in an article published shortly after the discussion he went on: 


Today, thirty years after the victory of the Great October Revolution, the 
Struggle in Europe is becoming in its historical development more and more 
a struggle for the tempos and forms of the transition from capitalism to 
socialism. Although the Russian way, the Soviet system, is undoubtedly the best 
and the fastest method for transition from capitalism to socialism, historical 
development, as Lenin had predicted theoretically, shows that other ways are 
also available for the achievement of this goal.*## 


The striking thing is not that Varga came to these conclusions (for which, 
I think, he deserves credit), but that he seemed not to realize how close to a 
reformist position he had indeed arrived. The domestic and international 
implications of the latter for the Soviet government are tremendous and of 
such a nature that the orthodox had to rise up in arms against his stand. 
But their objections contained few, if any, facts. Varga was wrong because 
he was wrong. 

Government allocation of resources during the war brought back the old 
question as to whether or not a capitalist state can engage in planning. 
Having described such activities, Varga prudently protected himself by the 
qualifications that: 


It is self-evident that all these measures of the bourgeois state do not create... 

a planned economy. Many of these state measures remained on paper or were 

perverted in favor of large monopolies, whose representatives had decisive in- 

fluence in the state regulatory bodies.** 

“l Izmeneniia, p. 318. a 

“The May Discussion, p. 118. 

““Sotsialism i Kapitalism za Tridtsat’ Let,” Mirovoe Khoziaistvo i Morovaia Politika, 
No. 10 (Oct., 1947), pp. 4-5. 
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But during the discussion he became less restrained: 


The second question, concerning planning. Here, comrades, much that was said 
was superfluous. Of course, I write that a planned economy is impossible under 
capitalism, But it is untrue that in total war the same anarchy of production 
remains as in peace time. Every general staff planned in 1944 what would be 
needed for the army in the following year, 1945, and presented the state with 
corresponding demands, etc.... 


Of course, this is not planned economy as it exists among us, but this is also 
not the anarchy that existed in peace time. This is an important fact when the 
state buys half the goods, allocates, gives orders for a year ahead, etc.*5 


He even made an attempt to do away with the dichotomous approach alto- 
gether, though with little success: 


I think many comrades say, too mechanically: either-or. Hither planned 
economy or complete anarchy. That is not how the matter stands. Here there 
is a certain analogy with the coexistence of monopolies and competition within 
monopoly capitalism. With the “either-or” method we cannot understand the 
very complex new phenomena of contemporary capitalism.4® 


A most amusing debate took place as to whether the regulatory activities 
of capitalist governments were, or were not, planning. The idea that a 
capitalist state could engage in such an honorable activity was repugnant 
by itself: only a socialist state could plan. But the appearance of the satellite 
countries, which were not quite socialist (particularly in 1946-47), and 
which nevertheless were officially said to engage in planning, created com- 
plications. They made trouble not only for Varga (see above), but also for 
his opponents because these countries could not be fitted into the one-zero 
system of logic. It was necessary to recognize that other forms of the state, 
besides the completely socialized one, could engage in planning. But such 
a formulation ran the danger of including the British labor government 
which, as everyone knows, is merely an instrument of British monopolies. 
Therefore, at the May Discussion a reformulation was suggested along the 
following lines: 


. . . It seems to me that planning is possible only where substantial changes 
have taken place in the foundations of the social structure, in the foundations 
of the economy. We can speak and we do speak of certain elements of plan- 
ning, of the transition to planning, or of the first steps in planning, only for 
those conditions where the leadership of the national economy has been trans- 
ferred to the people in one degree or another.** 


At the time it appeared satisfactory. But is it still intact since the break 
with Tito? 

The scholasticism of Varga’s opponents was particularly apparent in the 
argument about the future developmert af capitalism. We remember that 
Varga had made some fairly definite predictions which gave capitalism at least 


* The May Discussion, p. 119. : 


8 Ibid., p. 116. 
“V, V. Reikhardt, ibid., p. 18. 
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another decade of existence. It was undoubtedly his “generosity” in this 
respect that created the general dissatisfaction, which was summarized by 
M. A. Arzhanov in this manner: 


It seems to me that many comrades expect of this book far more than we can 
as yet say today regarding capitalism. We are interested in the degree to which 
the foundations of capitalism have been shaken, what cracks have formed in its 
economic foundations, how near is the hour, the longed-for hour of its crash, 
its downfall, etc. We want to receive from the book a sharper, clearer and for 
us more optimistic answer to these questions. I think that Comrade Varga, in 
this case, is in the position of a serious scout (if one can use this term), and 
the task consists in determining the condition of the enemy... 48 


But if Varga’s forecast was erroneous, what was the correct one? Here 
we find his opponents remarkably shy. A. I. Kats, who had been greatly im- 
pressed by the fall in the Federal Reserve index shortly after the war, and 
felt very strongly about it, asserted: 


... The real condition of contemporary capitalism consists in just that: after 
the first world war capitalist production had definite perspectives, it had the 
possibility of a growth in production, while after the second world war it does 
not have such possibilities, and this is confirmed by the entire economic and 
political situation in the U.S.A, just as throughout the whole capitalist world.*9 


The other participants were more reticent as far as concrete forecasts 
were concerned and limited themselves to profound and thoughtful state- 
ments regarding the general crisis of capitalism, the discussion deteriorat- 
ing into an argument as to whether or not capitalism has entered a new phase 
since the war. Such arguments are invariably sterile. The historical con- 
tinuum can, for analytical purposes, be divided into as many phases or 
stages as the investigator wishes, depending on the problem involved. Every 
congressional election, even every session of Congress, may be treated as 
a phase. On the other hand, if one views the world from Toynbee’s lofty 
heights (and why not higher?), the Second World War may appear as a 
mere ripple on the surface of a civilization which, for all that we know, 
might have begun to decline after the Thirty-Years’ War. Again we find 
Varga trying to interject a sound note: 


... But until the question of a new phase in the development of capitalism has 
been thoroughly thought out, as long as it has not even been half worked out, 
I cannot express a view on this question. I am an old-fashioned person, and 
only after study of the facts can I say whether there is a new phase or not. 
Perhaps there is, perhaps not. After all, the question here is one of terminology 
and not of substance. [Italics supplied. ] 


And again it had little effect. The most amusing position was taken by I. N. 
Dvorkin: . 8 
The third very important sign of the appearance of a new phase, of a new 
1 Ibid., p. 58. 
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stage of the general crisis of capitalism is the radical shifts in the colonies, 
qualitatively distinct from the shifts that took place there during the first 
World War.5? 


A few months later, Dvorkin, having seen the light, mercilessly castigated 
one of Varga’s colleagues, L. Eventov, for having taken a similar stand 
earlier.°? 

It should be noted that with all its shortcomings the May Discussion, 
which brought out several other interesting points, was conducted in good 
spirit and in a dignified manner. Several of the speakers took Varga’s side; 
and judging from the reaction of the audience, the latter was well disposed 
toward him. The vituperation which marked press comments and parts of 
subsequent meetings was absent.” Even Varga’s severest critic, Ostrovi- 
tianov, ended his concluding speech with a friendly note. It was evidently 
expected that Varga would see his errors and mend his ways. Instead, he 
refused to concede a single important point, and, if anything, went much 
further than he had in his book. And that was odd. - 


IV 


Since May, 1947, several economic discussions have been reported in 
Soviet periodicals. They were not essentially devoted to Varga (though he 
was repeatedly criticized), and the issues raised went beyond the Varga 
affair. As a source of material for understanding the thinking and working 
of Soviet economists, the reports of these meetings are invaluable and 
deserve a special study. Here we shall give just a few highlights which are 
particularly relevant to the Varga controversy. 

In the editorial preface of the first issue (No. 1, 1948) of the new 
journal, Voprosy Ekonomiki (Economic Problems), which superseded 
Varga’s, the following statement appeared (pp. 3-4): 


The successful treatment of problems of socialist economics and of economics 
of foreign countries is possible only on the basis of consistent application and 
further development of the theory of Marx-Engels-Lenin-Stalin. It requires 
thorough study and generalization of the practice of socialist construction, of 
the application of the principle of bolshevik partisanship, of irreconcilability 
toward all manifestation of objectivism, toward political indifference, toward 
servility before bourgeois science. It calls for the expansion of criticism and 
self-criticism—the propelling force of the development of Soviet socialist 
society. 


The same issue of the journal carried a condensed version of Ostrovi- 


5 Tbid., p. 83. 
5’ T, Dvorkin, “Protiv Izvrashchentia Leninskogo Ucheniia ob Imperializme,” Planovoe 
Khoziaistvo, No. 1 (Jan.~Feb., 1948), p. 89. @ 


See, for instance, I. Laptev, “Po Povodu Odnoi Diskussii,’ Pravda, (January 26, 
1948), pp. 3-4; I Gladkov, “Ob Izmeneniiakh y Ekonomike Kapitalizma v Rezuľtate 
Vtoroi Mirovoi Voiny,” Bolshevik, No. 17 (September 15, 1947}, pp. 57-64; L, Gatovskii, “V 
Plenu Burzhuaznoi Metodologii,” Boľshkevik, No. 5 (March®15, 1948), pp. 74-80; L. 
Gatovskii, “Planiruiushchee Sotsialisticheskoe Gosudarstvo-—-Istochnik Razvitiia Sovetskoi 
Ekonomiki,” Planovoe Khoziaistvo, No. 2 (Mar.-Apr., 1948), pp. 50-69. A good bibliog- 
raphy on the subject is given in Barghoorn’s article mentioned in note 7. 
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tianov’s (Varga’s successor’s) address to the members of the new Economic 
Institute of the Academy of Sciences. Much of it was devoted to further 
criticism of Varga’s works and those of his colleagues, though no new points 
were made. More interesting was Ostrovitianov’s allusion to a “five-year 
academic [research] plan sanctioned by the government” (which, incident- 
ally, remained grossly unfulfilled, p. 86). Anyone who has done any research 
at all will appreciate what working under such a plan means. 

The June, 1948 issue (No. 6, pp. 106-119) of the same journal reported 
a theoretical conference held at the Economic Institute on the subject of 
“The Post-War Sharpening of the General Crisis of Capitalism.” A. I. 
Shneierson, the principal speaker, touched upon every required point, such 
as monopolies, unemployment, crisis, inherent contradictions, imperialism 
and other capitalist attributes, and was warmly seconded by other partici- 
pants. The whole meeting was conducted in a most proper manner, though 
I suspect that the audience might have been bored: surely they had heard 
all this so many times before. Varga did not speak (I don’t know if he was 
present), and his sparkle was conspicuously absent. 

The most important meeting, held in October, 1948, was concerned with 
“The Shortcomings and Problems of Research in the Field of Economics,” 
and was attended by a number of economists from several organizations.** 
Again Varga was castigated, particularly by V. A. Maslennikov, who tried 
hard to atone for his defense of Varga in May, 1947, and of course by our 
old friend, Ostrovitianov, whose speech this time took the form of a per- 
sonal admonition. But more interesting and significant were the repeated 
and emphatic complaints made by a number of speakers about the low 
theoretical level of Soviet economic works. It seems that not only do Soviet 
economists shy away from important subjects but even “publishers are in 
general afraid of books on questions of economic theory.” But an analysis 
of the cause of this strange intellectual timidity among a people who in 
other fields, such as mathematics, had achieved most admirable results, 
would have been a most hazardous undertaking; and the participants did 
not go beyond accepting a pious resolution. Of the remedies suggested, the 
most remarkable ran as follows: 


In our country we have a planned economy; we also plan our research work 
depending on the needs of the country. This plan should be made a law which 
our scientific workers would be obliged to fulfill. But so far the suggested plans 
remain unfulfilled.>¢ 


Throughout the criticism at these meetings Varga held his head high, 
yielding here and there, but adhering to the fundamentals of his position. 
As late as October, 1948, he declared: 


I cannot foltow the advice of accepting the whole criticism of my work. This 


"i Voprosy Ekonomiki, No. 8 (1948)! pp” 66-110; No. 9 (1948), pp. 52-116. For the 
English translation, see Current Digest of the Soviet Press, Vol. 1, No. 6 (March 8, 
1949), pp. 2-11; No. 11 (April 12, 1949), pp. 3-23; No. 12 (April 19, 1949), pp. 3-28. 

= Voprosy Ekonomiki, No. 9 (1949), p. 70. 
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would mean that I deceived the Party, hypocritically saying that “I agree with 
the criticism,” while I do not agree with it. Real criticism and self-criticism 
mean that the question needs a deeper investigation, without paying attention 
to personalities, so as to establish the truth. ... I honestly accept a good deal 
of the criticism, but there are things that I cannot accept.5? 


But the pressure was mounting. Already in October 1948, Ostrovitianov 
had reminded Varga that he “should know from the history of our Party 
to what sad consequences the stubborn insistence on one’s errors leads.”** 
What happened thereafter I do not know, but in the March 1949 issue of 
Voprosy Ekonomiki we find Varga’s complete recantation.®® So erroneous 
had he been on every point that one is left wondering. But in judging him 
the American reader must remember that Varga is first and foremost a mem- 
ber of the Party, and that the Party’s stand is his supreme law. 

In the concluding paragraphs of his recantation Varga states his plan to 
write “a new, independent book about economic and political postwar prob- 
lems of imperialism without the reformist errors which were admitted” into 
his previous work. What this book will be like remains to be seen. 


= Ibid., p. 57. 
5 Tbid., p. 96. 
® “Protiv Reformistskogo Napravleniia v Rabotakh po Imperializmu,” Voprosy Eko- 
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THE TREATMENT OF GOVERNMENT SPENDING IN 
INCOME-VELOCITY ESTIMATES 


By R. A. Gorpon* 


Our definitions and concepts in the field of monetary theory have not yet 
fully caught up with the growing rôle played by government in determining 
the size and composition of the income stream. A case in point is the treat- 
ment of income velocity when government income-generating expenditures 
are a large and variable element in the national income. The present note 
deals briefly with this problem. 

Let M be the money supply (to be more precisely defined later); Y, the 
national income; and GNP, the Gross National Product—the latter two cor- 
responding to the definitions used by the Department of Commerce. Then 
the usual, and simplest, definition of income or circuit velocity can be written 


Y GNP 
— or ——, depending on whether we take income in net or gross terms. 


M M 


Y M 

The reciprocal of —, ĉe., —, is the familiar Marshallian 2. In view of the 
M Y 

wide use of the Commerce estimates of GNP, I shall deal with income veloc- 





ity in the remainder of this note as being equal to , but everything I 


say will hold in precisely the same degree for —.1 
M 
Now, in making estimates of income velocity, we generally assume with- 
out much discussion that income means the total national income (or GNP) 


* The author is professor of economics at the University of California, Berkeley. He 
wishes to pd the helpful suggestions of his colleagues Professors H. 5. Eliis, 
W. Fellner, and E. R. Rolph, . 


a? 

* Clark Warburton, while also preferring gross to net incomé “concepts, offers an objec- 
tion to the use of unadjusted data for the GNP in calculating income velocity. He at- 
tempts to omit all items which “do not represent payments by the people of the nation 
in purchasing the output of the economy.” This leads him to omit changes in business 
inventories, net exports of goods and services, and changes in monetary stocks of gold 
and silver. He*®would also have omitted incomes received in kind had the information 
been available to him at the time he made his estimates. See his article, “Quantity and 
Frequency of Use of Money in the “Untied States, 1919-45, Jour. Poel. Econ., Vol. 
LIV, No. 5 (Oct., 1946), p. 445. Whether one agrees that all of these items should be 
omitted would depend up$n what one wanted estimates of income velocity to show. In 
any event, this sort of refinement is not needed to investigate the simple point raised in 
these pages. 
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including the government’s contribution. But in defining M, we ordinarily 
take the sum of cash balances exclusive of those of the federal government.’ 
In terms of the statistical series ordinarily used, we consider the money 
supply to be equal to currency plus adjusted demand deposits plus possibly 
time deposits.” Whether time deposits should be included is a question into 
which we need not enter here. 

This comparison, in statistical estimates of income velocity, of total in- 
-come (including the government’s share) with only private cash balances 
has seldom been questioned, probably because of the obvious fact that gov- 
ernment spending creates private income.* Hence the numerator of the in- 
come-velocity ratio is, in an important sense, comparable with the denom- 
inator. Private income is compared with private cash balances. In addition, 
the desirability of excluding government cash is immediately recognized. 
The rate of turnover of Treasury cash and deposits is subject to centralized, 
administrative decisions of public officials and throws no light on attitudes 
toward holding cash in the private sector of the economy." 

Using the customary definitions, we present in Table I estimates of in- 
come velocity for each year since 1939.6 Income velocity rose moderately 
from 1939 to 1942 and then fell steadily to a low point in 1946, when it 
was about one-third less than in 1942. This behavior conforms to expecta- 


* See, for example, A. H. Hansen’s new text, Monetary Theory and Fiscal Policy (New 
York, 1949), p. 9, where “adjusted” demand deposits are added to currency in circula- 
tion and time deposits to secure an estimate for M to compare with national income. 
As noted in the next footnote, adjusted demand deposits exclude those of the federal 
government. 


*In the words of the Federal Reserve Bulletin, the series for adjusted demand deposits 
“includes demand deposits, other than interbank and U. S. Government, less cash items in 
process of collection. 


*This kind of comparison has been questioned in part by Clark Warburton in the 
article previously cited. He presents two estimates of income velocity. In one, gross prod- 
uct including government expenditures is compared with the money supply including 
the cash balance of the federal government. In the other, he compares private expendi- 
tures on goods and services plus tax receipts of the government with private cash 
balances, The numerators of the two comparisons differ by the amount of the govern- 
ment deficit or surplus. See “Quantity and Frequency of Use of Money,” loc. cit. An- 
gell’s earlier work on income velocity compared national income with the money supply 
defined to include all government cash balances. See J. W. Angell, The Behavior of 
Money (New York, 1936), Chap. 5 and Appendix B. 


*So far we have spoken merely of “the government,” meaning the federal govern- 
ment. In this paper, I lump state and local governments with firms and individuals. 
Later on, I shall include the expenditures of such bodies in my concept of “private 
spending.” Similarly, my concept of “private cash balances” includes the (demand) de- 
posits of state and local governments, This is not as arbitrary as it sounds. There are 
thousands of such governmental spending units; their decisions are not closely coordinated 
with each other or with those of the federal government; they react» to underlying 
monetary forces in much the same way as do firms and individuals. This is implicitly 
recognized in our banking statistics, where d@posfts of state and local governments are 
included in the series entitled “adjusted demand deposits.” 

€ Table I does not include time deposits, nor does it attembt any adjustments in the 
original figures which might make the resulting velocity estimates more suitable for 
particular purposes. 
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TABLE J.—EstimaTes oF INCOME VELOCITY IN THE UNITED States, 1939-1948 


Money b National GNP oe: 
nea Supply GINE Income? -M M 
1939 33.4 90.4 72.5 2a 2.2 
1940 38.7 100.5 81.3 2.6 2.1 
1941 45.5 125:3 103.8 2.8 2.3 
1942 52.8 159.6 136.5 3.0 2.6 
1943 71.9 192.6 168.3 2.7 2.3 
1944 80.9 212.2 182.4 2.6 2.3 
1945 94.2 213.4 181.7 2.3 1.9 
1946 106.0 209.3 179.3 2.0 1.7 
1947 108.4 231.6 202.5 2.1 1.9 
1948 108.3 254.9 224.4 2.4 Z1 


e Represents adjusted demand deposits and currency outside banks on June 30 of each year. 
Time deposits are not included. Source: Federal Reserve Bulletin, March, 1949, for 1941-48; 
December, 1944, for 1939-40. 

b Revised estimates of Department of Commerce. Figures for 1939-43 are from National 
Income Supplement to Survey of Current Business, July, 1947; those for 1944-47 are from 
Survey of Current Business, July, 1948; the 1948 figure for the GNP is from the Federal Reserve 
Bulletin, March, 1949. 


tions for the war years as a whole, but several troublesome questions are 
raised by a careful examination of the figures. Granted what we know from 
other evidence, the decline in income velocity from 1942 to 1944 seems 
surprisingly small. Why did not the “involuntary hoarding” of these years 
have a greater effect on the velocity figures? Secondly, why was the low 
point reached in 1946 rather than 1945? With the greater availability of 
civilian goods in 1946 and with the relaxation and then end of price and 
rationing controls in that year, we should expect income velocity to be 
greater in 1946 than in 1945. If we now go on to look at the last years in 
the table, further questions arise. The increase, in velocity from 1946 to 1947 
seems surprisingly small. Further, velocity in 1948 was lower than in 1943 
or 1944 and not greatly different from that in 1945, 

Certainly this behavior of income velocity does not accord with general 
beliefs as to what was happening to cash balances during and after the war. 
We know that private expenditures decreased sharply relative to income dur- 
ing the war years and rose sharply relative to incomes after the war. And I 
think it is generally assumed that these changing income-expenditure rela- 
tions were matched by a sharp drop in income velocity (of a greatly in- 
creased money supply) from 1942 to 1945 and by a large increase in in- 
come velocity (with little further increase in money supply) after 1945. 
The public thvoluntarily “hoarded” during the war years; it “dishoarded” 
after the war. Why are these facts pot fully reflected in Table I? 

Once the question is raised, the answer is obvious. It lies in the difference 
between private income and private spending, and this difference represents 
government (income-generating) expenditures. During the war—say, from 
194] to 1944—-the GNP (and therefore the total of private gross income) 
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rose greatly, but private spending increased much less. After the war, as 
government spending declined, private spending rose more rapidly than 
private income and the GNP. 

Table II records these facts and presents a new series for “income veloc- 
ity,” computed by taking the ratio of private spending (rather than income) 
to the money supply.” That is, we deduct the income-generating expendi- 
tures of the federal government from the GNP and compare the difference 
with the amount of private cash balances. Now the velocity figures behave 
the way we should expect. Income velocity based on private spending fell 38 


TABLE I.—RECOMPUTATION OF INCOME VELOCITY TO EXCLUDE EXPENDITURES 
OF THE FEDERAL GOVERNMENT 


Federal Pri “Corrected” 
Year GNP Government S a Income 
Expenditures? Penns Velocity 
1939 90.4 5.2 85.2 2.6 
1940 100.5 6.2 94.3 2.4 
1941 125.3 16.9 108.4 2.4 
1942 159.6 52.0 107.6 2.0 
1943 192.6 81.2 111.4 ta 
1944 212.2 89.0 123.2 1.5 
1945 213.4 74.8 138.6 1.5 
1946 209.3 20.8 188.5 1.8 
1947 231.6 15.6 216.0 2.0 
1948 254.9 20.9 234.0 2.2 
a Copied from Table I. 


b From same sources as GNP figures in Table I, 
° GNP minus expenditures of federal government on new goods and services. 
å Private spending divided by money supply as given in Table I. 


per cent between 1941 and 1943, remained constant between 1943 and 1945, 
and rose nearly fifty per cent between 1945 and 1948. The 1948 figure was 
the highest since 1941, whereas in Table I velocity in 1948 was lower than 
in any of the years between 1939 and 1944, 

It may be argued that “private spending” as defined in Table II is not 
the most appropriate numerator to use in computing the “corrected” velocity 
figures—-that at least tax payments should be added to consumers’ expendi- 
tures and private investment. Undoubtedly, a case can be made for this view. 
Private cash balances are held in anticipation of tax payments as well as 
of purchases of goods and services from the private sector of the economy. 
When tax payments increase, the need to hold cash also rises. Hence in 
Table III, we present a second set of “corrected” velocity estimates. The 
denominator is the same as in Tables I and II; the numerator represents the 
sum of “private spending” as given in Table II and all persofial taxes.® As 

TTo repeat what was said in an earlier footnote, we have defined private spending to 


include income-generating expenditures of state and local governments. Also, the series 
for “money supply” includes the cash balances of such bodiese 


*We include personal taxes paid to state and local governments as well as federal per- 
sonal taxes. (Indirect business taxes are already included in the Commerce estimates of 


156 ' THE AMERICAN ECONOMIC REVIEW 


we should expect for the years covered, the ratios in Table HI generally he 
between those in Table I and Table II; during the years of heavy federal 
deficits they are closer to the corrected than the uncorrected estimates. So 
far as variation over time is concerned, the velocity figures in Table IIT be- 
have much more like those in Table II than those in Table I. Either version 


TABLE III.—RECOMPUTATION OF CORRECTED INCOME VELOCITY 
TO INCLUDE PERSONAL TAXES 


Priyate 


y Private Personal Spending Money oe 
ad Spending® Taxes> Plus Personal Supply’? y ee 
Tare elocity 
1939 85.2 2.4 87.6 33.4 2.6 
1940 94.3 2.6 96.9 38.7 2:5 
1941 108.4 323 111.7 45.5 2.5 
1942 107.6 6.0 113.6 52.8 2.2 
1943 111.4 17.8 129.2 71.9 1.8 
1944 123.2 18.9 142.1 80.9 1.8 
1945 138.6 20.9 159.5 94.2 1.7 
1946 188.5 18.9 207.4 106.0 2.0 
1947 216.0 21.6 237.6 108.4 22 
1948 234.0 21.0 255.0 108.3 2.4 
® Copied from Table IT. 


b From same sources as GNP figures in Table I. State and local as well as federal taxes are 
included. See footnote 8. 

e From Table I, 

4 Ratio of private spending plus personal taxes to money supply. 


of the “corrected” estimates tells us more about changes in the public’s 
attitudes toward holding cash than do the unadjusted estimates in Table I. 

Given these facts, how shall we handle government expenditures in our 
definition of income velocity? This depends on the purpose which we want 
the velocity concept to serve. There are several possibilities. 

We may want estimates of income velocity in order to measure an abstrac- 
tion in which economists are sometimes interested, the income or circuit 
period.® This is the time it takes, on the average, for a dollar of the (active 


private spending.) Admittedly, this involves duplication, since state and local expendi- 
tures are already included in private spending. I see no other way of handling the prob- 
lem, however. Firms and individuals hold cash in anticipation of state and local tax 
payments, and the governmental bodies which receive the taxes hold their own balances 
in anticipation of their expenditures. By including both taxes and (state and local) gov- 
ernmental expenditures, we begin to depart from a strict income concept, but this is 
inevitable whefl we ask why people want to hold cash. The motives for holding cash 
cannot be investigated by confining our attention exclusively to income-generating transac- 
tions net of all duplications. This point is Wiscussed further later in the text. 

"CH. Fritz Machlup, “Period Analysis and Multiplier Theory,” Quart. Jour. Econ., 
Vol. LIV, No. 1 (Nov., 1939), pp. 1-27, reprinted in Readings in Business Cycle Theory 
(Philadelphia, 1944), pp. 203-34. See also, J. W. Angell, Investment and Business Cycles 
(New York, 1941), Chap. IX. 
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or total) money supply to create a dollar of income.” If we think of velocity 
as the reciprocal of an average income period, it would seem appropriate 
to compare total income (including government expenditures) with all cash 
balances which are fed by receipts of income and drained by income-generat- 
ing expenditures. This approach would, I should think, lead to the inclusion 
of government cash and deposits in the velocity ratio.1! But the moment 
we do this, we deprive ourselve to some degree of valuable information about 
private spenders’ attitudes toward their cash balances. 

While the notion of “income period” may sometimes be useful—for ex- 
ample, in studying payment /abits and the effect of institutional patterns 
on the relation between income and the stock of money—our interest in in- 
come velocity frequently centers on the more dynamic aspects of the “cash 
balance” approach. This is particularly true if we are trying to explain short- 
run price and income changes. In dynamic analysis, we are especially con- 
cerned with the changing attitudes of firms and individuals toward spending, 
given their incomes and other data, including the size of their cash balances. 

For this range of problems, our first concept of “corrected? income- 
velocity (with tax payments as well as government expenditures excluded) 
seems more appropriate today than the conventional one. We thereby secure 
a comparison between private spending on privately produced output and 
private cash balances. In this way, we put our treatment of velocity on all 
fours with our handling of the relation between spending and income in the 
usual type of Keynesian model. In such models, the emphasis is first of all 
on (private) spending. Income enters as one (and the most important) 
variable affecting private spending. Our adjusted concept of velocity retains 
this emphasis on private spending. To compare total spending, including 
that of the government, with the stock of money is to lose the opportunity 
to study possible interrelationships between private spending and private 
cash balances. Given the present size of the federal government’s budget and 
the probability that government expenditures will show substantial varia- 
tions in the future, this point may be of some importance. 

There remains the question whether we should interpret private spending 
to include tax payments. So far as I can see, the purpose for which we want 
to use velocity estimates will provide the answer. Suppose that taxes rise 
and lead to an equal reduction in private expenditures on privately produced 
output and that private cash holdings remain unchanged. Should our veloc- 
ity figure remain constant or decline? If we are treating private spending 
on private output as the dependent variable, we shall want to record the 
fact that such private spending has declined despite the constancy of the 
money supply and look to other independent variables for explanation. In 


* For some comments on the meaningfulness of “period” concepts, seee R. A. Gordon, 
“Period and Velocity as Statistical Concepts,” Quart. Jour. Econ., Vol. LV, No. 2 (Feb., 
1941), pp. 306-13. e >» 

1 Warburton has published such a series of velocity estimates, as well as one which 
excludes government cash and deposits. See “Quantity and Ffeauency of Use of Money 
in the United States,” loc. cit. See also the reference to Angell’s Behavior of Money in 
footnote 4, above. 
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this case, we need a definition of velocity that would permit the velocity 
ratio to fall. If we are treating the money supply implicitly as the dependent 
variable, the size of tex payments as well as the volume of spending on out- 
put enter (through the “transactions” and “precautionary” motives) to 
determine what cash balances people choose to hold. In the example cited, 
we should then need to define our variables so that the velocity figure would 
remain constant, to reflect the assumed constancy in the need for holding 
cash balances, 

To pursue this point much further would carry us beyond the limits 
originally intended for this paper. I cannot avoid, however, an additional 
comment on the subject of studying motives for holding cash balances 
through the use of income data. If we treat the money supply as the depend- 
ent variable and then ask on what other variables it depends, why do we 
add only tax payments to private income-generating expenditures? Can we 
stop short of all payments which influence the desire of firms and individuals 
to hold cash? If we cannot, then some version of transactions velocity, not 
income velocity, seems to be the appropriate measure to use. 

As a matter of fact, we may want to make from time to time a variety of 
comparisons between different kinds of cash balances and different totals of 
spending.’ Among these may be a comparison between private cash balances 
and total—private and government—spending. In a sense, this comparison 
permits us to trace how much cash the public chooses to hold to support not 
only its own consumption and investment expenditures but also the level 
of government activity. Directly and indirectly, the latter is matched by taxes 
and (ex post) private saving. But when we make this or other comparisons, 
we should understand clearly what it is that the resulting velocity ratios tell 
us. 

A final example may help to illustrate the different stories told by the 
various velocity concepts’that have been mentioned. Assume that private 
spending declines cyclically but that government expenditures rise by a 
corresponding amount, so that Y and GNP remain the same, Assume further 
that M does not change, the government financing the additional expendi- 
tures by borrowing from non-bank investors.t? Then income velocity accord- 


b4 
ing to the usual definition—7.e., —— —remains constant, because the public’s 
M 


cash balances “support” the same level of total income as before. But private 
spending is now smaller in relation to private cash balances. Both of our 
“corrected” measures of income velocity reveal this fact. Thus far, however, 
we have assumed that tax payments did not change. If taxes were now 
increased to “finance the increased government expenditures (the increased 


% One useful comparison of this sort’ wold be that between consumers’ spending and 
consumers’ cash balances. Warburton (op. cit., p. 449) has done this for the years 1938- 
45, with the qualification that he adds personal taxes to consumers’ outlay. 

“With higher expenditures, the government may need larger working balances. We 
neglect this minor complication. 
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taxes just absorbing the savings formerly borrowed by the government), our 
second corrected measure of velocity, which had first fallen along with the 
other corrected measure, would rise to its initial value, despite the fact 
that Y continued unchanged and private spending remained at its new low 
level. In this case, the change in the method of financing the higher level 
of government spending causes this particular measure of velocity to rise, 
even though neither Y nor private spending changes when the tax increase 
occurs. In this case, we have not permitted the assumed decline in saving 
to offset the increase in taxes. 

We thus secure the following results for our hypothetical example. In- 
come velocity in the usual sense remained constant throughout, both when 
private spending first fell and also when taxes were increased. Our first cor- 
rected measure behaved as private spending did, falling initially and then 
remaining at the new low level when taxes rose. The second corrected 
measure first fell, but when the tax increase was put into effect, it returned 
to its former level. 


THE CONCEPT OF SECULAR STAGNATION 


By BENJAMIN Hiccrns* 


After seven years of full employment, interest in the stagnation thesis has 
naturally abated; but secular stagnation is far from being a dead issue. 
Arthur F. Burns, outlining the program of the National Bureau of Economic 
Research, went so far as to say: 


For some time we have planned a volume that would sum up and interpret 
the massive information developed in our studies of production, employment, 
and productivity. The most important problem to be faced in that final volume 
is the setback to economic progress in the ’thirties: whether that decade defines 
a new trend of stagnation or a passing historical episode.* 


Harrod, in the preface of his recent book, stated that: 


The idea which underlies these lectures is that sooner or later we shall be faced 
once more with the problem of stagnation, and that it is to this problem that 
economists should devote their main attention.? 


Terborgh, and Swanson and Schmidt, have recently considered it worth while 
to write books refuting the thesis, while Fellner, Wright, and Keirstead 
devote considerable space to the subject. Recent writings of Domar, Sweezy, 
Florin, the Council of Economic Advisers, and others show a resurgence of 
interest in problems of economic growth, of which the stagnation thesis is a 
part. It seems desirable, therefore, that the concept of secular stagnation 
should be clarified, so that future discussion of it will be as fruitful as possi- 
ble. 

One of the chief aims of my chapter in the Essays in Honor of Alvin H. 
Hansen was to provide a precise definition of secular stagnation; and to 
make the concept more clear, I illustrated it with a diagram. Judging from 
J. M. Clark’s review of the Hansen essays,? my efforts in this direction have 
not met with complete success. If so distinguished an economist as Profes- 
sor Clark could so completely misunderstand what I said, it seems likely 
that other readers will be similarly misled. 

It may be useful, therefore, to amplify my diagrammatic definition of 
stagnation. 


* The authgr is Ritchie Professor of Economic Research at the University of Mel- 
bourne. . 

* Arthur F. Burns, Economic Research and the Keynesian Thinking of Our Times, 
Twenty-Sixth Annual Report of the National Bureau of Economic Research (New York, 
1946), p. 17. ° 

°R. F. Harrod, Towards a Dynamic Economics (London, 1948), p. v. 

? This Review, March, 1949, pp. 499-507. 
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Figure I is a simplified version of the diagram presented in my essay. The 
curve F, is “potential gross national income,” showing the trend of gross 
national income at full employment. Y, is the trend of “actual” gross 
national income, while C shows the “actual” cyclical movements of national 
Income. Strictly speaking, the “actual” curves are not historical records, but 
show what would happen with a “neutral” government policy—that is, one 
which does not affect the level of total spending. “Stagnation” is defined as 
“a growing gap between the trend of gross national product at full employ- 
ment and the actual trend of gross national product.” Stagnation therefore 
begins at time S. It is this diagram Professor Clark calls “a reductio ad 
absurdum ... adapted to proving that any condition that could ever occur 
is one of secular stagnation.” Clark considers the definition “absurd” be- 


1GROSS eee Yip 


NATIONAL Pe Pe 
Pa r 
INCOME YO =T Ya 
i 7 oor H 
Tnn f d A x Fi 
i ‘ oe} “sraa” 
( oe SK f ; 
eo a 
n7 
S S' 
FIGURE 1 


cause the diagram showed income reaching a point “about 90 per cent above 
the full employment trend,” and contends that “by this device, the only 
condition that would not register as secular stagnation would be long-con- 
tinued over-employment due to war or some other emergency.” 

These strictures are the result of translating the quantities in the dia- 
gram from the money terms in which the whole analysis of the essay is 
cast into real terms. The FY, curve shows gross national income or product 
at “full-employment-without-inflation.” I now regret not having stated ex- 
plicitly that the curves of actual income are not at constant prices; it seemed 
to me so obvious from the diagram itself, and from the whole discussion of 
the essay, that such a statement would be redundant. A gross national pro- 
duct above the full employment level means nothing more “absurd” than 
inflation; a level “about 90 per cent above the full employment trend” is not 
far from the present position in the United States. A trend line above the 
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full employment level means nothing more unthinkable than a chronic infla- 
tionary gap, a tendency for investment to exceed savings at high levels of 
employment, and a rising price trend over the course of economic fluctua- 
tions as a whole. This condition probably exists in undeveloped countries 
today. It also seems likely that all countries go through a phase of chronic 
under-savings in the early stages of capitalistic development. Both Domar’s 
and Harrod’s theories of dynamics imply that such is the case. 

Apart from the confusion of money and real quantities, Clark’s criticism 
misses a fundamental aspect of my definition, viz., that the gap between po- 
tential and actual income is growing. Situation “a” in Figure 3 would not 
be “stagnation” in the terminology of my essay, but only a chronic defla- 
tionary gap. Situation “b,” which is included here for the sake of complete- 
ness, would be the state of affairs resulting from Schumpeter’s 2-phase cycle; 
it would represent a chronic and constant inflationary gap—not a very likely 
situation. 
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Actual intersection of the notential and actual trends is not essential to 
the concept of stagnation. The curves may coincide during some phase of 
development, as in Figure 2. That is, an economy may go through a period 
in which fluctuations take place evenly around a trend of “full-employment- 
without-infigtion,” as implied in neo-classical business cycle theory. Domar’s, 
Harrod’s, and Kalecki’s theories of trend suggest that such a situation is un- 
likely; when an economy is growing at an increasing rate, a chronic infla- 
tionary gap is likely; and when potential income is growing at a decreasing 
rate, there is likely to be a chronic and growing deflationary gap. 

While Clark’s specific criticisms are therefore irrelevant, they have made 
me realize that “the trend of national income at full employment without 
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inflation” is a slippery concept. “Inflation” in this context cannot mean any 
rise in the general price level; it must mean a rise that takes place (or con- 
tinues) after full employment is reached. Such a definition of inflation is 
clear enough, but hides certain difficulties. If the points on the Y, curve 
represent the levels of gross national income at which full employment is 
reached in the upswing, the only relevant points on the trend curve are those 
which lie on cyclical upswings; when national income goes through the trend 
curve in a downswing, full employment will not prevail. If the Y, curve is 
defined as the trend of gross national income at full employment, with prices 
just high enough to yield full employment, the question arises as to just 
how high that would be. It is possible—perhaps even likely—that if full 
employment is reached when prices are rising, only a continually rising 
price level would maintain full employment. On the other hand, if full em- 
ployment is reached after a period of fairly stable prices, as in 1929, it is 
conceivable that full employment could be maintained with a price level 
falling as techniques improved. 





GROSS — Yab 
INATIONAL Ap 
INCOME 





FIGURE 3 


The first interpretation is, I think, what most economists mean when they 
speak of “full employment without inflation” as a goal of economic policy. 
If the war had ended just when full employment was reached late in 1941, 
the goal would have been to maintain full employment without a further 
rise in the general price level. Few economists indeed would oppose a limited 
price rise during an approach to full employment from a position of unem- 
ployment, if the price rise could be checked as soon as full employment 
was reached. The present situation is more complicated; what doves “full 
employment without inflation” mean today? It doesn’t mean reducing prices 
to the 1941 level while maintaining full employment, although most econo- 
mists would probably favour some “disinflation” g‘ it did not threaten full 
employment. The main question is, presumably whether the distortion of 
the price-cost structure during the past inflatigg, čan bê more easily cured by 
reducing prices that are too high, or by raising incomes that are too low. 

These ambiguities in the concept of “full employment without inflation” 
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are a strong argument for defining “potential income” in real terms. My 
chief reason for defining it in money terms was that I wanted to distinguish 
the Hansen theory of increasing underemployment from the Marxian 
theory. As I pointed out in my original essay, if “potential income” is defined 
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in real terms, increasing amplitude of cycles will ix itself cause a growing 
gap between potential and actual trends of national income, even if fluctua- 
tions take place around a full employment equilibrium position, booms be- 
coming more inflatioi “ry &hile depressions become deeper. This case is quite 
different from the case in\yhich booms are becoming weaker, which is, I 
believe, the case Hansen hain mind. 

I now perceive, however, that it is possible to define the trends of actual 
and potential income in real terms, and still make a diagrammatic distinction 
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between the Hansen and Marx versions of stagnation. The Marxist con- 
cept, with the trends defined in real terms, is illustrated by situation “a” in 
Figure 3, the Hansen concept in Figure 4. A “condition that could occur” 
that “would not be stagnation” is shown by situation “a” in Figure 3, with 
Y, and Y, redefined in real terms, and the C curve showing actual fluctua- 
tions in national income in real terms, Since there was presumably no period 
in which full employment was continuously maintained, the Y, curve would 
begin slightly below the FY, curve. Stagnation would begin when dYa/di 
<dY,/dt (č being time); that is, when the gap begins to grow. 

With the trends defined in real terms, it is possible to subdivide this stag- 
nation concept into several possible cases: depressions may become deeper, 
while the duration of booms (periods of full employment) remains un- 
changed; depressions may become longer, while booms remain unchanged; 
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booms may become shorter, while depressions remain unchanged; and up- 
swings may become weaker, in the sense of falling farther and farther below 
full employment at their peaks, while depressions remain unchanged. 
With these revisions, the definition of “stagnation” should be perfectly 
clear, However, it still has defects. The deffnition would apply to the situa- 
tion “A” in Figure 6, but not to situation “B”, nor tp any phase of situa- 
tion “C”. Case “A” is admittedly very unlikely; an economy in which 
potential national income is rising at an increasing rate would almost cer- 
tainly have a chronic inflationary gap rather than a growing deflationary 
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gap; but it is not inconceivable. Situation “B” might exist for a limited 
period, and situation “C” might develop in economies with declining popu- 
lations. The term “mature” is subject to the same sort of misconstrual as 
“stagnant.” 

I suggest, therefore, that the term “stagnant” be applied only to econo- 
mies in which national income (apart from the infiuence of government 
policy) is in fact not growing. Economy B in Figure 6 is stagnant, and the 
economy in Figure 5 is stagnant at point S’. The situation ruling between 
S and S’ in Figures 1 and 2, which Hansen described as stagnation, should 
be called instead “increasing under-employment,”’ which is what it is. 
Economy A in Figure 6 is an expanding economy with Increasing under-em- 
ployment, economy B is a stagnant economy with chronic under-employment, 
economy C is declining with decreasing under-employment, and so on. It is 
tempting to suggest that an economy that has passed its point of maximum 
rate of growth, which in Figure 5 coincides with the point where increasing 
under-employment begins, should be described as stagnating. The danger is 
that “stagnating” will be confused with “stagnant,” and it is probably safer 
to spell out the description: from S to S’, Figure 5 shows an economy with 
increasing under-employment and a declining rate of growth. This descrip- 
tion is an awful mouthful in comparison to “stagnation,” but if it avoids 
the quarreling over words that has characterized so much of the discussion 
of Hansen’s thesis, it will be well worth using. 
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The Effectiveness of the Federal Antitrust Laws: Comment 


In a recent symposium which appeared in this Review, fifteen well-known 
economists and lawyers presented their answers to an inquiry into the effec- 
tiveness with which the federal antitrust laws had protected and preserved a 
“broadly competitive system.” The contributors generally agreed that the 
antitrust laws had not been without influence upon the American economy 
but did not agree as to whether this influence had been sufficiently strong to 
preserve a broadly competitive system. Even in their disagreement, however, 
the reader could hardly fail to note that nearly all of the contributors, 
whether by explicit statement or by implication, (1) identified the inquiry 
primarily with manufacturing industries in which commodities were pro- 
duced for sale in national markets? and (2) agreed that the larger the num- 
ber of producers of a commodity, the more the economy would be broadly 
competitive and, hence, the more society would be benefited, so long as 
economies of scale were not sacrificed. The editor of the symposium was 
“not altogether sure that the desirability of having a broad competitive base 
would not justify foregoing full exploitation of the advantages of large-scale 
production.’ 

At the outset, I should like to commend editor Keezer for having con- 
ducted the poll and the Review for having brought the results to those of 
us who are interested in antitrust policy and its far-reaching consequences. 
Although, as Mr. Keezer pointed out in his summary observations, the con- 
tributions indicated a remarkably broad scope of opinion, only in such an 
approach can “bigness” and “anti-bigness” biases cancel each other out and 
afford the less experienced student of public policy the opportunity to view 
antitrust problems with more emotional detachment. However, both of the 
above impressions left with the reader deserve some comment. 

It can be fairly well demonstrated that no federal antitrust law, no matter 
how sagaciously conceived and applied, could, for a reason more obvious 
than any of those mentioned, make our entire economy highly competitive. 
Hence, the first comment is by way of criticism of the inquiry as formulated 
rather than of any of the replies of the fifteen contributors. Also, there is a con- 
siderable amount of evidence that a large number of small producers of a 
given commodity does not necessarily makee for the near-perfectly competi- 


* Dexter M. Keezer, Editor, “The Antitrust Laws: A Symposium,” Am. Econ. Rev., 
Vol. XXXIX, No. 3 (June, 1949), pp. 689-724. 


*Professor George W. Stocking and Thurman Arnold stressed other sectors of the 
economy as well. 


3 Loc, cit., p. 718. 
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tive economy so highly desired. This textbook condition of perfect competi- 
tion carried to its logical end without stringent qualifications might possibly 
eliminate the need for a federal antitrust law altogether, but it certainly need 
not increase competition in the process, 

Most statistical measures of monopoly have been limited to the per cent 
of output, employment or assets in a particular industry accounted for by a 
given number of firms.* If the “commodity” be defined with sufficient rigid- 
ity and the “market” with sufficient looseness, it can be shown that the 
manufacturing sector of the economy is characterized by a fairly high degree 
of concentration of control. If one, however, examines closely the national in- 
come by industrial origin and the personal consumption expenditures pattern 
data for the American economy,* he finds that a surprisingly small per cent 
of our economic activity falls directly under the jurisdiction of the federal 
antitrust laws. In 1946 almost 70 per cent of the national income originated 
from economic activity essentially intrastate in character or had been either 
cartelized or placed beyond the reach of the Antitrust Department by the 
Supreme Court or Congress, e.g., service industries, retail trade, government 
and government enterprises, farming (parity price and output quotas), local 
construction, local and railroad transportation (Reed-Bulwinkle Bill), local 
utilities, etc. It can be quite logically argued that much of this economic 
activity, particularly retail trade, is at least indirectly policed by the federal 
antitrust laws since most of these industries obtain supplies from the manu- 
facturing sector of the economy. But it cannot be argued that the main- 
tenance of competition in manufacturing is a sufficient condition for a 
highly competitive economy. Moreover, it is hardly probable that the in- 
direct influence which antitrust prosecution can exert upon intrastate and 
protected economic activity does any more than offset the exemption of 
labor unions from the antitrust laws.* Hence, the creation or maintenance 
of a broadly competitive economy is contingent upon far more than a strong 
and enlightened antitrust policy. 

Secondly, a plea for an atomistic supply side of a market without accept- 
ing the attendant “atomized” market is highly unrealistic. The very reason 
we get a large number of producers in many industries is that there are 
many markets for a particular commodity or service, each of which is 
virtually independent of all others, e.g., the market-oriented industries, par- 
ticularly the service industries. It is almost inconceivable that a large num- 
ber of small producers can possibly be in close competition with each other 
in all parts of a single national market except in the production of a com- 
modity for which the cost of transportation over long hauls is a negligible 
part of total delivered costs. An entrepreneur may enter an industry to 
open up oreto compete for a particular market area, but he also locates his 
firm so that he will be free from the competition of many other producers 


*Professor Mason pointed out quite clearly the distinction which should be made be- 
tween competition in the market sense and competition as it relates to the political 
economy. Loc. cit, p, 712. 

“See National Income Supplement to Survey of Current Business, 1947. 

° United States v. Hutcheson, 312 U.S. 219 (1941). 


COMMUNICATIONS 169 


of similar commodities and services. Hence, an infinite number of small 
producers in some industries may be consistent only with a large number of 
small local markets, many of which would not fall under the jurisdiction of 
the federal antitrust laws. Moreover, there is little convincing evidence that 
local markets supplied by numerous producers are, ipso facto, competitive. 

Both of these observations point to an important but hitherto little ex- 
plored field of investigation for purposes of public policy-—the significance 
and degree of monopoly in intrastate markets. Of the 143.7 billion dollars of 
personal consumption expenditures in 1946, considerably over 50 per cent 
was expended on such items as rent, laundry, dry cleaning, local produce, 
insurance, recreation, local transportation, medical care, death expenses, auto 
repairs, and similar commodities and services—virtually all of which are 
produced beyond the reach of the federal antitrust laws. And in spite of the fact 
that there are literally thousands of entrepreneurs engaged in producing each 
of these commodities and services, dozens of which are located in each fairly 
large city, the writer has observed little evidence of vigorous competition 
among them. Demand for most of these commodities and services cannot be 
conveniently shifted from one local market to another; and within each local 
market the consumer has no real “alternative” sources of supply. An inquiry 
into the price behavior of milk, dry cleaning, laundering, barber shop serv- 
ices and similar items made in at least the last half-dozen cities in which the 
writer has resided has produced the standard reply: “We have nothing to 
do with prices, they are set by the association.” Yet these are the items 
that take a large part of the family’s weekly pay envelope. Surprisingly 
enough, the nation’s annual bill for barbershop services exceeds that for 
refrigerators and washing and sewing machines combined; we spend three 
times as much annually upon medical care and death expenses as we do 
upon new and used automobile purchases; rent and household utilities alone 
account for almost ten per cent of total annual personal consumption ex- 
penditures. However, the local real estate association, barber shop associa- 
tion, undertakers’ association, dairymen’s association, etc., are beyond the 
reach of the Sherman Act. 

If current local market behavior harbingers the result of an atomization 
of industry program, it is not at all clear that society would reap the fruits 
of competition in the process. Until state antitrust laws are applied with 
considerably more vigor than they have been in the past, the old argument 
that the large national producer through economical transportation and econ- 
omies of scale (however inimical to the political economy) serves to elimi- 
nate local monopoly still has some validity. And until the Supreme Court 
reverses its position taken in the Hutcheson Case and Congress makes much 
of the exempted economic activity subject to antitrust prosecutien, a broadly 
competitive economy cannot be attained through the federal antitrust laws 
purely on statistical grounds. As stated by’ Professor Kreps, “the squeaking 
axle may naturally get the grease,” but it does not necessarily follow that the 
squeaking axle is the most defective part of the wagon. 

Jesse W. MARKHAM* 


* The author is assistant professor of economics at Vanderbilt University. 
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Housing and Inflation: Reply to Professor Ellis 


In The Review of Economics and Statistics for August 1949, Professor 
Howard S. Ellis wrote an article about the January 1949 Economic Report of 
the President and the January 1949 Annual Economic Review by the Council 
of Economic Advisers, in which he said at page 175: 


Furthermore, the present Report seems to be more honest than its predecessors. 
Thus it candidly says that “the fight against inflation prevents us from under- 
taking these welfare and development programs with the speed and on a scale 
that would otherwise be desirable” (p. 8). Honesty of this sort is apt to be better 
long-run policy than Keyserling’s testimony, which can scarcely escape the 
charge of either befuddlement or disssimulation, to the effect that “the produc- 
tion of more housing is anti-inflationary in the same sense that the production 
of more food would be anti-inflationary.” This casuistry is easily recognized as 
the same argument as that by which the National Association of Manufacturers 
sought to prove that increased taxation of corporate profits would be inflationary: 
investment in plant would be reduced, production would be smaller, prices would 
be higher. It is gratifying that the economics of Mr. Keyserling does not find its 
way into the 1949 Report. (Italics mine. Professor Ellis refers to my testimony 
of August 4, 1948 at pages 308-360 of the printed hearings of the Senate Com- 
mittee on Banking and Currency entitled “Control of Inflation,” 80th Congress, 
2nd session. )* 


There are several points about Professor Ellis’ statement which call for com- 
ment. 

1. Professor Ellis’ appraisal uses the term “report” interchangeably to refer 
to the January 1949 Economic Report of the President and the January 1949 
Annual Economic Review by the Council of Economic Advisers. Thus it is 
not always clear as to which of the two documents he is talking about, although 
it is sometimes made clear by page references. In any event, I signed one 
of these documents along with my two colleagues on the Council and joined with 
them in “assisting and advising” the President in the preparation of the other 
under the terms of the Employment Act of 1946. Therefore, I cannot fairly be 
disassociated from the report the “honesty” of which Professor Ellis so highly 
approves. I wholly subscribe to the passages which he picks out for special 
commendation; and if they did not represent a job of “teamwork,” I might even 
ask Professor Ellis how he can know that I did not actually draft or initiate 
(as well as subscribe to) the parts which he most applauds. I submit that is a 
“heads I win, tails you lose” attitude for Professor Ellis to pick out portions 
of reports I signed or helped prepare which he likes and say that they are not 
my “economics,” but to pick out portions of testimony I have given which he 
dislikes and say that they are my “economics.” Further, conscientious study of 
my testimony would reveal its basic accord with the reports which Professor 
Ellis praises. 

2. Professor Ellis selects the subject of housing to support his alleged con- 


*A striking illustration eof Professor Ellis’ careless treatment of my views is that he 
does not even cite what testimony he is talking about (I also testified in February, 1949), 
and therefore the reader of his article could not refer to my testimony and judge whether 
it was correctly portrayed. 
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trast between what he calls the “honesty” of the Council’s (or President’s) 
report and the “dissimulation” of my testimony. However, the specific hous- 
ing policy recommendations in my testimony, namely, that the long-range 
housing program should have been enacted promptly in 1948 despite the then 
current inflation, was precisely the same housing policy which the whole Coun- 
cil and the President repeatedly embodied in reports during the same infla- 
tionary period. (See reports issued in January 1948, July 1948, and January 
1949.) Presumably, therefore, Professor Ellis ‘objects not to the policy conclu- 
sions which I reached in my testimony, but rather to the line of analysis and 
reasoning which I used to support these conclusions. For if his basic disagree- 
ment was with the policy advanced by the whole Council and the President, 
then his singling out of me for invidious criticism could rest only on personal 
bias. 

3, Turning now to this issue, Professor Ellis’ criticism of my line of analysis 
and reasoning is based upon twenty-odd words which he quotes utterly out of 
the context of my testimony. I said in part the following: 


The point has been made that the Taft-Ellender-Wagner housing bill is incon- 
sistent with an anti-inflation program because it would add to demand. 

This point is not well founded. If there is a shortage of housing, and if this is 
contributing to excessive housing costs in the same way that a shortage of food 
would contribute to excessive food casts, then the production of more housing 
is anti-inflationary in the same sense that the production of more food would 
be anti-inflationary. Tt may well be that, for a time, we cannot divert much more 
labor and materials to the total production of housing in view of other competing 
national needs. But let us make sure that they are competing national needs, and 
not competing non-essentials. And even then, there would still remain the 
question of the composition of the housing that is being produced. It would 
still be sound and desirable to produce relatively more low-rent housing for 
veterans and others of modest means, and relatively less high-priced housing 
for families who can get along very nicely for a while with what they already 
have. The Taft-Ellender-Wagner bill is designed basically for this purpose, al- 
though this is not true of the “title VI” provisions contained in the bill. Thus, 
under present circumstances, talk about damping down the demand for housing 
is undiscriminating and mistaken until one breaks the demand down into various 
types. Some types of housing should be expanded, other types should be con- 
tracted. (p. 348. Italics supplied.) 


Certainly, the foregoing quotation leaves no room for Professor Ellis’ state- 
ment that I did not recognize, or did not honestly reveal, that when resources 
were being strained by inflation we could not allocate more of our resources 
to one purpose without subtracting more from another. I said just this, not 
only generally, but also with specific reference to housing, as is indicated by the 
last sentence of the quotation. I am prepared to admit that the foregoing 
quotation in its compact form, while sufficient to show how fhisleading was 
Professor Ellis’ selection of one sentence from it, did not embrace all of the 
qualifications which anyone could obtain from hearing or reading my testi- 
mony in its entirety. Even a casual reading would rețea] my clear recognition 
that, while an increase of supply exerts a downward influence on prices in the 
long run, additional drawing upon resources for housing (or anything else) 
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during a highly inflationary period adds to the general inflation unless other 
demand is controlled and withdrawn elsewhere. But this still left the point, 
which my testimony treated of fully, that both economic and social considera- 
tions during 1948 required the expansion of certain types of resource use, 
and therefore made the restriction of other types even more imperative, through 
a rounded and comprehensive program. Professor Ellis might quite legitimately 
have disagreed with the particular reapportionment of resource use in accord 
with economic or social priority which I proposed in 1948, or argued that the 
methods which I advocated to bring it about were impractical or undesirable. 
But this would provide no justification for a criticism which distorted my mean- 
ing when it was so easily ascertainable. 

4, Further, my testimony with respect to housing was fully understandable 
only in the framework of my general discussion of the economic situation per- 
taining in August 1948. My argument was that the inflationary situation was 
dangerous because it was creating relationships within the pattern of produc- 
tion, prices and incomes which could not be sustained and which conse- 
quently threatened a substantial downturn in employment and production. 
Concentrating upon this problem of relationships, I concluded that stabilization 
at high levels could not be accomplished solely or safely through the traditional 
measures for curtailing the money supply, restricting credit, lifting taxes, or 
seeking to reduce the general rate or pressure of fundamental economic activity. 
I pointed out that these measures needed to be complemented by more dis- 
criminating efforts to promote more workable relationships. This in turn re- 
quired, for example, that some incomes be maintained or even advanced, while 
others were reduced; that some production be increased, while other produc- 
tion was restrained; that some programs of overwhelming importance to 
domestic welfare or international security be maintained or even expanded, 
while other programs competing for the same resources be correspondingly 
contracted, etc. I also went to great lengths to distinguish between short-range 
and long-range needs, while stressing that some proposals were of such vital 
long-range significance that they should not be delayed even though they com- 
plicated the immediate situation. (See particularly pages 311, 339, 348- 
350 of my testimony.) There may be many economists who would disagree in 
some respects with my not entirely traditional analysis of the 1948 type of 
inflation and how to deal with it. But there are too many eminent economists 
who do agree basically with my analysis (some past presidents of the As- 
sociation wrote approvingly of it) for a few words of it to be torn out of context 
and then the whole of my “economics” dismissed as ‘“‘befuddlement or dissimu- 
lation.” Name calling and nothing more is not enough. 

5. Professor Ellis’ assimilation of the foregoing views to the idea that in- 
creased taxation of corporate profits in August 1948 would have been inflation- 
ary is indeed befuddlement. My testimony, in fact, argued for very high taxes in 
1948 on the ground that they would be entirely consistent with a high enough 
level of business investment and would serve as a damper upon inflation. 
Subsidies or tax prefererfces to speed up the production of a critically needed 
commodity in short supply might be justified even in a generally inflationary 
situation, and in fact were resorted to during the war, when accompanied by 
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other measures to reduce other forms of demand which had a lower priority. If, 
in 1948, the shortage of some other material had been as damaging to the 
economy on balance as the shortage of housing (weighing short- and long-run 
factors, present and potential), it would have been perfectly defensible to 
advocate special measures to speed up production of that other material just 
as the President and the Council advocated measures to speed up housing. 

6. At the conclusion of my testimony, the chairman of the Senate Committee 
on Banking and Currency had this to say: 


I would like to say, now that you have come to the conclusion of your talk, and 

I sat all through it; that you have in a more comprehensive way than any witness 

that has come before us in my memory met this situation that you came to 

talk to us about. Speaking from this chair and for myself only, and I do not 

doubt very much reflecting the minds of some others here, you have shown a 

grasp of the situation, you have shown a manifest fairness, you had a lucidness 

of utterance of expression, you have not been dogmatic, and you have impressed 
me with the fact that you realize how delicate the situation is; all of these 
things, after all, are experimentations, but you have a reason for the faith that 

is within you (Hearings, p. 360). 

Professor Ellis may not value so highly as I do the comments of Senator 
Tobey on the ground that he is not an “economist.” But those who believe 
in the purposes of the Employment Act, and realize the difficulties involved 
in obtaining legislative approval of policies developed by economists, will 
not dismiss lightly the judgment of one of the sponsors of the law and the 
then chairman of a Committee which deals with so much economic legislation. 
This judgment concerning my sincerity by a distinguished public servant who 
knows my record and knows me in action may properly be set against the charge 
of “dissimulation” by someone who knows neither and who obviously did not 
study my testimony nor view it in its setting. 

In view of Professor Ellis’ position as President of the American Economic 
Association, and the quotation of his statement about me in leading daily 
newspapers, I have asked the editor of Te American Economic Review to give 
space to my reply in order that it may reach the largest feasible number of 
the profession. However, I would not make this request solely on grounds of 
personal privilege, were it not for my belief (a) that the members of the pro- 
fession are entitled to a clear setting forth of my views after the Ellis state- 
ment, and (b) that many members of the profession deeply interested in the 
Employment Act of 1946 will want to see its purposes carried forward more 
successfully than they can be if economists of standing are careless in their 
treatment of those responsible for its administration. 

Lron H. KEYSERLING* 


* The author is acting chairman of the Council of Economic Advisers to the President. 
o 


Plans for an International Economie Association 


Active plans were set afoot last year for the organization of an International 
Economic Association (I.E.A.). The initiative came from a group of French 
economists who induced UNESCO to call a conference of a small group of 
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economists from the United States, Great Britain, France, Italy, Norway, and 
some other countries. The American Economic Association accepted an invita- 
tion to participate in these conferences. A special committee, consisting origi- 
nally of H. S. Ellis, T. W. Schultz, J. W. Bell, G. Haberler (chairman), J. A. 
Schumpeter, and later enlarged by John V. Van Sickle, J. A. Willits and F. C. 
Mills, was appointed and given the task of studying the project. 

Two preparatory international conferences were held at the headquarters of 
UNESCO in Paris which were attended by G. Haberler as representative of 
the American Economic Association. It was decided to hold a constituent 
conference of the I.E.A. in September, 1950. The following draft of the statutes 
of the I.E.A. was worked out and will be submitted to the September meeting. 
The late Professor J. A. Schumpeter was unanimously designated, and accepted, 
to serve as the first president of the LE.A. 

The statutes provide that the I.E.A. is a federation of national economic 
associations. There will be no individual members of the I.E.A. The reason 
for this arrangement is that it was felt that in this way the new organization 
can be made efficient and inexpensive. | 

The purposes of the new association are strictly scientific. UNESCO has 
kindly agreed to support the undertaking financially and through advice on 
organizational matters, in the interest of international scientific and intellectual 
cooperation. But the I.E.A. will be entirely autonomous and will be directed 
by the representatives of the various national economic associations. In those 
countries, as in France and Italy at present, where there exist no national 
economic associations, ad oc committees of leading economists will be set up, 
but it is hoped that in the near future a French and Italian Economic Asso- 
ciation will be organized. 

The I.E.A. will start its activities by organizing international round table 
conferences on specific questions of scientific interest and it should be em- 
phasized that the participants of these conferences will be individual scholars 
and not representatives of national associations. 

Upon unanimous recommendation by the Special Committee on the I.E.A. 
the Executive Committee of the American Economic Association has decided 
to join the I.E.A. The Royal Economic Society, the Canadian Economic As- 
sociation and Scandinavian and other Continental European “Economic As- 
sociations have likewise indicated their willingness to adhere. 


PRELIMINARY DRAFT FOR THE STATUTES OF THE INTERNATIONAL 
Economic ASSOCIATION 


Article 1. The International Economic Association is hereby established with 
purely scientific aims. 

Article 2, The general purpose of the Association is to initiate or co-ordinate 
measures of international collaboration designed to assist the advancement 
of economic knowledge, and in particular: (a) to secure and develop personal 
contacts between economists of different countries, by organizing round table 
discussions and conferences; (b) to encourage the provision of international 
media for the dissemination of economic thought and knowledge (such as 
bibliographies, abstracts, dictionaries, translations, etc.). 
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Article 3. The Association shall consist of a Council and an Executive Com- 
mittee. 

Article 4. The Council shall consist of appointed members and co-opted 
members. 

The appointed members shall be chosen by the associations or committees 
listed in Annex A and by such other professional or scientific associations or 
committees of economists as may be decided by the Executive Committee. Such 
associations or committees may be organized on a geographical basis or may 
be international organizations concerned with a particular branch of economics. 
The associations or committees shall appoint permanent delegates, but shall 
have the right to substitute, if necessary, alternate delegates for any or all of 
their permanent delegates to represent them at a particular meeting. 

The co-opted members shall not exceed 25 per cent of the total membership 
of the Council. They shall be chosen by the Executive Committee, subject 
to approval by the next Council. The Council shall meet every three years and 
review the general policy of the Association. 

At any meeting of the Council the members representing an association shall 
be entitled to exercise the votes of any absent member of the Council repre- 
senting that association. 

Article 5. The Executive Committee shall consist of not less than six, nor 
more than twelve members of the Council. The Executive Committee shall be 
elected by the Council and shall hold office for three years or such other period 
as may be determined by the Council. No country shall have more than two 
members of the Executive Committee, and those countries which have four 
members of the Council shall have at least one member of the Executive Com- 
mittee, If any member of the Executive Committee is unable to attend a meet- 
ing of the Committee, the President may exceptionally authorize the association 
concerned to appoint a properly qualified alternate. 

Article 6. The officers of the Association shall be a President, a Vice Presi- 
dent, a Treasurer, and a Secretary. The President, Vice President, and Treas- 
urer shall hold office for three years or such other period as may be determined 
by the Council. The President, or in his absence the Vice President, shall act as 
Chairman both of the Council and of the Executive Committee. Their appoint- 
ment shall be confirmed by a majority of the Council. Such confirmation may be 
asked and received by letter. 

Article 7. The Council shall appoint such number of Honorary Presidents as 
may at any time be appropriate. 

Article 8. The Treasurer shall be responsible for supervising the receipt and 
disbursement of moneys on behalf of the Association. 

Article 9. The Executive Committee shall appoint a Secretary, who shall 
carry out the instructions of the Executive Committee. 

Article 10. The Executive Committee shall draw up for approval by the 
Council regulations which are in conformity with the Statutes of the Associa- 
tion. These regulations may be amended by the Council by a majority vote 
of all members of the Council. 


Any amendment of the Statutes shall require a two-thirds majority of all 
members of the Council. 
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Article 11. Both the English and French texts of the Statutes and Regula- 
tions are authoritative. 


Interim Arrangement 


An interim Executive Committee has been established as shown in Annex 
B. It will undertake necessary steps in order to constitute the Council as soon 
as possible. It is authorized to accept any moneys, to negotiate agreements and 
contracts with UNESCO, to prepare a program for the activities of the Associa- 
tion. It will nominate the first Executive Committee and officers of the Associa- 
tion and seek their confirmation by the procedure laid out in Article VI. 


BOOK REVIEWS 


Economic Theory; General Economics 


The Economic Mind in American Civilization. Vol. III, 1865-1918. By JOSEPH 
DorrMan. (New York: Viking. 1949. Pp. xiv, 494, lxxvii. $6.00.) 


Mr. Dorfman’s imposing work surveys far more than just the history of 
American, professional economic thought; and far more is added to that than 
merely the few “lay” contributions to the special literature of economic sci- 
ence. It is equally concerned throughout, also, with opinions in all quarters, 
in the country at large, on all the economic and social questions and public 
issues widely agitated in successive periods. In this third volume—alone 
here under review—which covers the time from 1865 to 1918, the professional 
economists get, in all, about one-half of the total space; naturally a far 
larger share than was given, in the two earlier volumes, to their few, un- 
important predecessors in the Colonial and pre-Civil War periods. But even 
in this volume the professional economists never dominate the total scene. In 
each successive Part, on its short period of either a decade or somewhat more, 
the opening chapters present a survey of the national economic, social, cul- 
tural, and political scene and public issues of that period. Then also, both 
embedded in that and extending on through some chapters beyond it, we 
get a multitude of quotations and short summaries, and for some leading 
figures longer accounts, of the politico-economic views and arguments on 
specific issues, or more general social philosophizings, of a vast variety of 
Americans of the time: businessmen, politicians, leaders of labor and farm 
movements, journalists and literary figures, clergymen, and reformers, radi- 
cals, and conservative spokemen of all types. Only when, for each decade, all 
that material has been presented, are we introduced to the “new generation” 
of professional economists, and the new writings or utterances within this 
period of their older colleagues, first encountered in an earlier section. And 
so, in the last half more or less of each period-section, devoted to economists, 
we get digests of their opinions on the public issues of their times, and their 
contributions to our store of objective, logical and factual economic knowl- 
edge—examples of both together in unanalyzed mixtures, presented as on the 
same plane of interest, in the same frame of reference, with each other and 
all with the popular opinions and views reported in the preceding chapters. 

Now such a book calls for different types of reviews, for different audiences. 
In this review, for professional economists, I focus chiefly on the question, 
how the history of American professional economic thought fares in this 
handling of it as only one part of a much larger theme. With the general 
idea in one sense I am wholly in sympathy: as far as possible, in my opinion, 
we should study the history of our inquiry and the work of our predecessors 
not in isolation but, as here, in the full context of the general movement of 
American life and thought, and with attention to the complex interactions of 
the thinking of economists with that going on in the society around them. 
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But an undertaking so large has, along with its great potential value, very 
great, inevitable difficulties; and I do not feel that Mr. Dorfman has suc- 
ceeded in overcoming the latter nor, in consequence, in realizing the former, 
at all fully. 

Before proceeding, however, to adverse criticism, let me in justice notice 
the book’s very real and substantial merits. It admirably combines two kinds 
of excellence, both important and too rarely united so well. The work of pure 
scholarship on a vast array of varied materials is indeed impressive, and I 
think it probably—though I am not well equipped to judge this—in general 
thorough, accurate, and reliable throughout. And secondly, in consequence 
of the author’s writing skill and attractive qualities of mind and temper, the 
finished result is good, easy reading, never dull, at all points highly interesting. 

But while it is thus a book to be read for both pleasure and profit— 
abundant, solid, valuable information—it is not, to me at least, very satisfy- 
ing intellectually. I can only report that to this one reader it seems deficient 
in intellectual depth or penetration, clarity, cogency, and illumination. And 
this deficiency, I think, is explained by two all-pervading defects, of different 
kinds—one merely mechanical, and the other one rooted in the author’s 
whole way of thinking. Let me speak first of the former. 

In carrying out his vast undertaking and dealing with his plethora of ma- 
terials, Mr. Dorfman, I think, has not practised enough selection and con- 
centration. The overcrowding of the volume and each Part makes each chap- 
ter and page too superficial; there are too many, too brief, bare, inadequate 
summaries of the views of too many figures. On many an important economist 
we get only a bare report of a few minor fragments of his personal views and 
contributions to our science; no rounded view of the over-all pattern of his 
thought and work as a whole; and nothing in the way of analysis and critic- 
ism, even of the fragments which are reported. And in part this happens so 
often because the crucial, additional part of the space required in order to 
really say something about every economist (and every other figure) worthy 
of attention, has been totally wasted in numberless small bits individually 
devoted to very unimportant economists and non-economists, who should 
all have been left in oblivion. Mr. Dorfman apparently is one of those 
scholars—I use the word in its narrow, special meaning—who seem 
unaware of the vital distinction between a book to be read and a pure refer- 
ence-catalog which must be complete in ‘coverage’ of names. But, of course, 
even the latter goal is far from being attained in a compromise between the 
two things. 

Perhaps a few rough “statistics,” in illustration and support of that criti- 
cism, may be of interest. By an incomplete count I get a list of 54 economists 
—from Amasa Walker to Wesley Mitchell inclusive—individually considered 
in this volume, in amounts of space ranging from fractions of a page (for 
each of many) up to 18 pages. In my estimate the 54 together get 242 pages 
—out of 490 in the volume; on the average, 472 pages each. But the lion’s 
shares go to J. B. Clark—17 pages; J. R. Commons—18; H. J. Davenport 
—15; Veblen—1344; and Wesley Mitchell—18. At the other end of the 
scale a number of those who I think deserve, not as ample but substantial 
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treatments—7 or 8 pages would seem to me a minimum—get as short shrift 
as do many in the horde of very minor figures. Examples of this are C. F. 
Dunbar—14 pages; Simon Newcomb—4; T. N. Carner—1%, all devoted 
to his gospel of thrift and containing nothing about any of his real contribu- 
tions to economic analysis; Allyn Young—a short paragraph, barely one 
quarter of a page—actually!; and H. L. Moore—2% pages. 

But my chief complaint is not over the matter of relative allocations of 
space among different economists—as to which, within wide limits excluding 
only such glaring cases as I have just mentioned, the author is entitled to 
his own scale of preferences. I do not begrudge him his generous allotments 
of space to his favorites, though I personally would give less to Commons. 
With the medium amounts—6 to a dozen pages each—which a large number 
get, I am in nearly all cases content; though I do think it is absurd that Irving 
Fisher is in this company with only 934 pages—the author’s maximum of 18 
would be as appropriate here as anywhere. Taussig’s 7 is fair enough, and 
so on. The main point is that if, say, a score of the very minor economists— 
selected as such by the author’s, not my judgments, with the few exceptions 
I have indicated—and a similar proportion of the even more numerous minor, 
non-economist figures in the book, very minor “public” figures in their times 
—if all these and the in any case meaningless crumbs of space devoted to 
them were eliminated entirely, and the saved space redistributed at the 
author’s will among persons dealt with, the result could be to make the book 
more useful than it is. 

I am not too confident, however, that any use which Mr. Dorfman might 
have made of additional “room” in dealing with economists, would have 
seemed to me to add much “light” upon their views and contributions to our 
knowledge. For I come now at last to my fundamental criticism of the struc- 
ture, not of the book as an arrangement of materials, but of the “economic 
mind” or outlook—the entire conception of the character of economics and 
its place in our culture—which the book expresses. As I partly intimated near 
the outset, Mr. Dorfman nowhere appears to recognize how radically unlike 
each other in their characters, and largely separable or independent, are the 
economic-scientific and ideological parts or ingredients of the total thought- 
structures of economists, embodied in their writings. Not only does he al- 
ways merely report—quote or paraphrase—without stopping to analyze and 
criticize, what was said on a subject by this economist and what by that 
other citizen, and never hint that both parts of the former’s mixture of 
economic analysis and ideology, and the wholly or mainly ideological con- 
tent of what the latter said and any small bits of economic analysis in- 
cluded therein, are not all “of a piece”; of the same mental quality, all to be 
judged in the same way by the same unindicated tests and standards, and 
pertinent In the same way to all the same undistinguished aspects of the 
common subject. 

There is even, despite the general absence from the book, or rarity in it, 
of explicit statements of Mr. Dorfman’s own interpretive and critical judg- 
ments, a positive indication emerging from it as a whole, of what I think 
is his view: that the ideologies of historic “schools” of American economists, 
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and their varieties, as to scope, method, and substance, of work in their 
science, kave made up logically organic, integral, unitary, indivisible wholes. 
There has been a progress—the whole book implies—from the once “ortho- 
dox” and predominant ideology-and-methodology—a necessary union of 
laissez-faire views with an inferior, narrow, dogmatic-logical and not em- 
pirical science—to the gradual triumph of a better and equally indivisible 
whole, consisting of an improved science of far wider scope and stressing 
empirical research more than logical analysis, avd a more enlightened, hu- 
mane, “liberal,” and pro-the-people instead of pro-business ideology. 

Now at first thought it may seem astonishing that Mr. Dorfman, who is in 
general a disciple of Veblen, can thus ignore and so fully abandon Veblen’s 
own most explicit and emphatic stand on this very matter. No one has ever 
outdone Veblen in insisting that economic science should be entirely divorced 
from all ideologies and value-judgments. “Modern science” can be interested 
only in describing the facts without judging them, and not at all in giving 
or supporting any advice of any kind to anyone, nor in any question about 
the validity or merits of any set of ideals. The old “orthodox” economics 
was not a science in that sense but a rationalization of and apologia for the 
business economy-and-culture and political creed; and the “new economics” 
must not replace one ideology with another, but be a morally neutral, solely 
descriptive and not evaluative science, 

That was Veblen’s precept; but of course he failed to live up to it. He 
wrote satire against the business economy-and-culture, entirely directed by 
his own set of values, and called that his neutral or purely objective and 
descriptive science. Now it is a detail that Veblen’s values were by no means 
entirely in line with the widespread American, sentimental, democratic ideal- 
ism which all or most of the so-called Veblenians, none the less, retain as 
their own ideology. This they unite with a science conceived more—in two 
ways—on Veblen’s lines. With him they turn from the logical science of 
only the economic element and problem in the lives of men and societies, to 
a science so wide in scope as to be vaguely, more or less, an all-embracing 
economic-social science; and in method, devoted to fact-finding and descrip- 
tive studies carried out with no more than a minimum of theoretical work 
or logical analysis. Mr, Dorfman, then, is in general agreement with his 
fellow Veblenians who follow not Veblen’s precept, nor exactly his practise 
even, but their own modification of the latter. 

Nor is it any wonder that neither Veblen nor his pupils have carried out 
his precept; it is my belief that no one could or can do so. I reject Mr. Dorf- 
man’s apparent view that varieties of economic thought and the associated 
ideologies, and the progress of our science and of moral wisdom, are in- 
separably bound together into perfect unities. But I also reject the opposite 
extreme view, expressed in Veblen’s precept as opposed to his practise, and 
preached today in the profession by many at the opposite pole from him 
in other respects: that between what is truly scientific in the mental work 
of economists, or leads to objective, logical and factual knowledge, and their 
ideological views, there is no mutual relevance and dependence in any degree, 
but complete irrelevance and independence in both directions. 
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The crucially important problem of science and ideology is less simple 
than each view implies. A history of both economic-scientific and ideologi- 
cal thought in our profession and country, and their interactions, should 
contribute much toward the much needed, fuller understanding of this prob- 
lem. But a history in which the two streams are never clearly discriminated 
and no effort is made to analyze and criticize their combinations, cannot so 
contribute. This is a scholarly and readable book, full of information well 
presented as such, but offering little to the understanding. 

O. H. TAYLOR 

Harvard University 


Problems for Economic Analysis. By CLARK L. ALLEN, AURELIUS MORGNER, 
and Ropert H. Strorz. (New York: Prentice-Hall. 1948. Pp. xi, 148. 
$1.85.) 


Recent publications indicate that the cycle of problems texts in economics 
has run its course. This is particularly true in the field of economic theory 
at both the elementary and advanced levels. Among recent publications, this 
set of illustrative Problems in Economic Analysis, while not definitive, has 
the appeal of an excellent teaching aid to students and instructors alike. The 
authors state, “This book has been prepared in the conviction that the begin- 
ning student of economics should be given extensive opportunity to apply the 
techniques he has learned to the type of problems that are basic to economics. 
If the student can reproduce verbatim the instructor’s lectures and can out- 
line the textbook in minute detail but cannot utilize the information in prob- 
lem solving, his training has been of little value. .. . The prime purpose of 
this book is to help the student and, incidentally, the instructor, to discover 
what it is that the student has not fully comprehended” (p. v). 

While the sequence of problems follows the order of conventional texts, 
the coverage of problems and required subject matter also embrace the newer 
national income approach to the subject of economics. This book can effec- 
tively supplement any of the currently accepted texts as is demonstrated by 
cross-correlation tables supplied by the publishers. Quantitatively, the cover- 
age is quite complete, and qualitatively, the problems range from elementary 
to advanced. Section XH, “The Pricing System in a Model Economy” (pp. 
141-48), is in this latter category, yet it provides a thorough summary of the 
core materials of economic analysis. The authors state, “. . . that the subject 
matter may be rearranged to suit the needs of the individual instructor” 
(p. v). However, as within sections (cf, Section VI) rearrangement is not 
altogether feasible for pedagogical or mechanical reasons. 

In modesty the authors write, “We suspect that we have not avoided all 
the errors and inadequacies that characterize first attempts” (p. vi). The fol- 
lowing suggestions may improve their second edition. The holding company 
problem (p. 11) is too complex for students of principles of economics. Prob- 
lem 4, Section ITI (p. 29) could better be utilized as a classroom demon- 
stration since it allows too great latitude of answers for any standard in 
grading. Likewise, Problems 6 and 7-A (pp. 33-35) have the same dis- 
advantage. The extended problem dealing with costs (Section VI, pp. 71- 
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83) could be improved by the elimination of the repetition of computations 
in successive steps of the problem. This change would materially reduce the 
work of the problem and would permit the desirable addition of pertinent 
questions serving to emphasize the principles illustrated by the problems. 
Too often in extended problems of this sort, the work of computations and 
problem solving becomes the student’s end rather than that of seeing the 
development and application of some general propositions. Realism would 
not suffer in these problems if the number and size of the figures were re- 
duced. The problem on national income accounting (p. 121) could stand the 
addition of appropriate questions to make the work more significant. 

One is struck with the omission of problems dealing with capital valua- 
tion, the law of comparative advantage, tariff and taxation effects on resource 
allocation and utilization, and the indifference analysis. Perhaps this latter 
omission may be excused as beyond the normal scope of principles courses. 
A more fundamental problem to be overcome by authors attempting multiple- 
text adaptation such as this is that of terminology and procedural differences. 
The former deficiency, a long-standing source of confusion, is well illustrated 
by the problem presented in this book. However, while the authors preface 
“A Note on Terminology” (p. vii), it could hardly and does not ease this 
difficulty. Whenever appropriate, the more practical solution might be to 
include a prefatory note on the particular terminology and procedure as- 
sumed in a given problem (cf. Section IX, Problem 5, p. 115). Likewise, 
implicit assumptions in a few of the problems cause frustration and the 
needless waste of energy. 

GEORGE C., Grosscup, Jr. 

University of Vermont 


Economic History; National Economies 


The Socialized Agriculture of the USSR—Plans and Performance. By NAUM 
Jasny. (Stanford: Stanford University Press. 1949. Pp. xv, 837. $7.50.) 


The publication of Naum Jasny’s long-awaited volume on Soviet agricul- 
ture is an event of major importance both for those interested in the economics 
of the Soviet Union and for those whose interests encompass the general 
theory of economic development. His is the first such study in a decade, and 
it is the most thorough and comprehensive ever published on the subject. It 
deserves a great deal of attention. 

In this paper I propose to examine only two of the many theses he de- 
velops. First, he reaches the surprising conclusion that labor productivity on 
the farm, in the period 1928 to 1938, increased but slightly on a man-year 
basis and probably not at all on a man-hour basis. Second, he concludes that 
the welfare’ of both farm and urban dwellers is no higher at the end than at 
the beginning of the same period. He uses both of these developments as 
part of his arsenal of preof that the socialization of agriculture has not been 


* Here and throughout this paper, I am using the term welfare to mean the consumption 
of consumer goods in real terms. 
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successful, He concentrates quite properly on the ten or eleven years follow- 
ing the beginning of the first Five-Year Plan since it was in these years that 
the basic economic policies were formulated and carried through. 


I 


The Soviet agrarian problem is a large part of the total Soviet economic 
problem—even at the end of the 1930’s some 55 per cent of the total labor 
force was engaged in agriculture (the corresponding U.S. proportion was 13 
per cent). Even so the agricultural output per capita of the total population 
was low by Western standards, If the USSR is ever to become a strong in- 
dustrial economy it will somehow have to release many millions of farm 
workers to the industrial labor force. Barring any great extension of foreign 
trade, this means that farm labor productivity must increase. It is for this 
reason that Jasny’s productivity calculations are of such interest. The ex- 
perience of the 1930’s should give us some notion of whether the future 
will bring real increases in productivity on the farm or whether the Russians 
are doomed to keep a large proportion of their labor force striving to wring 
the necessities of life from the soil. 

Jasny’s calculations of farm labor productivity are as follows (Chap. 18): 
He finds that the kinds of farm products changed somewhat from 1928 to 
1938, with more importance attached to industrial crops in the later year. 
For the numerator of his fraction, therefore, he uses an index of physical 
output based on the value of the component parts at constant (1926-27) 
prices. He takes official data for technical crops, but writes down the grain 
crops about 20 per cent to allow for a change in official crop reporting 
methods which took place in the mid-’thirties. He also makes an upward 
adjustment for 1938 “for normal weather,” replacing the actual outputs (as 
adjusted for the new crop reporting method) with trend computations be- 
cause 1938 was a poor crop year. On these assumptions he finds that gross 
farm output increased from 15.5 billion rubles to 17.4 billion rubles between 
1928 and 1938. Certain deductions are then made in both years to give a 
“production for sale and consumption” figure—the deductions are essentially 
feed, seed and unfinished production. The net output figures for 1928 and 
1938 are then 10 and 11.5 billion rubles, respectively. Output, accordingly, 
is estimated to have increased by 15 per cent (p. 676). 

For the denominator of his productivity fraction Jasny assumes a decline 
in farm labor of 10 per cent (p. 714). This is derived from various Soviet 
sources which indicate that the number of persons dependent on agriculture 
fell by somewhat more than ten per cent. He assumes that the number em- 
ployed in agriculture’ fell somewhat less than the number dependent on 
agriculture because in the total population the proportion of persons be- 
tween the ages of 15 and 59 increased. 

Jasny’s index of farm labor productivity resulting from these calculations 
is therefore 115/90, or 128, in 1938, with 1928 as 100. After following the 
intricate calculations in Jasny’s volume, one has the feeling that they are 
probably fairly accurate; my own impression was that his result was per- 
haps somewhat low. Principally this impression rests on what seems to me 
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an erroneous assumption with regard to the decline in the farm labor force. 
Accurate figures are hard to come by in this area, but Lorimer has made 
some careful analyses which show a 15 or a 20 per cent reduction (on alterna- 
tive assumptions) in persons dependent on agriculture,” as against Jasny’s 
lower figure. Furthermore, I regard with skepticism Jasny’s assertion that 
the farm labor force would decline less than population dependent on agri- 
culture. It seems to me that a mass farm-to-city migration would be dis- 
proportionately heavy with persons of working age. 

But even if the index of farm labor had fallen to 80 instead of 90, the 
productivity index would have risen to only 144 rather than 128. It is cer- 
tain that, given the state of data, it is folly to attempt to choose between 
128 and 144. Jasny has established his main thesis, which is that the pro- 
ductivity increase was much less than is usually assumed. The common 
picture of a radical shift from small primitive farms in 1928 to large 
mechanized collective farms in 1938 is somewhat overdrawn, but the changes 
were substantial and one might reasonably expect much greater productivity 
increases than 30 to 45 per cent. 

Jasny goes on to point out that one of the results of the collectivization 
process was to permit more days of work per year per farmer. This increase 
he set at about 45 per cent; its effect on hourly productivity is offset by 
some indeterminate amount by a probable reduction in the length of the 
work day, but he concludes that “a more than negligible increase in [farm] 
output per hour is definitely excluded and a slight decline is equally pos- 
sible” (p. 420). 

* Ok Ox 


What are we to conclude from all this? The implication seems to be clear 
that the socialization of agriculture failed, and that future progress of the 
economy (once the ravages of war are repaired) will be slow inasmuch as 
its base is in agriculture.* Jasny characterizes the developments of the dec- 
ade by quoting the old saying: “A mountain yielded a mouse” (p. 441). 
I suggest that this interpretation is misleading, not to say dangerous, because 
the implication of the interpretation is plain that the future industrial growth 
will be slow. Such an implication, I maintain, should not be drawn from the 
developments of the decade. 

Consider some of the circumstances which prevailed during a part or all 
of the period. First, net investment on the farms between 1928 and 1938 was 
practically zero. The essential cause of this was the large disinvestment that 
took place in the early ’thirties as a result of the rapid pace of collectiviza- 
tion. Peasants resisted the process bitterly, and one manifestation of their 
resistance was large-scale destruction of buildings, equipment and, most 
important of all, livestock. This disinvestment was not made good until the 
end of the decade. It can be maintained that this was the fault of socializa- 


*Frank Lorimer, The Population of the Soviet Union; History and Prospects (League 
of Nations, Geneva, 1946), p$110. 

? Jasny never quite says this in so many words. But it is an implication of his thesis 
which I think is unavoidable. 
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tion and should not be offered as an extenuating circumstance. But the real 
point is that it is non-recurring. 

Second, and allied to this, the horse population declined drastically in 
the early days of collectivization—through starvation and slaughter. This 
was the only instrument of farm power in 1928, and the exalted tractor did 
not become available in quantity until late in the ’thirties. In consequence, 
the total amount of power available on the farm was less in 1933 than in 
1928, and was about the same in 1938 as in 1928, even when tractors, trucks, 
and combines are included (p. 458). By that time, it may be noted, the an- 
nual rate of increase of power on the farm was large (it was cut off by the 
war). 

There are really two separate facets of the agrarian problem, of which the 
release of farm labor is but one. The other is the total output, which must 
be increased at least as rapidly as the population grows. This can be done 
only by increasing yields per acre or the amount of cultivable land, or both. 
In the long run this may become a serious brake on Soviet economic de- 
velopment, for their supply of good land is not abundant. But with a popula- 
tion increase of some 12 to 15 per cent per decade, it should not be impos- 
sible to increase total output comparably through continuing investment in 
reclamation and irrigation projects and the development of new fertilizers, 
hybrids and so on. This lends emphasis to the critical importance of invest- 
ment in the agricultural sector of the economy. It may also bear on the other 
part of the problem since it will tend to reduce labor productivity to the 
extent that submarginal land is brought under cultivation. Indeed, during 
the period under review here this apparently happened; the quantity of land 
under cultivation was increased by some 20 per cent, which is undoubtedly 
one major reason why yields per acre did not increase materially. 

The fact that farm population and labor were released in substantial 
quantities between 1928 and 1938 (Lorimer estimates the total “rural redis- 
tribution decrement” at 25.4 million persons)* even though the land margin 
was being extended, and particularly without appreciable net investment or 
increment of power, seems very significant as far as future industrial growth 
is concerned. Furthermore, it must be remembered that these developments 
occurred in little more than ten years after a most disheartening beginning 
during which not only was there large destruction of capital, but resentment, 
resistance, misery and starvation on a scale difficult to imagine. Finally, the 
industrialization of agriculture—the provision of tractors, trucks, combines, 
fertilizer and so on—was finally proceeding rapidly at the end of the decade 
and might have been expected to begin paying off had not the war interfered. 

I am not arguing here that collectivization benefited the peasants, that it 
raised living standards, or that it is “good.” But I do feel that the results 
that Jasny describes, and which appear at first glance to signify weakness, 
need to be interpreted with care, I have the feeling that the Soviet agrarian 
problems were by no means near solution by 1938, and that the road ahead 
would have been long and painful even without the wartime interruptions. 


* Op. cit., p. 161. 
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But some at least of the problems were being got in hand, and a number of 
the important adverse factors—the great cattle slaughter, the process of 
learning to use machinery, and so on—were nonrecurring. I suggest that it 
is plausible to infer that the release of labor to industry, had it not been for 
the war, might well have continued at a high and perhaps increasing rate. 


it 


Let us now turn to the welfare question. As in the previous case, it is not 
Jasny’s data or computations with which I wish to take issue. Rather it is 
with the possible and implied interpretations of the facts he presents. 

Jasny is at pains to point out that the increase in agricultural output did 
not increase the living standards of the peasants, Much of the additional 
farm output was in technical products and since the population was increas- 
ing, “The level of per capita food production of precollectivization years was 
never again reached” (p. 34). The state’s procurement policy also operates 
against the collective farmer. Before collectivization, of course, the farmer 
disposed of his surplus on the market; in a bad year he put less on the market 
and tended to maintain his own consumption. Since collectivization, the state 
has taken what it needs from the collective farm, at low prices, and what is 
left over is available for the collective farm members. In a poor harvest year, 
the state, though it may reduce its absolute procurement somewhat, usually 
takes a greater percentage of the total and the farmer has less. The market- 
ing procedure is thus reversed; the “first Commandment” is that the state 
shall have its share. If the peasant’s welfare suffers, it is unfortunate. 

This contrasts sharply with the official propaganda which talks of a 
happy and prosperous peasantry working contentedly for the Motherland 
with the latest tools. Jasny is quite effective in analyzing the actual de- 
velopments and then quoting the official claims or promises, which of course 
look absurd in juxtaposition. If any was needed, there is adequate proof in 
this volume that Soviet propaganda has little regard for or relationship to 
the truth. 

But it seems to me that these assertions, although quite correct, are wide 
of the real point. As I read the development of the Soviet economy, it seems 
to me that the pay-off in the minds of the planners is not welfare at all; 
rather it is the maximization of the rate of net investment so that the in- 
dustrialization of the nation can go forward as quickly as possible. Whether 
the high investment rate is designed to build up military might or peace- 
time capital goods is not relevant to the present argument. In a capitalist 
society (except in wartime) the decision as to how high the rate of invest- 
ment is to be is made by and large by consumers when they decide how 
much to save, Similarly, the decision as to how to dispose of the fruits of 
increased productivity between leisure and higher living standards is a func- 
tion of the relative marginal utility to the people of more leisure and more 
real income. In the Soyiet economy, on the other hand, these decisions are 
made by the government. The developments before and after the war seem 


"With modifications associated with the name of J. M. Keynes. 
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to me to point to only one hypothesis; to wit, as productivity increases (both 
in industry and agriculture) the resources released are put into the investment 
goods sector, and the standard of living is maintained at the minimum level 
consistent with the avoidance of political unrest. It is clear that this results 
in a rate of investment considerably higher than it would be if consumers 
were making the decision. It is also clear that it is higher than in the Western 
nations. 

If this hypothesis is granted, it follows that one would have expected the 
welfare of city dwellers and peasants alike to remain at a low level, as it did. 
It then becomes irrelevant to condemn collectivization because conditions 
obtain which are to be expected even though they are “bad” from our point 
of view. How does one account for the fact that grain exports were much 
higher in the early ’thirties, when famine was rampant, than in the late 
twenties when conditions were relatively good? I think the answer is that, 
in the minds of the Soviet planners, foreign exchange and the import of 
machinery were more important than added welfare which had to be foregone. 

In a preview of Jasny’s volume, M. K. Bennett illustrates the poverty of 
the Soviet economy with the following comment: “A well-to-do nation is 
prone to devote a rather large fraction of its grain supplies, whether domestic 
or imported, to the feeding of cattle, hogs, and poultry, which produce the 
animal products which well-to-do populations can afford to eat. Here in this 
country [the U.S.A.] we use 72-81 per cent of the weight of our total grain 
crop as feed for animals. ... In the Soviet Union it was not possible even 
in a good crop year like 1927-28 to use more than 33 per cent of the grain 
crop as feed; and the bulk of this was used to produce essential animal draft 
power. The Russians have no recourse but to eat nearly all the grain they 
produce. They cannot afford to process it into edible livestock products.’ 
It may very well be that this situation prevails because the Soviet planners 
want it to prevail: it is much more economical] of land and labor to consume 
grain directly instead of putting it through animals. Although consumer 
satisfaction suffers (at least we should consider this to be the case), the 
economy permits resources to be diverted to investment and this may be more 
important to the Soviets. . 

Jasny states early in his book (p. 33) that “the socialization drive in 
agriculture achieved to a large extent its major economic purpose of serving 
as a basis for the industrialization drive. But this is about all it did 
achieve, . . .” My contention here is that this is all it was designed to 
achieve, and that its “success” or “failure?” can more appropriately be 
judged by the increased output of steel, coal, petroleum, railroad construction, 
than by the peasant’s standard of living. On these scores, as Jasny points 
out, one can scarcely call the experiment a failure, since rates of increase 
in the output of the basic heavy items were extraordinarily high. 

Jasny goes on to say that “everything developed in a distorted way, under 
conditions incompatible with a permanent sound economy” (p. 33). By 


®°M. K. Bennett, “Food and Agriculture in the Soviet Union, 1917-48,” Jour. Pol. Econ., 
Vol. LVII, No. 3 (June 1949}, pp. 188-89. 
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this he apparently means that agricultural output lagged and that the food 
base was a precarious one. This is true only if there is something “normal” 
in the relationships in capitalist countries between consumer and capital 
goods industries, between voluntary savings and the rate of investment. 
The Soviet economy is certainly different in these emphases, and since the 
war this difference has continued.’ But that these conditions are incompatible 
with a sound permanent economy seems to me as questionable a value judg- 
ment as some of the notions of Soviet economists about the inevitability of 
the downfall of American capitalism. They are conditions arising from 
policies we neither practice nor admire in this country, except possibly in 
wartime, but this does not mean they cannot be used by the Soviets to 
achieve their own particular goals. 


Til 


In the foregoing paragraphs I have taken issue with two matters of in- 
terpretation in Jasny’s volume, First, the labor productivity developments 
in Soviet agriculture seem to me, under all the circumstances, to indicate 
that the problems were well enough on their way toward solution by 1938 
so that real progress (over and above the not inconsiderable achievements 
already made) might have been expected if the war had not interfered. My 
inference here is that a restoration of the war losses (probably by 1950) 
will see a resumption of that progress so that the release of labor to industry 
will again become rapid. Industrial growth, therefore, may be expected to 
resume. 

Second, the fact that the welfare of the peasant (and the urban dweller) 
did not increase between 1928 and 1938 seems to me not to be open to dispute, 
but does not seem an adequate criterion by which to judge the success or 
failure of the socialization of agriculture after 1928. I hold that welfare 
is a concern of the planners only to the extent that they might anticipate 
political or social unrest if it is kept too low; except for this they are interested 
in how much of their resources they can divert to investment, and progress 
in that sector, therefore, is the criterion that should be used. 

Finally, these pages have been devoted to the development of points of 
view contrary to those implicit or explicit in Jasny’s volume. But all this 
should not submerge my very great admiration for Jasny’s present volume— 
he has amassed data and developed it in such a way that our knowledge of 
the Soviet agricultural situation is enhanced manyfold. For this we are all 
greatly in his debt. 

JOSEPH A. KERSHAW 

Santa Monica, California 


Soviet Civil *Law. Vol. I, Comparative Survey: Vol. II, Translation. By 
VLADIMIR Gsovsxi1. (Ann Arbor: University of Michigan Law School. 
Volume I, 1948. Pp. xxxvii, 909. Vol. II, 1949, Pp. xx, 907. Each vol., 
$10.00. Both vols.,” $15.00.) 


"Cf. Abram Bergson, “The Fourth Five Year Plan: Heavy versus Consumers’ Goods 
Industries,’ Pol. Sci. Quart., Vol. LXII, No. 2 (June, 1947), pp. 195-227. 
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The Law of the Soviet State. Editor, ANDREI Y. VYSHINSKY. Translated from 
the Russian by Hucu W. BABB. (New York: Macmillan. 1949. Pp. 
xvii“ 749. $15.00.) 


The works reviewed here represent most substantial additions to the 
English literature on the nature and content of Soviet law. Because of the 
nature of the Soviet state and its economy, the economist concerned with 
the organization and operation of that economy must be a close student of 
the changing body of law governing it. The fundamental dominance of the 
Soviet state in economic matters is provided in the 1936 Constitution, while 
the-2ctual course of economic affairs is directed by a vast host of legislative 
enactments and administrative decrees. The economic plan, which governs 
the detailed course of productive activity and thus replaces to a large extent 
the market and price system of free-enterprise economies, is formally a law 
though it is not enforced in the same fashion as, say, the Jaw against theft. 

Dr. Gsovski’s two-volume work is by far the more valuable and more use- 
ful of these two publications from the point of view of an economist in- 
terested in the legal aspects of the Soviet economy. Volume I is divided into 
two general parts. Part I is ‘a general survey of the political development 
of the Soviet Union and of its political, economic, and social legislation. 
Economists will be most interested in Chapter 3 3 which discusses the general 
characteristics of the Soviet economy. Chapters 5 and 6 provide a helpful 
general background regarding the Soviet concept of law and its differences 
from our own. Part IT of this volume contains a series of discussions of par- 
ticular topics in the total area of Soviet civil law, most of which deals with 
_the legal governance of economic conduct. In Chapter 8 the economic 
historian will find a description of the legal background of the transition from 
the pre-Soviet to Soviet rule of the economy, including such topics as the 
legal bases of nationalization and of the continuity of pre-Soviet international 
obligations. Chapter 9 discusses the position of private rights under Soviet 
Jaw, including such matters as the right to organize enterprises, to select an 
occupation, and to conduct small-scale business, The status of aliens and 
foreign corporations under Soviet law is covered in Chapter 10. The legal 
position of state institutions and enterprises, including both those under 
the state budget and those operating on a business basis (Ahozraschet), is 
defined in Chapter 11. The laws governing contracts and torts are discussed 
in Chapters 12-15, while Chapter 16 is a particularly valuable discussion of 
property law, including such topics as an evaluation of the status of private 
ownership in Soviet legislation, patent law, and copyright law. Chapter 
17 treats of inheritance law, while Chapters 18-21 discuss all phases of 
pre-Soviet and Soviet agrarian legislation. Labor law is the concern of 
Chapter 22 which summarizes trends in enactments governing wages and 
hours, labor discipline, and the use of compulsion in the utilization of the 
work force. . 

Volume II is devoted almost entirely to the trgnslation of the major 
pieces of Soviet law together with brief annotations regarding this legislation. 
Part I reproduces the basic Civil Code of the RSFSR, largest of the Soviet 
republics; Part IV gives the enactments covering government quasi-corpora- 
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tions; Part VI that determining the position of foreign firms and trade mis- 
sions in the USSR; Part VII the patent and copyright laws; Part VIII, 
agrarian legislation; Part X, labor law, and Part XII, the law governing 
state secrets and their definition. 

Throughout his discussion in Volume I, Dr. Gsovski emphasizes the great 
changes which have taken place in fundamental Soviet thinking regarding 
the organization of that society. Thus he points out that in 1929 a Soviet 
authority asserted “Sale and purchase will never become socialist . . . and 
socialism does not recognize any sale and purchase.” Yet today all economic 
activity in the USSR is based on sale and purchase of commodities and 
services. As late as 1935 inheritance was condemned in Soviet theory, yet 
three years later a law textbook argued that in the USSR, inheritance had 
lost its “capitalistic” character and was to be regarded as a desirable institu- 
tion. In 1927, the government sought to encourage a form of collective 
farming, the commune, in which private property elements were virtually 
eliminated; by 1930 the standard type of collective farm had become the 
artel in which there is a small but significant sector of private production. 
Throughout these discussions Dr. Gsovski emphasizes the struggle between 
Soviet leaders’ preconceptions of the society they were trying to build—the 
result both of Marxist-Leninist ideology and somewhat naive misconception 
of the real nature of economic problems—and the realities with which the 
regime had to contend. The result has been considerable concessions to 
the realities so that, in the author’s opinion, the Soviet system does not 
“fit exactly any anticipations of socialists, Marxians, or non-Marxians 
which antedate the Russian revolution. Marxism remains the official philoso- 
phy of the Soviet leaders, yet the present order has features which would 
have been condemned in the earlier stages of the Soviet regime as incompatible 
with this philosophy” (I, p. 108). 

An adequate criticism of Dr. Gsovski’s work in detail would require a 
competence in the area of Soviet law which no economist can claim. Within 
the limits of this writer’s knowledge, it seems clear that the quality, scope, 
and balanced tone of this monumental work place all students of Soviet 
society—not least among them the students of the Soviet economy—in 
great debt to its author. 

To anyone having Gsovski’s volumes available, there is comparatively 
little of a substantive nature regarding Soviet law or the Soviet economy 
that will be added by reference to the work edited by A. Y. Vyshinsky, the 
leading figure among Soviet legal theoreticians and presently also Soviet 
foreign minister. This latter book is chiefly interesting for its presentation 
of the official Soviet point of view——the party line—on all matters discussed. 
Mr. Vyshinsky rewrites history to suit his needs—as in his allusions to the 
rôles of Trotsky, Rykov and Bukharin—and falsifies the facts regarding 
conditions outside the Soviet Union as exemplified by the following typical 
quotation: 


: ae 
... in the U.S.A.—though constitutions in a number of states grant parents the 
right to bring up children not only in any religion whatever but also outside any 
religion——_the upbringing of children in a religious spirit is in reality predeter- 


BOOK REVIEWS 191 


mined by the fact that religion is taught in schools, that atheist teachers are 
hunted out of the schools, that court proceedings are instituted where Darwinism 
is taught, and so on (p. 606). 


In describing the Soviet Union he relies completely upon the official myths 
and stereotypes regarding conditions there even if the essential reality peeps 
out in the very next sentence as in this quotation: 


Man cannot feel himself free unless his home is secure from arbitrary invasion 
... Hence it is natural that, guaranteeing the personal inviolability of a citizen 
of the USSR, the Constitution says: “The inviolability of the homes of citizens 
and the privacy of their correspondence are preserved by law.” (Art. 128). In- 
violability of the citizens’ homes consists chiefly in their homes being guaranteed 
against any violent invasion whatsoever. Only representatives of the state may, 
in cases defined by law, enter a citizen’s home without his permission when this 
is necessary to assure state security (p. 632, italics supplied). 


The discussion of Soviet and non-Soviet economics in this volume is on the 
same level as the quotations cited above, with unemployment cited as the 
dominating characteristic of capitalism, and the authority of the toilers 
working for their general enrichment considered the peculiar virtue of the 
Soviet system. The Myths of the Soviet State would have been a more 
realistic title for this volume. 
HARRY SCHWARTZ 
Syracuse University 


Turkey: An Economic Appraisal. By Max WESTON THORNBURG, GRAHAM 
Spry, and GEORGE Sours. (New York: Twentieth Century Fund. 1949. 
Pp. 324. $3.50.) 


This is the second of three studies (the others are Greece and Brazil) 
prepared under the auspices of the Twentieth Century Fund to acquaint 
Americans, with the economic institutions and problems of undeveloped 
countries. As the first comprehensive economic analysis of a Middle East 
country, it marks a milestone in American economic literature. While the 
survey was planned before the announcement of American aid to Turkey 
and before “Point IV,” the material provides a useful discussion of the 
difficulties confronting those two programs. 

Max W. Thornburg, an engineer who headed the Twentieth Century Fund 
research team in Turkey, went to the Middle East fourteen years ago. As 
chairman of the Board of Engineers of the Standard Oil Company of Cali- 
fornia, he was instrumental in the oil development of the Island of Bahrein. 
During 1947 he travelled in Turkey, talking with responsible officials, 
examining mines and steelworks, observing farmers and studying other 
economic resources. His preliminary conclusions on how Ameritan skill and 
investment might help develop Turkey’s economy were published in Fortune 
in October, 1947. This final version, released more than eighteen months 
after the investigations, shows the mark of Graham Spry, economist and 
writer who added sections on history, foreign trade, and agriculture. A 
considerable amount of editing was done by George Soule. 
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The factual and analytical material is influenced by the explicit assump- 
tion that Turkey will want to use American economic aid and will therefore 
want to change its institutions along lines designed to make the aid effective. 
The volume shows how Turkey can best become eligible for continued 
economic assistance from the United States. Mr. Thornburg and his team 
recorded numerous instances in which more effective exploitation of the 
country’s resources calls for greater scope for private enterprise, an almost 
exclusive reliance on domestic capital, and better legal protection for business- 
men. 

In attempting to generalize from the observed facts, Thornburg presents 
a vividly detailed picture of the Turkish economy supported by forty 
statistical tables. The first two chapters cover the historical and institu- 
tional background of Turkey’s economy, including a brief glimpse at the 
political superstructure, useful for informational purposes but unrelated to 
the economic material which makes up the bulk of the book. Chapter 3 on 
agriculture attacks the economic policy which neglected the welfare of the 
four-fifths living off the land. While the description of the unwatered, un- 
fertilized primitively cultivated farms illustrates the singular immobility of 
the agricultural resources, the authors show convincingly what could be 
accomplished with modern techniques adapted to the country’s conditions. 
Much of the chapter is devoted to a thorough description of the great 
variety of farming operations, including state farms, and possible methods 
of improvement. 

In contrast to the basic philosophy of the study, the state is singled out 
as the most effective social body to transform the “Turkey of the oxcart” 
into a replica of the Imperial Valley. With the aid of agricultural credit, 
state buying agencies, and other governmental devices, agricultural produc- 
tion has made substantial advances in the last twenty-five years, even though 
it does lag far behind the advance in industrial production. Even Thornburg 
doubts how private enterprise in the American sense can build railroads 
and central irrigation installations in the face of the tremendous physical 
and institutional difficulties. 

The descriptive material in Chapters 4, 5, and 6 on transportation, com- 
munications, mining, manufacturing and energy resources completes a picture 
of Turkey’s economic life not available elsewhere in the United States. (In 
1948 the British government issued a 228-page volume on economic and 
commercial conditions in Turkey as one of HM Stationery Office’s overseas 
economic surveys.) It is the contrast between the new Russian-built spinning 
and textile mills at Kayseri, on the one hand, and primitive agriculture in 
Anatolia, on the other, which prompts the authors’ elaborate criticism of 
the allocation of resources and the design and efficiency of industrial 
establishmenfs. The gulf between backward agriculture and isolated ex- 
amples of misused twentieth-century industrial techniques leads the authors 
to conclude that the more pedestrian demands for basic utilities, primary 
processing and light manufacturing establishments must be filled first if 
the advances in production are to last. The authors’ suggestion that pro- 
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duction of “food, tools, clothing and building material will come before 
soap, and this before storage batteries and cellophane” could well be ad- 
dressed to a score of governments which are trying to jump from the 
primitive to the modern. 

The economist will find his meat in Chapter 7 on the “economy in mone- 
tary terms” which offers the most useful material of all, although it suffers 
unnecessarily from the absence of statistical data for the years after 1946, 
except for those on the government debt and budget. (Such data are available 
from the Economic Cooperation Administration’s Turkey; Country Study, 
the International Monetary Fund and the U.S. Department of Commerce.) 
Although this lack may be excused, the weaknesses in analytical treatment 
are less easily explained. Despite the authors’ insistence on the dual character 
of the country’s economy, advances in income and production in the com- 
mercial and industrial sector are unduly deflated by dividing the cash in- 
come (admittedly originating almost exclusively in this sector) by the total 
number of inhabitants. In using this conventional device, the authors arrive 
at a per capita income for 1944 only 10 per cent greater than that of 1938 
(both expressed in 1938 prices), although production in coal, lignite, electrical 
power, and tobacco substantially increased during that period. The con- 
clusion is substantiated, however, that the rise in productive capacity and 
income in the last ten years affected only the fringe of Turkey’s economy. 

The treatment of the country’s financial organization fails to give a clear 
picture of the domestic savings and investment situation. An examination of 
the relation of the amount of savings to the propensity to save and the 
pressure for better living would have been valuable. The use of savings is 
also only casually discussed. In the face of the authors’ discounting the 
contribution of private capital to Turkey’s development in the past, 
one wonders whether full use was made of the available statistical material. 
The monthly bulletin of the International Monetary Fund for September 
1949 shows that investments of private banks in non-government securities 
or bonds doubled between 1944 and 1948 while the government assets owned 
by those banks remained constant over the same period. Whatever the 
private banks’ share in the country’s finance, it is apparent they participated 
without hesitation in the credit expansion during the second half of the war 
and the postwar years. As to the future, the authors seem to realize what 
the situation is. For, despite the numerous institutional obstacles, they 
consider “an indefinite amount of private capital” would be available if 
small and light industries were encouraged. 

The treatment of the national budget and debt suffers from a reliance on 
sketchy data. The statement that increased government credits were raised 
from the public can hardly be reconciled with the doubling of the Central 
Bank’s advances to the government between 1939 and 1946. (They were 
reduced in 1949 by using the profits accruing from the devaluation in Septem- 
ber, 1946.) The discussion of the foreign debt (which, most students of inter- 
national economics will anticipate because of the Ottoman debt’s historical 
significance) is incomplete largely because data for the increasing American 
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loans to Turkey were not taken into account. (The balance of these loans 
as of June 30, 1949 amounted to $55 million with an additional $52 million 
authorized for later disbursement. If fully utilized, the American credits 
would add 50 per cent to the authors’ foreign debt figure and 30 per cent 
to the estimated annual service charge.) 

A regrettable gap in the discussion of Turkey’s foreign trade is due to the 
disregard of the reversal of Turkey’s trade balance with the United States 
in the last part of 1946. It has remained negative and is now partly financed 
by ECA loans. ECA’s operations and Turkey’s place in the Intra-European 
Payments plan are not covered. Had these and other more basic elements, 
including the propensity to import and the movement in the terms of trade, 
been considered, the authors might have been better able to evaluate the 
1946 devaluation and Turkey’s current balance-of-payments position. 

The analysis of inflationary forces and the contribution of the large 
export surpluses between 1943 and 1946 are only mentioned in passing. 

That the authors nevertheless consider their over-all picture of Turkey’s 
economy “clear enough” confirms this reviewer’s impression that they were 
more concerned with political, social, and economic institutions and their 
contribution to economic development than with economic variables in the 
technical sense. 

The complexities with which a central government planning and invest- 
ment organization is confronted in Turkey are illuminated in Chapters 8 
and 9, a summary of the authors’ criticisms and recommendations. They con- 
tain a memorable defense of the function and contribution of the entrepreneur, 
the small trader and the owner of small savings who has not had much scope 
to increase his economic effectiveness by applying his ingenuity, capital, and 
workmanship. The modern corporation gets a passing word of praise as a 
useful business form in later stages, Believing in the basic dynamism of 
the Turkish scene, Thornburg is optimistic about Turkey’s economy, pro- 
vided there “is a fundamental change in the attitude of those who exercise 
political control so that the economy is operated in the interest of the people 
rather than the job holders and a single-party bureaucratic machine.” Most 
readers will want to agree with this conclusion. But the question of how 
to bring about such changes without plunging Turkey into political upheavals 
remains unanswered. 

Even if one does not accept the authors’ premise about the place of free 
enterprise in an underdeveloped Middle East country, one cannot fail to be 
impressed by the lucidity of the presentation and the persuasive pointing 
up of the problems. As an economic appraisal, the volume reveals the need 
for bringing to bear tools of recent economic analysis on the economies of 
backward areas. It is to be hoped that this need can be impressed on Ameri- 
can advisers to the governments concerned, including Mr. Thornburg who 
is now economic adviser to the economic planning board of the government 
of Iran, P 

PETER G. FRANCK 

American University, 

Washington, D.C. 
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Studien zur Geschichte des Deutschen Imperialismus, Vol. 1, Monopole und 
Unternehmerverbdnde. By Jurcen Kuczynsxi. (Berlin: Dietz Verlag. 
1948. Pp. 403.) 


The author intends to publish a series of studies on German imperialism. 
In the presentation of facts, factors, and judgments he admittedly wishes to 
break with traditional forms of history writing. This introductory volume 
of the series deals with monopolies and trade associations since, in the 
opinion of Mr. Kuczynski, German political and social life was decidedly 
infiuenced by “monopolists,” and these “monopolists” are principally respon- 
sible for the imperialistic trend in German political development. 

The volume consists of three chapters: (I) Monopolistic Organization, 
(II) Trade Associations, and (III) Agricultural Organizations of Capitalists. 
An Annex contains a bibliography on German publications on monopolies 
by Miss Hildegard Alberts. 

The first chapter contains a discussion of the “Theory of Monopolies.” 
An enumeration of the subtitles of this section may convey some idea of its 
scope: (1) Classes of monopolies; (2) Origin of monopolies; (3) Monopolis- 
tic objectives; (4) Origin of monopolistic profits; (5) Monopolies create new 
monopolies; (6) Accumulation of capital, rationalization, technological prog- 
ress, utilization of resources; (7) Prices, production and crises; (8) Tariffs, 
foreign trade and capital movements; (9) Monopolies and banks; (10) 
Why are monopolies the carriers of reaction?; (11) Economic power of 
monopolies. 

What the author considers monopolistic “theory” has little in common 
with the field of knowledge so designated in western countries. Apparently, 
the author restricted the scope of his study to “capitalistic” monopolies (p. 
36). Mr. Kuczynski does not consider the competitive market economy as the 
desirable pattern for producing and marketing goods. His main objection to 
monopolies and monopolists is that they block through abuses of economic 
power such political developments as are desirable from the point of view 
of left-wing socialism. 

The ideological foundation of Mr. Kuczynski’s book may be found in 
Lenin’s study on /mperialism. According to Lenin, “Monopoly is the transi- 
tion from capitalism to a higher order. If it were necessary to give the 
briefest possible definition of imperialism, we should have to say that im- 
perialism is the monopoly stage of capitalism. . . . Imperialism is capitalism 
in that stage of development in which the domination of monopolies and 
finance capital has taken shape; in which the export of capital has acquired 
pronounced importance; in which the division of the world by the interna- 
tional trusts has begun, and in which the partition of all the territory of 
the earth by the greatest capitalist countries has been comfleted.’* As 
Lenin did, Mr. Kuczynski sharply repudiates the political conception of 
those German social democrats who welcomed the monopolistic develop- 
ments of capitalism as steps in the direction of sdcialism. Monopolistic 


1 Quoted from V. I. Lenin, Imperialism, The Highest Stage of Capitalism (London, 
1934), pp. 80-81. 
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developments serve reactionary purposes unless they arouse revolutionary 
labor movements. The author expresses satisfaction over the results achieved 
by the Communist Party of Eastern Germany in dealing with monopolists 
and monopolies including the Party’s achievements in theoretical research 
in that field (p. 157). Mr. Kuczynski places the responsibility for the 
political division of Germany into an Eastern and Western Region on 
German “monopolists.” He regards the present “monopolists” of Germany 
as disloyal to their country as their predecessors were before 1914 (“... die 
gleiche Vaterlandslosigkeit sich auch bereits vor 1914 bei den deutschen 
Imperialisten zeigte, bei den Industriemonopolisten sowohl wie bei den 
Junkern” [p. 22]). 

No doubt, the German economy before 1945 was profoundly pervaded by 
monopolistic ideologies and mechanisms. These ideas and practices were 
very important factors in shaping German political developments, including 
imperialism and totalitarianism. In the first volume of his work the author 
has not attempted to analyze what direction German politics would have 
taken in the absence of monopolistic ideologies and organizations, nor does 
he discuss the peculiarities of a “German” monopolist in contrast to a “‘non- 
imperialistic” monopolist. 

The first volume of Mr. Kuczynski’s work does not contain factual 
material based on new research. Regrettably, the author could not take 
advantage even of the material published in the United States during and 
after the Second World War on German monopolies. The author’s conclu- 
sions do not open the way to a new evaluation of German imperialism. 
Perhaps later volumes will throw more light on the ideological foundations 
of German capitalistic “imperialism.” 

Ervin HEXNER 

Washington, D.C. 


Economic Systems; Planning and Reform; Cooperation 


Socialism. By PAUL Swexrzy. (New York: McGraw-Hill. 1949. Pp. xiii, 276. 
$3.50.) 


Paul Sweezy surveys socialism under three main headings: (1) its present 
status as a going-system, with special reference to the USSR, U.K., and 
Eastern Europe (attention is focused here on the development and present 
role of socialist institutions in the different countries considered and also, 
depending on the country, on various other pertinent topics); (2) the de- 
velopment of socialism as a political movement and doctrine, with special 
reference to Marxism; and (3) the great debate, including particularly the 
controversy over incentives, rational allocation and freedom under socialism. 
The third volume to appear in the new Economics Handbook Series edited 
by Seymour Harris, the survey clearly is intended as an introductory state- 
ment. In view of the author, however, it is bound to be of interest to stu- 
dents of socialism generally. 

Sweezy writes “from the standpoint of a socialist.” The aim, however, is 
“to instruct, not to persuade.” Many readers, including some socialists, will 
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feel nevertheless that the survey is often controversial. Thus, on the impor- 
tant question of socialism and freedom (Chap. 12), the discussion skillfully 
exposes Many misconceptions, but viewed as an independent appraisal rather 
than a dialectical exercise seems in turn open to serious criticisms. Sweezy, 
of course, is right that comprehensive planning should be possible with 
freedom of choice (pp. 241 ff.); and that fears about political freedom based 
on an assumed lack of economic freedom in this sense can not be given much 
weight (p. 250). What, however, of the monopoly control over employment 
opportunities and the means of information? Having in mind the complexities 
of human nature, many are much more concerned about these aspects of 
comprehensive planning but, regrettably, Sweezy neglects them altogether. 

No doubt he is right, too, that the suppression of freedom is not a part 
of basic socialist doctrine (pp. 250-51), but again, of the obviously important 
question of socialist tactics there is no mention. And while the unfavorable 
circumstances in Russia certainly must be taken into account in appraising 
the experience of that country in regard to socialism and freedom, it hardly 
is permissible to discount this experience altogether, as Sweezy seems inclined 
to do. 

Perhaps, then, the prospects for freedom under socialism, or at any rate 
under the socialism evolving out of some types of socialist movements, are 
at least a good deal more conjectural than Sweezy implies. To those who 
prize freedom, this in itself can constitute an impelling basis for rejecting 
such movements. 

In regard to the USSR, by the way, Sweezy interprets the labor controls 
introduced in 1940 as “emergency measures” connected with the war situation 
(p. 28). This theory has been stated before, and may well be right. It should 
have been pointed out, however, that the labor controls are still in effect. 
The so-called Labor Reserve School System, involving a draft of youths for 
vocational training and subsequent compulsory allocation to jobs, is supposed 
to be the main source of semi-skilled and skilled labor under the Fourth 
Five Year Plan (1946-50). Possibly the Russians now have in mind to 
maintain these controls only for the duration of the reconstruction period. 
Yet other wartime measures, such as rationing, have already been abolished. 
At the same time Soviet writers themselves speak of the labor draft in par- 
ticular as if it were an established rather than emergency feature. There seems 
to be a real possibility, then, that some or all of the controls will acquire a 
semi-permanent status. | 

Questions also will be raised about other aspects: such as the characteriza- 
tion of recent developments in Eastern Europe, albeit with the proviso that 
there is a “socialist encirclement” of this area, as illustrating the possibilities 
of a “peaceful transition to socialism” (p. 130); and this description of 
Soviet and Anglo-American policies towards the European resistance: “The 
Russians encouraged resisitance movements to take over while giving par- 
ticular support to their socialist elements. ... The British and Americans, 
on the other hand, used their power to restore representatives of the old 
ruling class to positions of authority and helped them to disarm the re- 
sistance movements” (pp. 189-90). As to how such matters as the crushing 
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of a major part of the Polish resistance, the de Gaullist movement and the 
Anglo-American support of Tito fit into this simple scheme, there is no 
indication. 

But it would be easy to give undue weight to the shortcomings of this 
book. Sweezy has compiled a good deal of interesting information, and one 
can readily find here details on such diverse subjects as the postwar land 
reforms and nationalization measures in Eastern Europe, the current pro- 
gram of the British Labor Party, the Second-and-a-half International, and 
the “competitive solution” to socialist planning. To recur to Sweezy’s aims, 
the book certainly is informative. It is also excellently organized and ex- 
ceptionally lucid. In reducing to the dimensions of one readable volume 
the story of a great and dynamic social movement, Sweezy has performed 
a valuable service. Nonsocialists as well as socialists are in his debt. 

ABRAM BERGSON 

Columbia University 


Economic Planning. By Seymour E. Harris. (New York: A. A. Knopf. 
1949. Pp. xvii, 577. Text, $4.50.) 


This is a very useful book because, first, rather heroically braving the 
risk of getting out of date with current developments, it puts together, as 
conveniently as possible in a 600-page volume, a comprehensive sample of 
economic “plans” (each with a brief commentary); and secondly, it vigor- 
ously emphasizes the aggregative as against the allocative economics of 
planned systems. 

The first of its merits makes a start in changing the treatment (at least 
for use in teaching) of the subject which still either pads “Principles” texts 
as Chapters XXX to XXXIII (for no more apparent reason than that there 
are just 30 weeks in a full-year course), or is treated in “isms” texts of 
preposterous volume and provoking institutionalistic “objectivity.” The 
second merit would seem to be a very necessary attempt to keep up with 
the planning practitioners. Meritorious as the work of Barone and Lange 
was, its concentration on allocative economics (natural enough considering 
when it was published) has the danger of leading into a theoretical cul-de-sac 
so long as no more empirical data about the effectiveness and coverage of 
the price mechanism in both unplanned and planned systems are available 
than now.1 Beyond the elegant formulations of welfare economics in 
Bergson’s and Samuelson’s hands and the embarrassing road block of accept- 
ing interpersonal incomparability of satisfactions there seems to loom the 
awful realization, dimly acknowledged, that the comparison of allocative 
efficiency between planned and unplanned systems is a rather precarious 
undertaking, because we do not really know much about either.? On the 


*Jt would seem to me therefore that one of the most important points made in the 
most recent contribution to this genera] subject, Professor Bergson’s “Socialist Economics” 
in the A.E.A. Survey of, Contemporary Economics, is that of stressing the need for in- 
vestigating the economics of planning under conditions of “High-tempo industrialisation”’ 
(op. cit., p. 440) and fixed technical coefficients (op. cit., p. 443). 


? Professor J. A. Schumveter’s Capitalism, Socialism and Democracy is the only real ex- 
ception, 
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other hand, it becomes perfectly clear from Professor Harris’ book that the 
dominating theme of whatever economic plans there are is precisely “high- 
tempo industrialisation,” (one can put this, as Professor Harris does, as 
“Planning is a product of misfortune,” p. 27)—-whether after a devasting 
war or generally as a program for “underdeveloped areas.” That Professor 
Harris’ own contributions to this volume should be concerned with introducing 
the set of economic questions which this theme raises is perfectly proper and 
sets a good precedent. 

The layout of the book, accordingly, is as follows: a brief Introduction, 
Part I (pp. 12-96) is an attempt to discuss the major aggregative planning 
problems (full employment, productivity, inflation, etc.); Part II (pp. 
98-554), the bulk of the book, contains Professor Harris’ selections from 
major planning documents of some 16 nations; Part III (pp. 556-76) is a 
rather unsuccessful attempt to win the race with current history: it contains 
brief notes on the fate, 1947-1949, of the plans described in Part II. 

The general scheme, thus, is attractive enough. The details of Part I are 
replete with that comprehensive flood of statistical data and bibliographical 
references, often suggestively and rather daringly arranged and interpreted, 
which one has come to expect of each addition to the astonishing literary 
output of Professor Harris. But they often lack system and precision, and 
there is a disturbing rush for coverage.” The four problems of unemploy- 
ment (Chap. IV), productivity (Chap. V), industrialisation (Chap. VI) 
and inflation (Chap. VII) would have formed a solid enough block of topics 
to take on by way of an introduction, to say nothing of that vague subject 
which takes two brief (1-2 pages) and equally unsatisfactory bows as 
“Liberty and Incentives” (p. 6) and “Freedom and Incentives” (p. 16). 
“Inflation” and “Dollar Shortage,” both equally complex matters, make 
similarly double appearances (p. 33 and Chap. VII, pp. 34 and 90-93), and 
the burden of reassembling is hard on the reader. Resource allocation is, 
indeed, mentioned, but a two-page (pp. 12-14) coverage is worse than none 
(almost equal space is given to the repeated assurance that we have so far 
lived in abysmal ignorance of the economics of planning). 

The general result is that really important issues are less adequately dealt 
with than the space which their discussion takes would have permitted. 
What Professor Harris says under the heading of Industrialization may serve 
as an example. It is true that “Rapid industrialization is one of the prime 
objectives of many of the planned economies” (p. 56). But it would seem 
to be rather ambitious to evaluate what facts have been assembled on 
industrialization patterns—relationships between income per capita and 
industrialization, Colin Clark’s relationships between industrialization stages 
and labor force distribution over primary, secondary, and tertiary industries, 
Ezekiel’s Table on industrialization speeds (p. 317)—in so little space as 


° This editorial rush seems to be the only possible explanation of why a section heading 
of the Japanese White Paper of 4 July 1947 should have slipped into the position of a 
section heading of Chap. [V—-what, otherwise, would the subtitle (p. VII) “Programs 
for Securing Articles for the Use of Miners” have to do in the chapter on Full Employment 
and Unemployment” ? 


> 
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Professor Harris allows himself. The discussion altogether does not dispel 
too easy an optimism about the effects of planned industrialization, an 
impression which is only partially corrected in Part III when Professor 
Harris has to record for country after country that many ambitious schemes 
had very largely to remain on paper. This should have been no surprise after 
the sober account of development schemes by the U.N. Economic Affairs 
Department* and in particular after the Report of the FAO Mission to 
Poland whose major conclusion was that, for the development of underde- 
veloped areas radical agricultural improvements are both possible with rela- 
tively small resources and a necessary precondition of industrialization. The 
problem of population pressure (the “Malthusian specter”) cannot simply “be 
erased by population control, migration or industrialization—one, two, or all 
three of these” (p. 68)—-or, at least, the matter is more complicated than such a 
statement would imply. It is, finally, perhaps less than fair to ask for some 
introduction to the political and social implications of planned development 
in a volume centered on the economics of the matter. But how important 
these implications are, and how necessary some treatment of them would be, 
is indicated in the almost classical statement of the “Reasons for Nationalis- 
ing Branches of National Economy” by the then Polish Minister of Industry 
(pp. 448-52). 

“The Plans” (Part II) range all the way from the U.S. Employment Act | 
of 1946 and the Economic Reports of the President to the Fourth Five-Year 
Plan of the USSR. Though the width of this classification may either dis- 
turb, or confirm the worst apprehensions about economists, of some readers, 
there is no question that the comparison of the use of national budget ac- 
counts between the United States, the United Kingdom and such countries as 
Norway and the Netherlands for planning or generally policy purposes is 
highly instructive. Professor Harris’ procedure is therefore particularly wel- 
come. The sections on Poland, Czechoslovakia, Hungary and Argentina could 
have been shortened somewhat, and the space thus saved used for brief 
summaries of the economic position of the respective countries, in order to 
give a more adequate background for the evaluation of the plans concerned: 
as they stand, they make the dull reading of the pedantically improbable, and 
there is no way of gauging whatever chance of success they may have. This 
applies even more to the section on the USSR—without some more detailed 
account of Soviet economic development, the Stalin Five-Year Plan alone 
gives very little insight indeed into recent Russian economic planning. 

It is repeated that on the whole this is a useful book on a topic of urgent 
importance and enormous range; further serious treatment of it should 
certainly follow the direction thus set, and much clearly remains to be done. 

z H. K. ZASSENHAUS 

Colgate University. 


Die Geschichte der Lage der Arbeiter in Deutschland von 1880 bis in die 
Gegenwart, Vol. II, 1933-48. By JÜRGEN Kuczinsxi. (Berlin: Verlags- 
gesellschaft die Freie Gewerkschaft. 1948. 2nd ed. Pp. 292.) 


* Economic Development in Selected Countries (October, 1947). 
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Die Theorie der Lage der Arbeiter. By Jürcen Kuczinsxt. (Berlin: Ver- 
lagsgesellschaft die Freie Gewerkschaft. 1948. Pp. 308.) 


The two volumes are part of a set of publications describing the history 
of the situation of the working class under industrial capitalism. The first 
attempts to describe the situation of the German working class in the period 
of National Socialism. About one-third of the book is devoted to a descrip- 
tion of the author’s views of the structure of Nazism as the most complete 
embodiment of the system of monopoly capitalism. “Fascism is nothing but the 
' dictatorship of the reactionary elements among the monopolists.” The other 
two-thirds of the book is a compilation of statistical and other data, compiled 
in part from secondary sources, concerning wages, hours of work, productivity, 
social insurance, and conditions of health of the German wage earner in the 
three periods. The first period lasts from the beginning of the regime until 
the outbreak of the second World War, the second until June 1941 when 
Germany attacked the Soviet Union, and the third from 1941 until the break- 
down of the regime. 

The facts are selected and presented so as to prove the author’s initial 
assumptions. Historical facts which might prove the contrary, such as the, 
resistance of banks, manufacturing industries, and wholesale and retail trade 
against the rise of Hitler are omitted. The author, who looks at Soviet 
Russia as the restorer of a democratic Germany, forgets the ominous rôle 
played by the Communist party in destroying German democracy. He does 
not mention that during the last free elections in Germany in November, 
1932 Communists and Nazis together waged a transportation strike in Berlin 
against the Democratic government. He considers the cleavage of the work- 
ing class one of the causes for the rise of Nazism but forgets that the Com- 
munists at that time had concentrated their fight against the Social Demo- 
crats, called by them Social Fascists. 

The book on the theory of the working class which forms the seventh and 
last volume of the set is based on assumptions which may be called funda- 
mentalist Marxism. Ideologies in the beginning of an epoch, says the author, 
are of frank brutality, to be followed by a period in which facts are falsified 
to conceal the malignancy of the system. In the last period the governing 
class develops a cynical Herren theory, while the class destined to supersede 
it has a clearer insight into the situation. In the case of Marxism, the theory 
is no longer ideology, becatise it gives the correct analysis. Examples for 
theories, defending the status quo by explaining poverty as willed by God 
or sole basis of progress can easily be found. Their description is followed by 
an exegesis of Marxism without recognition of any criticism. 

Mr. Kuczinski’s task to prove the truth of the increasing misery of the 
working class in the era of capitalism is not an easy one; he endeavers to 
do so by shifting the emphasis from the wage earners in England and the 
United States to the colonial people belonging to the British Empire. Vital 
gaps in the argumentation are filled by value judgments. Thus the author 
does not prove his statement that the “percentage of illiteracy among the 
worker exploited by English capital is much higher than it was 50 or 100 
years ago.” Nor does he distinguish between technical and social causes of 
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the phenomena he describes, He blames capitalism for the inability of the 
wage earner to have a clear insight into the production, financing, and 
price-fixing processes. Trade unions, he claims, are unable to prevent the 
increasing misery of their members. 

In the selection of post-Marxian theories, those of Franz Oppenheimer and 
Eduard Heimann are omitted—-they don’t seem to fit into the author’s 
scheme. Like the first volume, the seventh is full of misunderstandings. Its 
deductions are not less one-sided and founded on initial assumptions than 
those of any Nazi writer. 

FRIEDA WUNDERLICH 

New School for Social Research 

New York, N.Y. 


Theorie der Allgemeinen Wurtschafispolitik und Wairtschafislenkung. By 
THeEopore Purz. (Vienna: Verlag fiir Geschichte und Politik. 1948. Pp. 
318.) 

Since the 1930’s the literature on various kinds of modification of a 
laissez-faire economic order has increased greatly. The book under review 
is another attempt to find a way out of the dilemma of the chaotic and 
unbridled versus the regimented economy. 

Many writers of such literature have had the ungrateful task of fighting 
such ingrained concepts as “rugged individualism” and other emotional ap- 
peals with which even reputable economists have been afflicted. Therefore, it 
is not surprising that many of these authors are doubly careful to assure 
their readers that nothing contained in their books may be construed to 
mean an abridgement of individual freedom or an abandonment of cherished 
ideals. It is interesting to note, however, that the writer of this book, who 
is professor of economics at the University of Innsbruck, Austria, in a country 
with a longer tradition of anti-laissez-faizre thinking than ours, should also 
be ridden by those apprehensions. Professor Piitz shies away from using the 
expression “planned economy” both in the title and in the text of the book, 
though this is clearly the thing that he is writing about, since, as he says, 
“,. the term ‘planned economy’ (Planwirtschaft) appears to us improper, 
because in political and scientific discussion it has been too closely connected 
with the system of Soviet economic policy and Marxian socialism” (foot- 
note, p. 137, my translation). Instead he substitutes the term “directed econ- 
omy” (Wirtschaftslenkung), or what the French would call dirigisme. 

According to the title this is to be a “Theory of a General Economic 
Policy and Directed Economy.” Proponents of a planned economy may not 
find much consolation in this volume, because aside from its unevenness and 
bristling repetitions it lacks the concise analytical reasoning demanded by a 
critical audience. 

The book is divided into two parts; the first deals with the theoretical 
foundations of general economic policy and the second with the theory of a 
directed economy. The author’s first argument is that economic policy is 
not only a matter of political action, but also is a science in itself. In order, 
therefore, to give his theory a scientific basis and objectivity, Professor 
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Piitz begins by tackling the problem of value judgments. After examining 
the emancipation of the economic science from value judgments by Sombart 
and Weber in the beginning of the 20th century, he concludes that economics 
is more than a structure of causes and effects and more than a tool without 
any intrinsic objective. Sombart and Weber went too far and for the “sake of 
truth” certain judgments of value are admissible in science. Otherwise, 
for instance, could one in jurisprudence dispute the motto “might before 
right”? 

The author divides value judgments into three major categories: ideologic, 
teleologic and ontologic. Since the first is clearly of a purely subjective nature 
it has no room ^in science. While teleologic value judgments pass on the 
appropriateness of means toward an objective, the ontologic judgments deal 
with the final objectives of the economy. It is the latter judgments that are 
hard to swallow by economists imbued with the sanctity of objectivity. Pro- 
fessor Piitz’s argument runs somewhat like this: man’s existence is character- 
ized by scarcity. That is, his environment (as conditioned by nature) offers 
him only in inadequate manner the necessities that he needs to secure his life 
and mental development. Therefore, to increase the possibilities of living, 
both physically and mentally, is the task of economics. In other words, the 
national welfare (Volkswolilsiand) is the inherent objective of the science of 
economics, just as the preservation of life could be regarded the inherent 
objective of the medical science. (Of course, since Adam Smith’s Wealth of 
Nations, “welfare” in one form or another has been taken for granted as an 
economic objective in many works, either expressly or implicitly, but too 
often without being defined or rationalized.) 

Subordinated to this final objective of national welfare are intermediary 
objectives such as: optimum productivity, full employment, equitable dis- 
tribution, priorities of wants, etc., all of which the author discusses in detail. 
Because under a laissez-faire system the economy cannot attain those ends for 
reasons which Professor Piitz restates in a convincing manner, the argument 
concludes that thus an objective foundation for economic policy has been 
established. 

In the second part the author first examines the concept of a “directed 
economy.” He defines economic planning as a tool of economic policy and 
distinguishes it from government interventionism: interventionism is an out- 
growth of interest group politics, where the government institutes economic 
Measures as special concessions to the pressures of certain groups. Since 
those piecemeal interventions have no rationale they have many unconsidered 
secondary effects that are unwanted and conflicting. In order to offset 
those undesirable effects, more and more interventions become necessary so 
that the result may be a rigid and closely regulated economy which might 
not be the case were the economy directed by systematized artd coordinated 
planning. Government interventionism is called the last stage in the decay of 
economic liberalism. Professor Piitz, however, does not regard a “directed 
economy” as a pure economic order or system in itself, but it is a mixture of 
the only two pure forms: the perfect laissez-faire economy and the centrally ad- 
ministered collectivist economy. The directed economy distinguishes itself 
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from the latter by maintaining the capitalist structure and basing itself 
firmly upon the principle of what the author calls “restrained freedom” 
(gebundene Freiheit)—“restrained,” to differentiate freedom from license. 
Thus Professor Piitz manages to place his directed economy in opposition to 
both a laissez-faire and collectivist economy but not to capitalism. 

The other chapters deal with the methods of the directed economy, which 
include a discussion of the various types and the “where” and “how” of 
planning. A consideration of these points will take us beyond the limits of 
this review, but it should be mentioned that the author seems to be acutely 
aware of the needs for flexibility and the limitations of planning, and his 
analysis, though long-winded, is thorough and quite mature. Unfortunately, 
the book contains a great deal of ethical and moral sermonizing which, per- 
haps, may be best illustrated by the quotation from the German poet 
Matthias Claudius which the author cites to make one of his main points: 
“He is not free who wants to do what he wishes, but he is free who can do 
what he ought to do” (p. 236, my translation). 

The book may not succeed in being a theory of general economic policy 
and a “directed economy” but, in spite of its many shortcomings, it presents 
a very complete and systematized discussion and classification of economic 
planning. As such, it is a valuable contribution. 

JOSEPH GRUNWALD 

Adelphi College 


National Income and Social Accounting 


An Introduction to National Income and Income Analysis. By RICHARD 
Ruccres. (New York: McGraw-Hill, 1949. Pp. vili, 349. $3.75.) 


In the first part of this book Professor Ruggles introduces the student to the 
National Income concepts that are now used by the Department of Commerce. 
Then dealing directly with the income accounts discussed in Part One, he 
presents in the second section an analysis of the mechanisms involved in fluctua- 
tions in the national income. The approach is unusual and interesting; students 
who come to the study of National Income economics with a business or ac- 
counting background may find the treatment especially helpful. 

Obviously one could introduce these income concepts with a dictionary defini- 
tion, but to the student such an approach would read rather like a cookbook. 
Professor Ruggles, however, has adopted a less direct but more meaningful 
starting-point. After describing briefly the business firm’s statements of ac- 
counts, its Balance Sheet and Income Statement, he shows how a production 
statement for the single firm can be derived. He then discusses some of the 
problems encountered in drawing up a combined statement for the whole 
economy and Shows that what is obtained gives a significant measure of eco- 
nomic activity; it is, of course, a statement of the Gross National Product by 
Allocations and Sources. He then introduces the accepted modifications of the 
basic statement, presenting the various income concepts both for the whole 
economy and on a sector basis. After working through these chapters the 
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student should have a good understanding of these concepts, when any are 
to be used, and so on. The whole presentation is clear and orderly. 

The income analysis which makes up the second part is also done from an 
unusual standpoint. The analysis is based squarely upon the national income 
accounts, and the conceptual apparatus ultimately required—for instance, the 
consumption function and the marginal efficiency of capital—is introduced only 
later. This, from the student’s point of view, may make for clarity. Nevertheless, 
the analysis seems to me to be less well realized than the material in Part One. 

For one thing, unless one is very careful the whole complicated problem of 
income determination is made to look deceptively easy. The effect upon the 
national income of a change in any sector, for instance in the government’s tax 
policy, is traced by showing how it may be expected to affect the accounts of 
the other sectors. It seems to be a simple matter to work through the House- 
hold and Capital, Business and Foreign accounts, to add the appropriate figures 
here and there, and to come out with an answer, but actually without the in- 
formation that is subsumed in the Consumption and Investment functions, or, 
of course, in some other manner, no answer except “it all depends” is possible. 
The income accounts are useful for leading the student to the operationally 
useful concepts, but by themselves they are inadequate for handling any real 
problem, This may be illustrated by Professor Ruggles’ handling of the policy 
of altering wage rates to relieve depression. “The classical economists main- 
tained that lowering the wage rate would create fuller employment because 
producers would be willing to hire more labor at a lower wage rate. ...” Buta 
“lower wage rate may not lead producers to hire a significantly larger number of 
workers, so that the new wage bill... may be smaller than the old. A decline 
in consumers’ expenditures would then follow, and the cumulative movement 
downward would be intensified” (p. 321). That is to say, employment will not 
increase unless it increases (enough). But this is not meaningful analysis, and 
to get an answer, or even to get the information needed for an answer, we 
must use other concepts. 

Other minor matters; one might question whether it is desirable to define the 
consumption function so that it assumes constant prices, and an unchanging 
(whatever that is) distribution of income. If, for instance, “it is probably im- 
possible for the economy to move along the consumption function” because “a 
change in the level of disposable income invariably causes a change in relative 
prices” (p. 253), then what is the use of the concept? Naturally the effects of 
changing relative prices must be considered; is it not advisable to include these 
effects, if possible, in the consumption function? 

On the slope of the marginal efficiency of capital schedule; are we justified 
in concluding that it must be inclined very sharply and hence that a large 
change in the interest rate would have only a small effect upon capital ex- 
penditures simply because ‘‘the interest rate is only a minor part of the costs 
of most producers, so that even a large change in it would not affect total 
costs very significantly” (p. 264)? The marginal efficiency measures the ex- 
pected rate of return over and above costs aside from*the cost of interest to be 
yielded by an investment expenditure. Whether the interest cost is normally 
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high or low, it would not affect, I believe, the frequency distribution of yields 
of all potential projects. 

But these are actually small matters. Profesor Ruggles wrote this book 
for the teacher; he does not claim to have presented new material. As a teach- 
ing device, I believe the book has a great deal to commend it, especially the 
unusual and sensible organization and the clarity of the presentation. Though 
there is no mention of Keynes throughout, it succeeds in presenting an 
acceptable outline of Keynes’ theory simply and accurately. 

LORIE ‘TARSHIS 

Stanford University 


Business Fluctuations; Prices 


Les Crises Economiques. By HENRI ARDANT. (Paris: Flammarion. 1948. Pp. 
442, 475 fr.) r 


This is an ambitious study from a Marxist point of view of the problem of 
depression. The treatment is both descriptive and theoretical. On the descrip- 
tive side, the United States and Russia have exclusive billings. The United 
States is portrayed as a country of immense productive capacity but of slower 
rate of growth than Soviet Russia, and constantly threatened by economic 
crisis even when the deluge is not upon her (Parts I and II}. Russia is shown 
as in phenomenally rapid industrial development and without crises (Part 
II). As to theory, though Marx dominates the stage, a wide variety of past 
and current economists are at least mentioned (Part I). Keynes gets two 
pages (159-62). The crisis is said to have passed from a quantitative matter 
to a qualitative matter for the United States. There are quotations evidencing 
the neurotic fear of depression common among us, and armaments and gifts 
and loans to support foreign markets are seen as the crutches of a sick order. 

The book is a success: it does what the author wants it to do. It is readable 
—a virtue that could stand cultivation among economists—and it is plausible. 
It gives orthodox doctrine with, so far as I can see, only one qualification— 
Russia is debited with severe restrictions on human freedom (p. 429). This 
alone will not please the faithful. But the liberal democrat can survive its 
message, and the more economic training he has, the more likely he is to 
survive completely unscorched. A virtue of the book for such a reader is that 
it invites him to consider why he is not converted. 

1. There are the small points. Ardant relies too much on proof by quotation, 
and those he has lighted upon among liberal economists are plainly not repre- 
sentative of their thought. He has seized upon a special kind of quotation with 
delight and displayed it out of context to prove his case. Boulding, Ezekiel, and 
Arthur F. Burns, among others, are credited with statements carrying no 
laurels for the system called by Ardant “capitalism.” 

The Gersclfenkron data for Soviet production used (p. 362, Review of 
Economic Statistics, November 1947) are given without the warning of up- 
ward bias insisted on in the source. And they are data for industrial pro- 
duction only, without fhe heavy weighting that agriculture deserves from 
several points of view in a country like Russia, and that makes a chart of 
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Soviet production a painful thing for a comrade to contemplate. Colin Clark, 
for his new edition of the Conditions of Economic Progress, concludes that 
over-all Soviet productivity today is about at the level of 1900. 

There are the sillinesses of the list of “capitalist contradictions” (p. 427). 
Any problem can be portrayed as a contradiction. An attractive list can be 
thought of for the Soviet system in any odd ten minutes—from an inter- 
national ideology harnessed to national power, on down—-without the over- 
lapping, partial truth, and plain error of Ardant’s listing. 

2. There are the basic troubles with the Marxist theoretical system (pp. 
130-140), classically portrayed, for example, by Schumpeter in his Capitalism, 
Socialism, and Democracy. If the foundation fails, the superstructure of crisis 
theory cannot stand. 

3. The unpleasant fact that all social organizations have their weaknesses— 
that men must choose among relative goods—is not faced: specifically, the 
problem of political power in a centralized economy and the logic of the 
process of gaining and keeping power, freedom of choice versus central 
planning, and economic errors of the bureaucracy. Haberler has recently 
argued that serious errors are more likely under centralized control than under 
decentralized private-firm decisions, though errors of deficient purchasing 
power are likely to be more quickly corrected. The case is strong, too, that 
whether or not a mixed economy has a chronic tendency to deficient buying 
power, the political facts of life for a centralized economy tend toward chronic 
inflation. In Russia, the crises of 1921 (general), 1930-32 (agriculture), 1934- 
36 and 1936-38 (purges) have a logical origin in the dynamics of dictatorship. 
They exist despite the advantage that Ardant claims for this new and very 
old world, the lack of sentimental handicaps (p. 429). The theory of crises 
in a dictatorship is nearly as susceptible of development as the theory of crises 
in present-day mixed economies—at least if ambitions of mathematicians to 
work it out are sternly checked. 

4, Finally, there is the appealing but unconvincing simplicity of the Marxian 
analysis: economics rules the world, people are divided into Marxian classes, 
and they behave as they are supposed to behave. The subtlety of history is 
adequate for such theories. The normal expectation is that history holds sar- 
donic surprises for the faithful, and that the Marxian structure will eventually 
seem, like other simple doctrines, not so much wrong, as Irrelevant and passé. 

The liberal democrat who thinks the mixed economy of the west serves the 
public interest relatively well, who has no faith that history is predestined, 
and who hopes for the evolution of the mixed economy to serve the public good 
more effectively still, can learn from Ardant’s book. The principal targets of 
the Marxist are inequality, monopoly, and most of all unemployment. These 
are grievous faults, and they can and should be vigorously and effectively 
attacked. On the matter of depression, there is obvious political sênse in carry- 
ing measures to achieve high employment much further than an economic 
calculus of costs and returns would justify alone. , 

THEODORE MORGAN 

University of Wisconsin 
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Money and Banking; Short-Term Credit; Consumer Finance 


Monetary Management. By E. A. GOLDENWEISER. (New York; McGraw-Hill. 
1949, Pp. xiv, 175. $2.75.) 

This small book (63 pages is Appendix) is sponsored by the Committee for 
Economic Development and “is a predecessor to a larger volume which will 
discuss more extensively the problems and potentials of monetary action.” 

In the preliminary part of the book there are incisive comments about the 
rôle of money in our economy, about the efficacy of monetary measures, about 
the available agencies of monetary control and the relationship of the federal 
reserve system to these other agencies. All this takes up about a third of the 
direct writing. The remainder of the book, aside from a closing chapter on 
International Monetary Factors, is devoted to an appraisal of federal reserve 
policies, as manifested by the combined use of the System’s specific powers, in 
selected crucial situations, with particular interest displayed in current prob- 
lems resulting from the decision of our monetary authorities to try to stabilize 
the market for United States Treasury obligations. 

Anything that comes from the pen of Dr. Goldenweiser about monetary 
matters in general and about Federal Reserve policies in particular deserves 
the close attention of economists. There is so much in this little book, as it 
stands, however, to which J, the reviewer, dissent, that I regret we have to 
wait for the fuller rendition. 

Many of my criticisms stem from the fact that the vast knowledge of the 
author seems in spots to be directed towards making us complacent with re- 
spect to Reserve Board delays and waverings, and its narrow conception of its 
responsibilities. This, of course, is the sort of criticism that frequently arises in 
the case of men with a high sense of loyalty to their associates, and possessed 
of so much understanding that sharp, decisive remonstrances are difficult to 
render. 

As an illustration of my dissatisfaction, however, we may begin by putting 
on record the fact that Goldenweiser admits the evils attributable to con- 
flicting monetary authorities and supervisory agencies in the field of banking. 
Not the least of these evils, as I see them, is the fact that this dispersion of 
supervisory authority affords the Reserve administration opportunity to mini- 
mize attention to developing faults in our banking practices and to hide 
behind the formula that the System’s responsibility is merely to exert some 
slight influence at propitious moments upon the “cost, the supply, and the 
availability of bank credit.” Under this formula the Reserve administration, the 
beneficiary of tremendous financial and intellectual support, seems largely to 
have escaped censure for failing to demand action by Congress that might 
. have led to better bank bond portfolios prior to 1932; for neglecting to call 
adequate attention during the decade of the Twenties to the growing plight of 
poorly capitalized country banks subjected to an increasing degree of city 
bank competition; and for pressing with inadequate vigor, in the period preced- 
ing the crisis of 1920, the campaign to warn the bankers of the misuses of the 
trade acceptance. Goldenweiser knows all these things but, in the matter of 
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the responsibility of a clumsy supervisory system for unsatisfactory conditions, 
he contents himself by suggesting that it might be well if Congress should 
legislate the same reserve requirements for nonmember state banks as for 
member banks. 

Many other illustrations might be provided of the failure of the author to 
condemn severely the Reserve administration’s lethargies and its acceptance 
of a strict interpretation of the System’s obligations. I find in his work only 
indirect criticism of the over-long reliance upon the theory of eligible paper 
as a test of discounting. Nothing is advanced about the mistake of putting off 
until 1932 the revision of the provisions regarding collateral for federal reserve 
notes, a delay that made it inappropriate for the System to undertake an 
aggressive policy of manufacturing large surplus reserves for member banks 
until late in the greatest of all depressions. Instead, and as an apparent Justifi- 
cation for a reverse type of action, tightening discount rates in the fall of 
1931, Goldenweiser says the critics should know that at that time the public 
couldn’t be told the facts about the immensity of Europe’s liquid assets that 
might be withdrawn from our markets if rates remained low. To this, the 
man in the street couldn’t help but ask why, under these circumstances, the 
System didn’t make vigorous efforts at an earlier date to get the Glass-Steagail 
Act of 1932 on the statute books. As I see it, the record of the System at critical 
periods of time simply is not pretty and shouldn’t be whitewashed by the 
application of a restrictive philosophy of the System’s responsibilities. What 
we thought we were getting in 1913 was a real tribunal of finance and our 
failure to get it has long been the occasion of great disappointment among 
economists. Particularly true is this of those economists who believe that 
modern theory encourages efforts to find the causes of depressions in the 
wrong places. 

In the chapter on “Crucial Policy Decisions” I cannot escape the opinion 
that the choice of incidents may have the effect of warding off legitimate 
criticism. The first complete exposition of the Federal Reserve Board, and 
the most elaborate in its Annual Reports, regarding the fundamentals of gen- 
eral credit policy and the necessity of making large use of production indices, 
the 1923 formulation, isn’t even mentioned. Neither are we told why this 
policy was soon superseded by the 1924 policy which, as testimony has it, was 
developed primarily in the New York Reserve Bank. In so far as this policy 
of 1924 had international implications and was designed primarily to assist 
Britain to return the pound to $4.86, we are told: “in retrospect the .. . action 
. .. seems to have been a mistake” because too much deflation was later re- 
quired of England. Perhaps this is correct. Nevertheless, the facts are that 
after 1920 the farmer’s economic position had been greatly impaired and 
interior banks were under severe pressure to liquidate their heavy borrowings 
at the Reserve Banks. A high pound would improve those export tonditions to 
which agriculture has always been sensitive and the large Reserve Bank pur- 
chases of governments could reasonably have been justified on ground of the 
necessity of stemming the tendency of banks to liquidate farm mortgage 
paper, Let the reader recall that there was then no system of grain support 
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prices. The Strong 1924 policy was about the only farm relief program there 
was. Furthermore, the follow-ups to the 1924 policy which Governor Strong 
had envisaged were not destined to be carried out. 

Anent 1927 Goldenweiser says that the credit easing measures of the sum- 
mer of that year seem more defensible than in 1924 because there then occurred 
an outflow of gold which offset to a considerable extent the effect of the 
System’s open-market purchases. In my writings I have tried to establish that 
if there had not been procrastination within the System the easing efforts would 
have been applied at a time in which there was no offsetting outflow of gold. 

In respect to the policy of the System while the bull market was drawing 
to a close, there is no mention of the Board’s pronouncement that the System 
should intervene in order to keep the security market from “absorbing” credit 
that ought to be preserved for commerce and agriculture. Perhaps the decision 
to base intervention on this ground was not fundamental. But, to go on, 
Goldenweiser tells us that after 1929 “the Federal Reserve carried on a policy 
of monetary ease interrupted only by a brief period of credit stringency in 
the autumn of 1931.” The reader of these lines will certainly want to refresh 
his memory as to how much credit ease was then imparted. I think he will 
conclude that the Reserve Banks then went little further in applying the 
oxygen than to try to get the average member bank reasonably well out of 
debt. Certainly there was no intent to create surplus reserves large enough to 
permit bond liquidation to proceed in a more orderly manner. 

In a communication to economists some reference should be made to the 
definition, both conceptually and statistically, of money. I agree with Mr. 
Homer Jones that the word should be dropped from scientific terminology. 
Difficulty seems to stem from the fact that many economists never seem to 
know whether they are referring narrowly to those specialized instruments 
customarily employed to discharge monetary debts or whether they have in 
mind something broader that provides liquidity. One can do strange things 
with his statistics if he adopts the latter conception but stops short of including 
items that satisfy liquidity just as thoroughly as do some of the designated 
items. (For an illustration see Hansen, Monetary Theory and Fiscal Policy, 
in which along with time deposits of commercial banks there are added postal 
savings and mutual savings bank deposits, but not shares of Savings and Loan 
Associations, stabilized Treasury savings bonds, short-term certificates of 
indebtedness, etc.) In the time-deposit category Goldenweiser includes only 
those of commercial banks. So he avoids the error, assuming that other 
liquid assets are left out, of mingling types of time deposits whose manufacture 
has dissimilar effects. But what is here objected to is the following statement 
of page 10: “the record is that indications for monetary policy based on 
changes in the supply of money are usually the same, whether the money 
supply be méasured by demand deposits or total deposits.” Whether this latter 
statement can be accepted depends on the reader’s interpretation of the mean- 
ing of the word “usually.” Certainly, there have been important exceptions. 

On page 77 we read that “A surplus of current receipts by the Treasury in 
1947 over expenditures contributed an anti-inflationary factor in the situa- 


BOOK REVIEWS 211 


tion.” Privately I have quarreled with the Division of Research and Sta- 
tistics about its obligation to show that the truth of this statement depends 
upon how the funds extracted from the private sector of the economy were 
used (whether to retire securities held by ordinary banks, by the Reserve 
Banks, or whether the proceeds were left as idle Treasury balances). Ap- 
parently Goldenweiser joins those who believe it unnecessary for the reader to 
understand the complete process. This contributes to a simplified exposition 
but it has the fault of encouraging the reader to make mistakes in analyzing 
other situations. 
Harorp L. REED 
Cornell University 


American Banking System—A Sketch. By R. S. Savers. (Oxford: Clarendon 
' Press. New York: Oxford Univ. Press. 1948. Pp. v, 130. $2.00.) 


Professor Sayer’s little book, designed to give the British student a reliable 
condensed view of the American Banking System in one evening’s reading, is 
eminently successful in its purpose. In fact, the author has contributed one 
of the most effective compact descriptions of our banking organization thus far 
available in the literature. Considering an author’s license appropriate to a 
sketch, the volume maintains a neat balance of discussion between banking 
structure and function and between commercial banking and central bank- 
ing. If one can criticize the treatment at all, it is not at the level of over-all 
plan and content but at the level of particulars. 

The author’s skill in telescopic generalization at some spots does less than 
justice to the subject matter and at other places leaves the reader with an 
incorrect impression. Also, the author’s background and interests result on 
occasion, perhaps excusably, in putting certain aspects of our banking mecha- 
nism somewhat out of focus. While space does not permit a detailing of such 
points in this review, the following citations afford examples which will 
strike the attention of American readers: The author’s reference (p. 9) to the 
political aspects of locating the Board of Governors in Washington rather than 
in New York; his description (pp. 10-11) of the rôle of New York in the 
contemporary correspondent banking mechanism; his generalization (p. 25) 
with respect to chain and group banking; his reference (p. 34) to the back- 
ground of Federal Reserve policy with respect to the bond market; his com- 
ment (p. 36) on the present status of the banker’s acceptance bill; his com- 
ment (p. 41) on the prewar importance of “accounts receivable” paper; his 
observations (p. 74) respecting the Federal Reserve freedom from inter- 
national monetary influences in the ’Twenties; and his citation (p. 85) of 
the wartime reduction in Reserve Banks reserve requirements as an indication 
of our chronic disposition to keep free from the shackles of a gold standard. 

The author has undoubtedly prepared his text from a voluminous study of 
the American literature. There are remarkably few outright errors in the text 
and these might well have been eliminated by a prepublication reading of the 
manuscript by a qualified student on this side of the Atlantic. A few flagrant 
items may be noted. Chicago has more than two banking offices in its central 
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district (p. 23 and again on pp. 115-16); it has at least eleven— including 
the stockyards within the central district, thirteen—and there are 67 banking 
offices in the entire city. Again, Federal Reserve maximum interest rates on 
time and savings deposits apply only to member banks, not all com- 
mercial banks (p. 47). Since early 1947, Reserve Bank earnings paid to the 
Treasury have been more than “small” (p. 53). There are no large excess 
reserves “under present circumstances” (p. 70). Lastly, the provision of work- 
ing capital to war contractors was not done under Section 13b of the Reserve 
Act, but under a war powers Executive Order (March 1942) with the Reserve 
Banks acting as guarantors for the respective armed services, (p. 106). 
RALPH A. YOUNG 
Washington, D.C. 


Die Deutsche Geldwirtschaft. By Fritz FEDERAU. (Berlin: Walter de Gruyter 
& Co, 1949. Pp. 96. DM 4.00.) 


This is a brief but comprehensive study of monetary, credit, and fiscal 
developments in Germany since the inter-war currency reform of 1923-24, The 
backbone of the little book is a series of statistical estimates. Starting with 
some broad national aggregates such as total money income and the aggregate 
supply of long-term loanable funds (Geldkapitalbildung), Dr. Fecerau pro- 
ceeds to present a statistical analysis of the assets and liabilities of the Ger- 
man central bank (Reichsbank), a consolidated account of the balance sheets 
of the commercial banks, savings banks (Sparkassen), credit cooperatives, 
communal real estate and agrarian long-term credit organizations. In each 
case there are brief comments on basic trends and changes such as, for ex- 
ample, on the movements of the scale and composition of central bank 
reserves (including gold), the growth in central bank note circulation and the 
volume of bank-deposit money. As elsewhere, the last war has accounted for 
a conspicuous increase in the rate of growth of the supply of circulating 
media. Also, Federau’s statistics show the tremendous increase in savings 
deposits occasioned by the combination of inflationary methods of war finance 
and commodity rationing and price controls. A special section deals with the 
recent history of the central governmental budget. Public revenues and ex- 
penditures, public borrowing and the growth of the national debt are analysed. 

Despite its modest dimensions and the fairly elementary level of discussion 
this study is bound to be of great value to the German public. It reduces an 
informational gap occasioned by the political circumstances which prevailed 
during the Hitler regime. The importance of the statistical estimates for the 
current generation of bankers, businessmen and economic students is, of 
course, somewhat lessened by the current territorial division as well as by the 
postwar monetary reform which created a new basis for the order of magnitude 
of the money Stock, the total volume of private indebtedness, savings, income, 
etc. However, most of the current figures cannot be understood without con- 
sulting the financial data of the past since the monetary reform of 1948 pro- 
ceeded in terms of a straight percentage reduction in most of the aggregates 
involved, Thus, for example, the total volume of bank notes and bank-deposit 
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money for all four occupational zones was reduced to one-ninth of its original 
(June, 1948) figure, ż.e., from 240 billion RM (Reichsmark) to 27 billion 
DM (Deutsche Mark). 
WALTER EGLE 
University of Cincinnati 


Business Finance; Investments and Security Markets; Insurance 


Corporation Finance. By WILFORD J. Erreman. (New York: American Insti- 
tute of Banking. 1948. Pp. vii, 354.) 

The American Institute of Banking is probably the oldest, certainly the 
longest continuous, and without doubt the best attended undertaking in adult 
education in America, Since its beginning in 1900 over 30,000 bank and trust 
company employees have been granted certificates evidencing the completion 
of evening courses in accounting, bank administration, business management, 
business law, economics, finance, and real estate. About 45,000 students are 
currently enrolled. A semester-course runs from eleven to fourteen weeks, two 
meetings of one and one-half to two hours per week. Students normally take 
one course per semester. A young man could enter in 1950, for example, 
proceed at the normal pace, and receive the graduate certificate in Com- 
mercial Banking, Trusts, or Investments in seven years. Teachers are drawn 
from both practitioners and professors in the fields that are offered. Its text- 
books have come from two main sources: standard college texts and texts 
which the Institute itself has prepared and published. Some of the latter have 
been written by professors. In general, to date, most of the Institute’s own 
textbooks have been regarded by professorial critics as too concise and too con- 
centrated, hence superficial. 

The volume under review may be similarly regarded by the casual observer. 
But a teacher who reads it, realizing the while that there are, after all, other 
ways to teach than to assign thirty pages and then lecture for fifty minutes 
on the same subject matter, will be impressed with how good a discussion could 
be built about the points which Professor Eiteman has capably covered in 
twenty-one chapters and 332 pages. (The value of such a discussion would 
be enhanced, it should be granted, by the fact that the Institute’s students 
spend their non-classroom hours in the workaday world.) Every major seg- 
ment of the subject is treated, and in good balance. Of necessity the author 
has been sparing of verbiage. Without fawning before the shrine of semantics 
he has demonstrated that the basic English of finance is adequate for its ex- 
position. He has been analytical and explanatory rather than descriptive. He 
has concerned himself with principles and policies. His commendable brevity 
has not even prevented him from contributing several new analytical devices, 
his treatment of trading on the equity and the relationship of revenue and 
expense to assets and surplus, to wit. Charts and graphs have been generously 
and intelligently employed and the questions and problems which follow each 
chapter thoughtfully prepared. It is unfortunate that this book is not available 
for general distribution. A copy should somehow be obtained, however, by 
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anyone about to write another college textbook in corporation finance and its 
economy of expression seriously observed. 
W. Bayarp TAYLOR 
Claremont Men’s College 


International Economics 


Economic Survey of Asia and the Far East, 1948. Prepared by the Secretariat 
of the Economic Commission for Asia and the Far East. U.N. Pub. No.: 
1949, IL.F.I. (New York: Columbia Univ. Press. 1949, Pp. xviii, 289. 
$2.00.) 


With the increasing importance of the Far East in public policy and area 
research, the deficiencies of economic information on that region become more 
and more serious. This handicap is very evident in the current planning for 
the United States’ “Point Four” program and the United Nations’ Technical 
Assistance program; and it is crucial to the various proposals for regional 
cooperation and even integration in the Far East, paralleling the current ex- 
hortations to Western Europe. Underlying the regional proposals are certain 
assumptions as to the actuality and the potentiality of economic interdepend- 
ence among the countries concerned, and these assumptions must be tested 
against the facts, in Asia as we are now beginning to do for Europe, if we 
are to avoid foolish extremes of naiveté or defeatism in this regard. 

A debt of gratitude is therefore owed to the United Nations’ Economic 
Commission for Asia and the Far East, which has undertaken to assemble the 
available economic information on the Far East from a variety of sources— 
chiefly governments and international agencies but including numerous un- 
official sources—and for making the compilation available to the public. In 
effect, the Survey carries forward the widely used reference work which the 
Institute of Pacific Relations published in 1934 (Economic Handbook of the 
Pacific Area) and extended in 1941-42 (Economic Survey of the Pacific Area, 
in three Parts). The ECAFE staff has made noble attempts at historical com- 
parability, relating the current data to prewar patterns so far as possible. 

The 1948 Survey is the second in a projected annual series. It follows the 
same general lines as its predecessor in coverage and organization, with certain 
changes which on the whole are improvements. Basic characteristics of 
Asiatic economies, somewhat dispersed in the 1947 volume, are now collected 
in an introductory section separate from the annual phenomena. There is a 
very handy summary of Salient Changes Since the War. Conspicuous gaps 
in the earlier volume, notably on financial and price matters, have now been 
filled in good measure by the inclusion of new topics and greater detail. 

The chief deficiency of the Survey continues to be the absence of adequate 
accounts of the internal structure and process of the economies in question. 
On the one hand, we need to know more about production costs, distribution 
costs, profit rates, personal saving and real capital formation, and the inter- 
relations of foreign and hhative enterprise; on the other hand, we need more 
information on agrarian economics, relevant to the revolutionary movements 
now sweeping through Asia, and particularly relevant to the outlook for land 
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reform as distinct from improvements in agricultural productivity and progress 
in industrialization. 

The organization of the material, basically by topics rather than by 
countries, reflects ECAFE’s concern with “regional” issues. But this ap- 
proach in a survey of the area perhaps contributes more to confusion than to 
clarity, in view of the large variations from country to country, the con- 
trolling importance of the national economic unit, and the limited degree of 
interdependence among these units at the present time. Possibly a more ade- 
quate and useful presentation might be organized country by country, with 
uniform treatment of each, supplemented with an over-all discussion of 
intra~regional and inter-regional relations. 

The technical handling of the data in the present volume is in general pains- 
taking, and reveals an admirable self-restraint in not trying to make more 
of certain information than its vague or dubious character would justify. 
Defects in the raw data are minimized by emphasis upon trends rather than 
upon absolute values, but this cannot entirely avoid certain distortions; for 
example, the inclusion of the entrepôt trade of Singapore and Hong Kong 
exaggerates the degree of intra-regional trade among Far Eastern countries 
excluding Japan, and correspondingly understates Japan’s pre-war rôle in 
drawing those countries into a trade network. Many of these defects can be 
remedied only through improvements in governmental statistical services 
and through special studies, both of which are being sponsored by ECAFE. 

Meanwhile, this Survey will be an invaluable handbook in a field of much 
ignorance and confusion. Within its limits, it represents a noteworthy growth 
of cooperation in Asia through a United Nations agency. 

EDWIN P. REUBENS 

Cornell University 


Esquisse d'un Tableau Economique de L'Europe. By CHARLES BETTELHEIM. 
(Paris: Domat. 1948. Pp. 356. Fr. 570.) 


Charles Bettelheim, who was formerly director of research and statistics for 
the French Ministry of Labor and now director of research at the Ecole 
Pratique des Hautes Etudes has written a book of considerable interest for the 
economist and not without its political overtones. Bettelheim’s method is to 
study the self-sufficiency of Europe in foodstuffs, raw materials and industrial 
products, and their abundance in relation to the population, in a series of 
tables. His conclusion is that Europe must import the first two and export 
the last. He then analyzes the disintegration of Europe since 1890, and its 
origins in tariff policy, the divisive peace settlement of 1919 and monetary 
disorders. From these facts and analysis, he concludes, perhaps abruptly, 
that Europe’s economic future lies in expanded East-West trade, including 
trade with the U.S.S.R., since it cannot compete in dollar markets except by 
reducing its real income and since the Marshall Plan is a mere palliative to 
support European consumption without righting fundamental disequilibria. 
This trade must be developed on the basis of a wide trading area in Europe 
discriminating against the dollar bloc. 
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It is not necessary to agree with Bettelheim’s thesis to find the book a 
provocative one. 
C. P. KINDLEBERGER 
Massachusetts Institute of Technology 


Customs Unions—A Tool For Peace. By Leororp Komr. (Washington: 
Foundation for Foreign Affairs. 1949. Pp. 64. 75c.) 


In this pamphlet Dr. Kohr deals with a problem which has been of increas- 
ing importance during the last few years but which has received little serious 
attention in the press and public forum—the problem of customs unions. This 
discussion consists of three principal parts: a survey of the history and the 
theoretical implications of customs unions; a review of recent moves towards 
the establishment of such unions; and the texts of a few of the most important 
agreements in this field. 

Dr. Kohr emphasizes the fact that customs unions have been of considerable 
importance during the last century and a half. Contrary to the popular im- 
pression, these agreements have by no means been confined to Germany. He 
lists more than thirty such accords in three continents. Several of these were 
preliminary to or concurrent with the German Zollverein, which itself lasted 
from 1833-1871. However, among the other notable customs unions were those 
between Austria and Hungary, the South African Customs Union of 1889, 
the Belgium-Luxembourg union of 1922 and the Benelux union based on the 
agreement of 1947, 

A number of the accords which are listed are pacts involving colonial areas— 
such as those between French India and British India, between Syria and 
Lebanon (in 1922), Palestine and Transjordan (1928), Nigeria and British 
Cameroons, and Ruanda-Urundi and Belgian Congo. Still another category of 
agreements consists of accords between large powers and their very small 
neighbors, such as the customs unions of Austria and Liechtenstein (and 
since 1923 of Switzerland and Liechtenstein), between France and Monaco, 
and Italy and San Marino. 

One of the most interesting and important parts of this study is the dis- 
cussion of various “errors” in current thought concerning customs unions. Dr. 
Kohr is particularly anxious to stress the point that customs unions are not a 
necessary forerunner of political unions. He argues that although the states 
included in the Zollverein ultimately fused into the German Empire, the 
Zollverein itself did not contribute to this development. He insists that in 
several instances the existence of the Zollverein actually deprived the Prussians 
of arguing points in urging a closer political union. One might comment that 
the author tends to underestimate the importance which working together on 
economic matters may have for paving the way toward joint efforts in the 
political field. ° 

In giving a precise definition to “customs union,” the author of this pam- 
phlet has undoubtedly done a distinct service. He says: “A customs union is 
the complete economic fusion of two or more territories under different 
sovereignty (or, at least, enjoying separate political autonomy) without 
prejudice to their political status.” This rules out of consideration “customs 
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unification” or the creation of a single customs area under a unified political 
administration on the one hand; and mere “free trade agreements” abolishing 
customs barriers between two or more states but not setting up a completely 
unified customs front to the world outside of these states, on the other hand. 

This pamphlet, written by the man responsible for the Carnegie Endow- 
ment’s monumental collection of customs union documents of 1815-1947, is 
one which should be read by all those who desire to be better informed con- 
cerning widespread moves towards the formation of unified economic group- 
ings in Western Europe and elsewhere throughout the world. 

ROBERT J, ALEXANDER 
Ruigers University 


Industrial Organization and Markets; Public Regulation of Business 


Business and Government. By MARSHALL Epwarp Dimocx. (New York: 
Henry Holt and Company, 1949. Pp. xv, 840. $4.75.) 


This volume is a welcome addition to the growing, but still sadly short, 
list of acceptable texts in the area of government regulation of economic 
activity. Designed “to serve the requirements of all courses on business and 
government, no matter where they are offered,” this stout book (816 pages of 
text) presents a comprehensive analysis of the subject which breaks through 
the arbitrary barriers surrounding individual disciplines that relate to public 
economic policy. Following in the path of the mighty Aristotle, who never for 
an instant thought that politics and economics could be separated, the writer 
combines “knowledge from the fields of political science and economics and, 
to a lesser extent from the other social sciences .. . to help explain problems 
and policies in which these ingredients are joined.” 

The coverage of the book is broad, in keeping with the scope of business- 
government relationships of today. The introductory chapter deals with 
“Tensions and Issues.” The remaining twenty-eight chapters are divided into 
nine groups as follows: “The Limits of State Intervention;” “The Challenge 
of Recurring Depressions;” “Labor and Government;” “Government and 
Agriculture;” “Monopoly, Free Enterprise, and the Crisis in Public Control;” 
“Public Utility Regulation;” “Financial Controls;” “Government as Owner 
and Conservator;”’ and “Competing Forces in a Mixed Economy.” The treat- 
ment includes a chapter on “Business-Government Relations in Other Coun- 
tries,” and “The Cooperative Movement.” 

This book is successful in bringing together the scattered threads of a 
bewildering complexity of problems and factual materials into a broad presen- 
tation which can be grasped by the average student. Most chapters, in good 
textbook style, begin with a few introductory observations aboyit the problem 
to be discussed and end with a summary of the materials presented. The 
substantive treatment adeptly combines historical, theoretical, and compara- 
tive analysis. Good use is made of the case method.The “telegraphic form,” 
or short outline presentation of a vast body of information (such as the 
legislative history of railroads and legislative land marks in conservation 
policy) is used advantageously. The pattern of analysis does not depend upon 
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a single methodology. Rather, a combination of methods is tailored to fit the 
demands of the many different problems of public policy with which the text 
deals. The net result is a skillful brushing aside of unessentials to get at the 
heart of a problem and a blending of appropriate tools of analysis to come 
to grips with the problem at hand. 

Bountifully scattered through the volume are succinct and sparkling obser- 
vations which reveal a penetrating insight into matters of public policy. Ample 
use is made of quotations from others and generally with telling effect. In 
some instances, however, Professor Dimock himself might have better pre- 
sented the essence of a quotation. In the field of government regulation it 
is of prime importance for the student to know the right questions to ask. The 
author asks the right ones and peppers them throughout the book. On occasion, 
fundamental questions are raised which the reader no doubt will wish the 
author had answered. But these questions, together with the many well- 
thought out queries set forth at the end of each chapter, should provoke lively 
and fruitful discussion in the classroom. 

Any study of a subject so controversial and broad as the relationships be- 
tween government and business can hardly completely please everyone. To 
this reviewer, the economic analysis merits strengthening in spots by a fuller 
and more penetrating treatment. Cases in point are the analyses of causes 
of depressions, the operation of the economic system, the problem of size in 
anti-monopoly policy, the rôle of fiscal policy in a full employment program, 
fundamental economic issues associated with perplexing national transporta- 
tion policy, and the problem of wage rates in public policy towards labor. 

The architecture of the study could have been improved somewhat by 
rearrangement of the materials covered and by including some subjects not 
treated or else touched upon lightly. A firmer basis for understanding the 
current perplexities of and demands on public economic policy, for example, 
would be established for the student, in the opinion of this reviewer, if the 
current goals apparently set by society for its social and economic system 
had been moved from the last chapter to rest beside the presentation of the 
goals and operation of the comparatively unrestrained free enterprise system 
which is presented in Chapter 3. More attention to public stabilization policy 
would have been profitable. The impact of the depression of the 1930’s on 
political, economic, and legal institutions and thinking might have had fuller 
emphasis. And finally, some inclusion of post-World War IT international 
economic problems would serve to round out the wide coverage of this volume. 

The general approach to the problem of the relationship between govern- 
ment and business, which this reviewer feels is most realistic and profitable, 
is that of a “liberal, middle-of-the-road philosophy.” The point is hammered 
home that the agenda of public policy “should concentrate on matters of 
common concern which give most promise of producing an environment in 
which economic groups can operate with the greatest advantage to themselves 
and to society.” Complex problems involved in better defining the goals of a 
“mixed economy” and in achieving them are recognized and discussed. 

Altogether, Professor Dimock’s analysis has been pursued with great skill, 
clarity of presentation, and healthy balance. It deserves, and should have, wide 
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use as a text in courses devoted to business and government. Those who read 
and study it will be well rewarded. 
GEORGE A, STEINER 
University of Illinois = 


The Regulation of Industry. By Dupiey F. Pecrum. (Chicago: Richard D. 
Irwin. 1949. Pp. x, 497. $4.75.) 


Professor Pegrum aims for a “somewhat general presentation of the regu- 
lation of private enterprise in the United States,” (p. vii) presumably to 
meet the needs of college courses under such titles as: Government and 
Business, Competition and Monopoly, and the Social Control of Industry. 
He discusses three phases of government regulation. First, he describes the 
existing legal, political, economic and attitudinal environment. His purpose 
is to indicate the features of our institutional environment that condition the 
kinds of government regulation that are undertaken and their effectiveness. 
Second, Pegrum discusses the three characteristics of the modern economy he 
considers most significant for regulatory purposes: the preéminence of the 
corporate form of business organization, the dominance of most industries by 
large firms, and sellers’ possession of broad discretionary power over price. 
Third, our administrative experience in regulating “trusts,” “unfair competi- 
tion,” patents, and corporate abuses occupies more than half the pages of the 
book. 

Essentially, Pegrum indicates the importance of competition to the survival 
of our free enterprise economy, describes most of the legislation that increases 
or restricts competition, assesses the effects of this legislation, and finally 
recommends methods of increasing the competitiveness of industry. 

Pegrum has intentionally restricted himself to fewer topics than are covered 
by other texts in this field. He scarcely mentions most of the subjects dis- 
cussed at length by Fainsod and Gordon’ and in the Brookings Institution 
volume,” and he gives none of the industrial histories or the equivalent that 
are contained in Purdy, Lindahl, and Carter.* This book also is smaller in 
scope than J. M. Clark’s Social Control of Industry* in that it does not 
discuss public utility regulation and possible government measures to moderate 
business cycles. Despite its limited scope, this book does not offer greater 
“depth” of understanding or ease of comprehension than the others. 

Pegrum’s treatment of government regulation is strongly legalistic and 
historical. He frequently stresses the inexorability of basic social forces and 
the gradual genesis of social change. That description of current economic 
practices and arrangements was a minor objective in the author’s view, is 
suggested by the absence of a single statistical table or graph in the entire 


*Fainsod and Gordon, Government and the American Economy (New York, W. W. 
Norton, 1941). 


*Lyon, Watkins, and Abramson, Government and Economjc Life (Washington, The 
Brookings Institution, 1939). 


° Corperate Concentration and Public Policy (New York, Prentice-Hall, 1942). 
t Second edition, 1939, McGraw-Hill. 
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book. Empirical data are not wholly absent, but references to industrial 
materials (other than occasional brief mention of situations giving rise to 
antitrust suits) are infrequent. Even such subjects as price policies are treated 
largely without concrete examples, so that the discussion is mostly definitional, 
partly analytical and almost entirely undescriptive. All of the other texts 
mentioned are more economic in emphasis than this book. 

Pegrum argues strongly in favor of the following thesis: All phases of 
life are being rocked to their foundations by World War IT and its aftermath. 
Pronounced differences of opinion on the means and objectives of economic 
policy create severe political uncertainty. Impediments to competition and 
departures from competition strike at the basis of our economic system and 
unless they are speedily removed, imprudent policies will be adopted. 

Pegrum calls for government intervention mainly to curb corporate abuses 
and to restrain big business, for even though not all corporations and large 
firms are responsible for “unworkable” competition, they frequently possess 
monopoly power. (Pegrum implies that competition is, if anything, more 
vigorous now than it was several decades back [p. 98].) The antitrust laws 
have failed to achieve all they must and existing arrangements for their ad- 
ministration and the provisions of those laws should be revised. Specifically, 
our antitrust policy should be vested in a single administrative commission— 
the Federal Trade Commission—and the federal courts should become in- 
volved only on appeal. Our antitrust laws should be modified along the 
following lines: repeal restrictive legislation like the Miller-Tydings Act, the 
Webb-Pomerene Act; limit patent rights by compulsory licensing and reduce 
the privileges granted to patent-holders; limit corporate activities and pre- 
rogatives by general prohibitions against such things as intercorporate stock 
ownership and vertical integration and then allow an administrative agency to 
grant exceptions to these general prohibitions (at the outset, limit federal 
control to the very large corporations, specifically 176 firms with assets over 
$50,000,000). “The greatest need today ... is not in the Sherman Act itself 
. . . but in other laws bearing on industrial control which either contradict 
the spirit of the Sherman law or fail to supplement it adequately in special 
situations” (p. 475). 

Such means would settle “the issue of freedom versus authority” by a 
“reaffirmation of the faith of the American people in their heritage and in the 
capacity of a free people to solve their political and economic problems with- 
out sacrificing that freedom” (p. 481). If the issue is not settled along “free 
enterprise lines,” then we will turn to a system of economic planning whose 
consequences Pegrum describes in the following lurid terms: “. . . it may be 
doubted that private property has any real meaning if it is eliminated from the 
field of production. Voluntary associations have no part in the scheme of 
control; labor unions would have no real functions; and collective bargaining 
could not be tolerated. Freedom of speech, freedom of expression, and freedom 
of communication woùŭld be literally impossible, because the organs of public 
opinion could not be politically independent if controlled or owned by the 
state. Freedom of religion would be nothing short of a myth under such 
circumstances” (p. 457). 
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As a text, this book has serious limitations. Its organization and style are 
blurred and confusing. Very often redundant, ponderous in sentence struc- 
ture, lacking incisive introductory sentences and frequent informative side- 
heads, it many times fails to convey the author’s ideas. Its limited scope has 
already been mentioned; especially serious is the omission of public utility 
regulation, Categorical statements and value judgments are numerous and 
are presented in a way that leads the student to regard them either as 
unquestionable fact or as the consensus of informed opinion, even when they 
are not. Unsupported conclusions recur sufficiently often to “propagandize” 
the student. The book is not calculated to receive, and does not merit, the 
confidence of the reader. It will not teach, by good example, rigorous and 
unprejudiced thinking. 

In its treatment of subject matter, the limitations are equally grievous. 
Most of the discussion revolves around the “competitive norm,” which Pegrum 
himself explicitly discards as inapplicable to the complex modern industria: 
world (p. 99-100). Although he quotes with favor from Dr. Clark’s discussion 
of workable competition, he does not indicate what he believes to be the ear- 
marks of workable competition. Pegrum seems to feel (he does not take a clear 
position) that close correspondence between average costs and prices repre- 
sents workable competition, without reference to whether costs reflect heavy 
sales promotion, unprogressive production techniques, or unwise initial invest- 
ment. The treatment of the connection between size and economic efficiency 
is fragmentary, using a small proportion of the data available. Price policies 
probably suffer from the most superficial treatment. Moreover, Pegrum him- 
self expects a great deal from an antimonopoly policy and, without supporting 
argumentation, demands that the reader do the same. Throughout, he implies 
that relatively minor modifications in our antitrust laws and administrative 
procedures alone can make a highly efficient resource-allocating mechanism 
out of existing industrial arrangements. 

Nevertheless, Pegrum has written a fairly detailed account of antitrust 
policy that discusses recent cases in which the Courts have reinterpreted the 
Sherman Act.” His chapters on patents and international combinations accord 
more space to these vital subjects than they ordinarily receive. The book 
presupposes little prior economics training, and it may therefore be especially 
suited to some courses. 

A. R. OXENFELDT 

Hofstra College 


Land Economics; Agricultural Economics; Economic Geography 


Economic Geography of the USSR. Edited by S. SS BALZAK, V. F. VASYUTIN, 
and Ya. G. Fercin; American edition edited by CHauncy °D. Harris. 
(New York: Macmillan. 1949. Pp. xlv, 620. $10.00.) 


“Teachers may prefer to refer students to several more Compact and penetrating 
treatments of the same subject, however. See E. V. Rostow, “Monopoly Under the 
Sherman Act” Illinois Lew Review, Vol. 43—No. 6 (Jan.-Feb., 1949), and M. A. Adelman 
“Effective Competition and the Anti-trust Laws,” Harvard Law Review, Vol. LXI, No. 8 
(Sept., 1948), 


222 THE AMERICAN ECONOMIC REVIEW 


The American Council of Learned Societies has performed a very useful 
service in having this 1940 Soviet university textbook translated into English. 
Its value as a source of facts will be discussed below. Non-specialists in the 
Russian field are likely to be more interested in the book’s explanation of the 
new Soviet location theory, which was formulated in March 1939 at the 18th 
Congress of the Communist Party. 

These portions of the book, however, make frustrating reading. The dis- 
cussion (accurately translated by Robert M. Hankin and Olga Adler Titel- 
baum), follows lines of reasoning which are, to say the least, elusive. This is 
because the major premises are left unstated, and because a more explicit and 
consistent set of principles would have limited the possible alternatives for 
government action. The quality of the argument is sufficiently indicated by 
the central slogan, “Bring industry closer to the sources of raw material and 
to the consuming areas!,” which blandly passes over the one great problem of 
location theory. In spite of the tangential character of the discussion, an 
understandable reformulation can be distilled out of this and the many other 
Soviet expositions of the new policy. The following brief remarks, somewhat 
oversimplified, are offered as a guide. 

The Soviet Union had been plagued from 1932 on by a shortage of transport 
capacity relative to rapidly growing demand. A serious transport crisis in the 
middle 1930’s was overcome for the moment through expansion of traffic 
capacity on key trunk lines. The government was reluctant, however, to divert 
resources from heavy industry, and the transportation system remained over- 
loaded. It apparently was clear to Soviet authorities by 1939 that somehow 
the increasing demand for transportation would have to be checked, or else a 
large-scale shift of resources from armament industries into new transport 
facilities would be required. Worse still, the international situation indicated 
that reserve capacity to handle military traffic might soon be needed. The new 
policy provided an answer: Promote regional self-sufficiency! 

Several other ends were served by this program. Construction of duplicate 
facilities in the newer regions reduced Soviet dependence on the old industrial 
region and eastern Ukraine, both vulnerable areas in wartime. Smaller plants, 
dispersed throughout the country, could be brought into operation more 
quickly, an important consideration in 1939, Industrial development in out- 
lying regions apparently promoted the government’s relations with the non- 
Russian nationalities of these areas. 

Since the industrialization of the USSR had heretofore proceeded to a 
considerable extent on the basis of regional specialization and large-scale facili- 
ties, it was necessary to repudiate the men and doctrines involved. It was not 
expedient to counter the earlier cost-minimizing analysis explicitly with the 
cogent arguments summarized above; name-calling had to serve instead. Bear- 
ing this in mind, the reader should be able to read through the more apoplec- 
tic passages with relative equanimity. 

The location theory set forth in this 1940 textbook has been carried over 
into the postwar periòd without appreciable modification. A recent article in 
Planned Economy* indicates that the authorities are still unwilling to enter- 


1 P, Krylov, “Against Bourgeois Methodology in Problems of Transportation Economics” 
(in Russian), Planovoe Kkhoziaistvo 1949, No. 4 (July-August), pp. 85-91, 
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tain discussion of transport capacity or location theory in any other terms. 
Readers of the book under review will be able to deduce readily the probable 
consequences for Soviet economic development. 

The translators have been careful to convey literally the sense of Soviet 
terminology. Economists will recognize, of course, that the phrase “distribu- 
tion of productive forces” has the same meaning as Edgar M. Hoover’s 
phrase, “location of economic activity,” ż.e., that distribution here carries 
no connotation of retail activity. “Complex” development of a region means 
“well-roundéd” development, in the sense that ancillary and consumer-goods 
industries are built up around primary production sites. 

The present volume is ‘packed with quantitative data and descriptive 
material covering the geography, population, industry, agriculture, and trans- 
portation of Russia. In addition, Professor Harris and his staff have added to 
the unabridged Russian text 19 maps, 8 tables, 5 appendices, and 5 indexes, all 
carefully based on Soviet sources. While the data relate mainly to the 1937- 
1939 period, with some discussion of changes planned or under way, the 
volume is still very useful, since geographical aspects of an economy change 
slowly. Professor Harris has taken pains to supply maps and other information 
on wartime boundary changes. It is worth noting also that many of the projects 
finished during the war or contained’in the present Five-Year Plan were out- 
lined in the 3rd Five-Year Plan and appear in this book. 

Those giving courses touching on the USSR will find at least parts of 
the book suitable for reading assignments, though certain portions are coldly 
factual and others abound with extraneous remarks. The instructors them- 
selves, together with all research workers in this field, will unquestionably 
wish to have the book at hand for reference purposes. 

HOLLAND HUNTER 

Haverford College 


Labor 


Labor Economics and Labor Relations. By Ltoyp G. Reynotps. (New York: 
Prentice-Hall. 1949, Pp, xii, 552. $4.75.) 


In this remarkably well written text, Professor Reynolds draws on a wide 
range of knowledge, tackles tough problems with the tools of economic 
analysis, and frankly states the limitations of his results. Use of the book in a 
course this Fall has convinced the reviewer that, despite the criticisms set 
forth below, it is probably the most satisfactory general labor text now avail- 
able. 

Professor Reynolds gives his own well-reasoned views on each subject rather 
than merely offering a compilation of material selected from journal articles. 
Because he draws so heavily on his own resources, the chapters are somewhat 
uneven in quality. Those on the dynamics of union growth (III) and wages 
(XV-XIX) are excellent. Less satisfactory are the chapters dealing with the 
growth of a working class (I), labor in politics (IV), and management (VII). 
The whole subject of industrial management and management’s labor policies 
needs new treatment. 
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Although the material within each chapter is, for the most part, well 
organized and presented, the over-all organization of the book is not too satis- 
factory. The subject matter is treated in the following order and proportions: 
introductory chapters (55 pages); chapters on trade unionism and collective 
bargaining, with wages excluded (190 pages); chapters on public policy and 
labor law (66 pages); chapters on wages, including a few pages on the non- 
wage consequences of unions (144 pages); and chapters on income distribu- 
tion and social security (78 pages). The first chapter is not a general intro- 
duction, and a concluding chapter at the end is lacking, so that the different 
parts of the book are not well integrated. The separate treatment of wages 
after collective bargaining is awkward, and using the wage chapters out of 
order (a possibility the author suggests) does not remedy the difficulty, partly 
because the treatment is so extensive. The material on labor legislation is thin 
and widely scattered under a topical arrangement. Consequently, the student 
is not given a clear notion of the contents of any one law or a systematic state- 
ment of experience under the Railway Labor Act (statements, p. 312, rest 
too heavily on wartime experience), the Wagner Act, the Fair Labor Standards 
Act, or the Taft-Hartley Act, which is sometimes (see p. 286) referred to in 
the past tense. 

From experience, the reviewer knows that no text can fully satisfy the 
needs and notions of numerous users. Some would have been pleased had 
the author devoted more space to experience with collective bargaining in 
individual industries—coal, railroads, clothing, steel, autos, building, truck- 
ing, etc. In that way, the student is made aware of ways in which char- 
acteristics of an industry and other factors influence union policies, limit 
the effectiveness of collective bargaining, and lead to variety and exceptions 
to generalizations. Some chapters give the impression of selection of material 
to prove a point, to which, however, students can find exceptions not men- 
tioned or explained. 

This text has many distinct advantages. The discussion of job desires, hiring 
practices, and labor mobility, growing out of the author’s New Haven study, 
is excellent. Chapter XVI on non-union wage determination clearly demon- 
strates the chimerical character of “the competitive wage” and the practical 
impossibility of any policy to enforce a “competitive labor market.” It 
should be read by his colleague, Professor Charles E. Lindblom, for it contains 
the basic criticism of Unions and Capitalism. A number of other subjects, 
such as job evaluation, incentive wage systems, and the non-economic values 
of unionism are well handled in brief space. 

Student readers noted the absence of a systematic treatment of the issue 
of labor monopoly or the international aspects of labor standards. They also 
considered too optimistic statements that “the uneasy truce which exists 
during the frst few years of collective bargaining is gradually converted into 
a relation of mutual confidence and cooperation” (p. 194; see also pp. 168 and 
187), that industry-wide bargaining will eventually develop in most indus- 
tries with a national market (p. 179), and that a large proportion of skilled 
workers “seem willing to support a policy of bringing the lower-paid workers 
up more rapidly than the higher-paid” (p. 389). The statement that the only 
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alternative to private wage bargaining is compulsory arbitration plus control 
of retail prices (p. 453) overlooks intermediate possibilities and the fact 
that Australia and New Zealand have had compulsory arbitration without 
price control. 

Some of Professor Reynolds’ remarks with respect to wages can be ques- 
tioned. It is doubtful that, under non-union conditions, managements usually 
have granted wage increases first to individual workers and groups and later 
to the remainder of the plant’s work force (pp. 226-27). Data fail to support 
the conclusion that occupational wage differentials have generally increased 
in percentage terms during business slumps (p. 336). The discussion of 
company wage policy in terms of a maximum and minimum level (pp. 183, 
353-56, and 384) seems unreal (some oil-company executives deny that such 
an upper limit exists), neglects differences between companies, and assumes 
that wages are the chief variable. Here, and in a few other places (e.g., on p. 
418) wage rates and labor cost are assumed to be synonymous, although the 
difference is clearly explained in Chapter XVI. The statement that the eco- 
nomic consequences of an increase in minimum wages, differentiated firm 
by firm and affecting only a small minority, are the same as a general wage 
increase (p. 456) misses the marked differences between the two situations, 
particularly with respect to prices and stimulus to improved management. The 
contention that, under “full” employment, a 10-per-cent increase in wage rates 
will lead to a 10-per-cent increase in all prices (pp. 422-24, 430) overlooks 
contractual and regulated or customary prices, productivity changes, and other 
factors explained by John Mitchell in Organized Labor (1903), pp. 111-12. 
The statement that the North-South differential arises from a larger labor 
supply in the south “relative to the number of job opportunities available” 
(p. 332) is a common assertion with little specific content; that the north- 
ward migration “has tended over the past several decades to narrow” the 
differential (p. 419) would be difficult to prove. 

A few contradictory statements and errors should be corrected. On page 
391 the union in men’s clothing is said to set piece rates, with management 
having the right to protest, while on page 415 management is said to set the 
piece rates. Work hours are stated to be of little concern to workers on page 
45 and the reverse on page 229. The composition of the executive board of 
the CIO is misstated (p. 142); remarks about the ineffectiveness and un- 
constitutionality of hours legislation (p. 228) overlook the Adamson Act; the 
National Labor Relations Board’s decisions on representation cases cannot be 
appealed directly to the courts (p. 281); hourly earnings in the high-paying 
exceeded those in the low-paying plants by 50, not 35, per cent (p. 351); and 
the statements with respect to cash sickness in Rhode Island and California 
(pp. 523-24) overlook the fact of employee contributions. Chart 14 on page 
435 is mislettered so that the three pages of the text discussing it'do not make 
sense, and Chart 1 on page 67 has about a million too. many union members 
around 1903. 

In spite of the above objections to its organization, the treatment or neglect 
of certain subjects, and a tendency to overlook exceptions or other alternatives, 
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Professor Reynolds has produced a first-class textbook. Only those who have 
tried know how difficult and arduous such an achievement is. 
RICHARD A, LESTER 
Princeton University 


Trade Unions in the New Society. By Harorp J. Lasky. (New York: Viking. 
1949. Pp. 182. $3.00.) 


Only through the formation of an independent national labor party can 
American unions adequately protect their interests. That is the basic thesis 
expounded by Laski in this book—an expansion of a series of lectures he 
delivered in this country under the auspicies of the Sidney Hillman Founda- 
tion, The thesis is defended in terms of the Marxian socio-economic frame- 
work, Thus, to take one example only, the concept of the state as the pro- 
tector of propertied interests, which is crucial to Laski’s conclusion, is an 
unadulterated application of the Marxian analysis. 

Laski also touches on a series of propositions related in some degree to his 
central thesis, which display deep insight and offer constructive suggestions. 
But more of that at a later point. Here it is pertinent to explore another 
question: Is it logical (in a pragmatic, not formal, sense) to analyze the poten- 
tialities of a national labor party before first ascertaining whether such a party 
is at all feasible? If it is not feasible to form a national labor party as a going 
concern at this juncture of American historical development, it seems pointless 
to talk about such a party representing the best protection for organized labor. 
Nor is it any argument to aver that the discussion of desirability might lead | 
to the conclusion there is so much to be gained from a national labor party 
that it would fire the workers with the necessary zeal to form such a party. 
For such an argument loses sight of the fact that will alone is not enough; the 
socio-economic environment must also be conducive. 

The first relevant question in this whole issue therefore becomes: What are 
the necessary and sufficient conditions for the emergence and continuation of 
an independent national labor party in this country? But Laski hardly 
touches upon this question. To be sure, if one is willing to read between the 
lines and fill in the gaps, one can emerge with an answer couched in Marxian 
categories to indicate how the “proletariat” is bound to triumph by resolving 
the contradictions of capitalism via political action. But if one is willing to 
stretch the imagination to read that into Laski’s analysis, one must be willing 
to face the obvious criticism: The strict and accurate application of the 
Marxian model to social change for purposes of prediction has too often proved 
mercilessly wrong, notably in terms of time sequence. Witness Engels’ predic- 
tions about the working classes in England, and the advent of “socialism” in 
Russia which simply could not happen—but did. 

A thorough and penetrating analysis of the American labor scene might 
well disclose that while the ‘Wisconsin School” has not been totally correct 
in its diagnosis of the,political trends in American unionism, it has been far 
closer to the actual pattern of development than the ‘‘Marxist School.” Thus, 
while some of the obstacles to the formation and success of a national labor 
party indicated by Commons and Perlman have diminished in intensity, the 
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essence of this socio-economic roadblock is still with us. Even Laski recognizes 
that when he writes: 


The United States covers such a large area that the building of a new party 
could not help being a far more difficult task than it has been in European 
countries. Sectional interests are an obstacle to unified action. Religious dif- 
ferences have a thicker political nature than they have in mainly Protestant 
democracies like Great Britain or the Scandinavian countries or New Zealand. 
Inherited national differences go deeper the more heterogeneous the origins of 
the population... . A decision to form a party, moreover, might not only 
alienate the best elements among the farmers; it might also lead to a rush into 
its ranks of middle-class elements, especially the unstable “intellectuals” who 
might jeopardize the basically working-class leadership of the new organiza- 
tion (pp. 97, 138). 


In the light of all this, an obvious question is posed: Exactly under what cir- 
cumstances can such obstacles be overcome? And if they can be overcome, 
what is the likelihood of such circumstances arising? The author does not even 
begin to come to grips with these questions. 

I am not asserting that Laski’s implications about the “inevitability” of a 
national labor party are necessarily wrong. Actually, he may be dead right, but 
he does not demonstrate it. And precisely because an adequate analysis of the 
problem is lacking, we are in no position to know just how and when this 
“inevitability” will become an actuality. Further, if a national labor party is 
“inevitable,” why should so many people spend so many man-hours of valu- 
able energy in trying to persuade the labor movement that the formation of a 
labor party is to its best interests—as Laski does in these lectures, and as he 
did in The American Democracy. On the other hand, if a national labor 
party is not “inevitable” (feasible?) in the foreseeable future, of what prac- 
tical value is any debate about the potential accomplishments of such a 
party? 

As is customary with Laski in all his writings, he introduces a number of 
rather incisive comments in the course of developing his thesis, though they 
be not directly related to it. Two of these are worthy of note here. 

First, his ideas on Communists in trade unions are particularly relevant in 
view of recent happenings within the CIO. Laski underlines the point that the 
purging of Communists in the labor movement is probably detrimental to 
organized labor, not only because it involves an attack against the most 
vigorous and ablest unionists in the movement-——the elan vital of the move- 
ment, as it were—but also because it plays into the hands of management who 
will not fail to capitalize on this washing of dirty linen in public. The best 
way to handle the problem, according to Laski, is to insure adequate internal 
democracy in unions and then allow the rank and file to judge the issue on 
their own, rather than being “railroaded” into an anti-Communist position by 
the union leadership. Which brings us to the second point made by Laski: 
There is an urgent need for far more democracy in American trade unions 
than now obtains. He recognizes that a conflict may sometimes develop be- 
tween “too much democracy” and the structural requirements for internal 
discipline, but implies that there is some optimum combination of the two 
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which would afford the members more participation than they now experience. 

Although neither of the preceding points is fully developed by Laski, both 
touch on issues which are of vital concern to the labor movement and the 
nation at present. Laski’s comments should shake the intellectual complacency 
of those observers who can see nothing wrong with current trends in the in- 
ternal structure and operation of the American labor movement. 


JOSEPH SHISTER 
University of Buffalo 


Labor and Management in a Common Enterprise. By DOROTHEA DE SCHWEIN- 
itz. (Cambridge: Harvard University Press. 1949. Pp. xiii, 186. $3.00.) 


In this volume Miss de Schweinitz has made a real contribution to the 
growing literature on the subject of union-management cooperation, a field 
which has been left too much to the exhorters and reformers who speak in 
generalities without an appreciation of the nature of the problem they are 
attacking. From her first-hand experience with the War Production Drive 
Division of WPB, she is able to present a factual statement of the nature of 
the joint production committees which were organized as part of the war 
program, the record of their achievements and failures, and the lessons to be 
learned from their conduct. 

Among the excellent features of this book is its attention to details of 
operation—the kinds of committee organization, their procedures, the selec- 
tion of personnel—which are necessary if one is to understand the significance 
and complexities of the problems which cooperation brings as well as seeks to 
solve. In particular, she evidences a well-placed concern for the relationship of 
the Joint committee’s activities to the managerial and union functions, and to 
collective bargaining. With respect to the latter she concludes that although 
the production problems of a labor-management committee should be divorced 
from the collective bargain, the two processes require better integration than 
has generally been achieved so far. “The war experience showed that confusion 
resulted if dual representation of workers existed through the labor-manage- 
ment committee and through the union, or if the union tolerated but did not 
participate in the cooperative effort.” 

In fact, Miss de Schweinitz suggests that cooperation has usually been over- 
simplified, and that its effective functioning requires a kind of planning which 
management has generally reserved for its more technical operations. It re- 
quires participation through all levels and departments of organization. “.. . 
In a well-integrated organization there is no such thing as one labor-manage- 
ment committee but a series of committees properly related, a mechanism for 
al] union-management dealings dependent for its effectiveness on the attitudes 
and personalities on both sides of the bargain. The mechanism sounds 
elaborate but when measured against the time spent in a variety of unrelated 
meetings and informal discussions and against lags in preduction due to mis- 
understandings and tq the concentration of responsibilities in the hands of a 
few overworked negotiators, this formal recognition of the scope of joint 
dealings might save expense, time, and friction.” 

The mushroom growth of joint committees under the impact of war (approx- 
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imately 5000) appears to offer little basis for assuming a groundswell move- 
ment. Miss de Schweinitz finds evidence of only 300 remaining, with varying 
degrees of effectiveness. Their ephemeral nature is further evidenced by the 
most frequent reason given for their discontinuance: “end of war.” Many 
were frankly set up as “win-the-war” committees. The author suggests, how- 
ever, the conditions under which cooperation is likely to spread: serious emer- 
gencies; rigorous competition in the product markets; a need for maintaining 
exceptionally high quality standards; a burden of out-of-line costs. These, for 
the most part, are the adverse circumstances under which it has usually been 
said that cooperation has most chance of success. To these Miss de Schweinitz 
adds that the growth of the union movement itself and a genuine acceptance of 
its permanence on the industrial scene may likewise be a stimulus to coopera- 
tion, and that the growth of research facilities in the hands of both unions and 
managements may encourage their joint attack on problems previously con- 
sidered as something to ‘muddle through.” 

“But in most cases,” she predicts, “union-management cooperation .. . will 
develop when a specific problem is to be solved. .. . Such issues lead to the 
formation of a joint committee which may disband when it considers its task 
accomplished or may broaden into a more extensive organization for plant- 
wide development.” Success in the limited application is thus the likeliest 
stimulator of its larger use. 

Other contributions of this study may simply be listed: the conditions for 
effective cooperation; discussion of the need for but limited use of measures of 
results; a statement of the specific lessons of our wartime experience; examples 
of cooperation in varied aspects of business operation; an examination of the 
basic problems which remain to be solved even when cooperation is working 
at its best. 

This is a book to be recommended to all serious students of industrial rela- 
tions. 

Nett W. CHAMBERLAIN 

Yale University 


Left, Right and Center—Conflicting Forces in American Labor. By SIDNEY 
Lens. (Hinsdale, Ill.: Henry Regnery Co. 1949. Pp. 445. $4.00.) 


There are trenchant observations on American labor in Sidney Lens’ book 
Left, Right and Center, But after one has said this he must quickly add that 
Sidney Lens’ book fails to cut through the principal problems in American 
labor, or do much more than record conflicting forces. To this reviewer, the book 
reminds one of the methods of certain contemporary historians who chronicle 
the contemporary decade by reproducing headlines of The New York Times. 
Mr. Lens appears to be a young labor leader who takes ideas seriously, and 
reads widely, in addition to carrying on the strenuous duties of his local union 
office in Chicago. 

In a book as profuse as this it is difficult to extract its main thesis. It appears 
to be: “Business unionism is not enough for American labor. When business 
unionism is replaced as a policy, labor will form an independent labor party, 
with socialistic orientation.” 
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“The fundamental weakness of business unions must be sought outside the 
realm of either its excesses, on the one hand, or the sincerity of its main body, 
on the other hand,” declares Mr. Lens. “The real trouble with unionism, 
inherited from Sam Gompers, is that it is way out of tune with the times; it 
anticipated but few of the social changes of the past sixty years, and now it is 
not capable of coping with the exigencies of socialized economy, great capitalis- 
tic monopolies, government inflation, and depressions.” 

It is part of Mr. Lens’ intellectual method to deal with broad concepts like 
business unionism, socialism and capitalism. He has not learned yet that broad 
concepts are poor tools of communication, because they are likely to mean 
vastly different things to different persons and groups of persons. Mr. Lens is 
not careful to say what he himself means by “business unionism.” Many labor. 
leaders today agree with Mr. Lens that business unionism (in the reviewer’s 
sense, or Mr. Lens’ sense) is not enough, but the irony is that business union- 
ism never erased social unionism during the last sixty years of labor’s organ- 
ized life, and social unionism has been permitted to grow, either in parallel 
or super-imposed upon the business union structure. Union officials may have 
been absorbed in the business’ of the union. The business agent is a union 
official paid to do that very thing. The fault of the union is that it does not 
place other important functions of the union on the same efficient basis. Too 
many labor leaders think their function has been discharged when there is a 
surplus in the treasury, but business unionism in the last sixty years has 
nevertheless permitted the growth of research and educational departments, 
engineering departments, international affairs departments, recreational de- 
partments, health and medical departments, insurance departments, banking 
departments—yes, even political departments (matters which Mr. Lens does 
not discuss). 

Business unionism is the housekeeping side of unionism. It is just as neces- © 
sary to keep a good house as it is to be a good citizen. Both tasks should be 
well performed. 


M. H. HEDGES 
Washington, D.C. 


Population; Social Welfare; Living Standards 


The Consumer and the Economic Order. By WARREN C. WAITE and RALPH 
Cassapy, Jr. (New York: McGraw-Hill. 1949, Pp. x, 440. $4.50.) 

The Consumer Interest. By PERSIA CAMPBELL. (New York: Harper. 1949. 
Pp. ix, 660. $4.50.) 

These books are from authors already well known from their earlier writings 
in the field of consumption. Both appear to be designed as texts for college 
courses andeare reviewed with such use in mind. The book by Waite and 
Cassady is a revision of one published ten years ago bearing the same title. 
Recent source materials have been used and some change in emphasis has 
been made. For example, legislation to control retail prices has been given a 
separate chapter. The book by Campbell is new, although a portion of it is a 
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direct descendant of her earlier book entitled Consumer Representation in the 
New Deal. 

These books have many common characteristics. Their general themes, as 
stated in introductory remarks, are much the same. Waite and Cassady, for ex- 
ample, state: “The particular task of an economic order is to secure the best 
possible adjustment between the wants of a society and the means of supplying 
these wants”; and Campbell states: “We want to know how effectively our re- 
sources are used, both individual resources and the resources of the group as a 
whole, to satisfy our material wants” (p. 1). Both books are concerned primarily 
with the political rather than the household economy, although Campbell 
somewhat more than Waite and Cassady keeps before the readers the place 
of the household in the total economy. 

Both books seem to have been designed for undergraduates and make much 
use of empirical data. The topics covered in each have much in common. 
Neither book reviews nor stresses theories of consumption explicitly. All but 
three of the twenty-two chapters in the book by Waite and Cassady relate to 
major topics included by Campbell. In spite of such similiarities the books are, 
however, quite different in organization, emphasis on and elaboration of topics, 
and emotional tone. 

The difference in scope and treatment of topics relates to illustrations used 
as well as topics covered, For example, Waite and Cassady use as illustrations 
chiefly products sold in retail stores; whereas Campbell in addition uses 
services. She has, in fact, separate chapters devoted to medical care and hous- 
ing. Waite and Cassady devote a couple of pages to comments on the 1940 
census housing data and omit medical care apart from its share in total 
family expenditures. Campbell gives 30 pages to international affairs and in- 
cludes the cost of war, international trade and the objectives and programs of 
the various agencies of the United Nations. In contrast, Waite and Cassady 
give three pages to international trade. Waite and Cassady have a chapter 
on population in which are discussed population growth in relation to stand- 
ards of living and “optimum” population. Campbell’s book does not in- 
clude these topics. “Government in the Economy” is given a somewhat 
broader treatment by Campbell than by Waite and Cassady. She includes 
the promotion of research and the entrepreneurial rôle of the govern- 
ment as well as its fiscal and regulatory activities which are common to both 
books. Campbell has a chapter entitled “The Consumer Movement” in which 
she considers the development of consumer education in the schools and col- 
leges, consumer representation in federal agencies and the development and 
activities in various types of consumer organizations. Waite and Cassady make 
no reference to a consumer movement or consumer organizations in general 
as such although they have a chapter on “Consumers’ Cooperation.” Con- 
sumer education, as an index topic, is limited to a section entitléd ‘“Advertis- 
ing as an Informational and Educative Device,” and consumer rating agencies 
are considered. à 

Waite and Cassady give more attention than Campbell to the use of con- 
sumption data as indicators of market demand for various products and give 
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considerable space to elasticity of demand in relation to price and income. 
The discussion by Campbell of “price and income elasticity” together are 
confined to about one page, although a great deal of data on the relation of 
expenditures for various consumption categories to family income are pre- 
sented. 

Neither book gives much space to consideration of the current interest in 
consumption data as a basis of predicting total demand under given income, 
employment or other conditions, although Campbell has a page devoted to 
“deficit financing” (p. 586) and Waite and Cassady have four pages on “gov- 
ernment responsibility for purchasing power” (pp. 410-14). 

In Campbell’s book the phrase “consumer interest” occurs again and again 
so that it comes to serve somewhat as a slogan. Such value for some people 
may be sufficient to offset its limited usefulness as an analytical concept. 
Campbell appears to make consumer interest identical with economic welfare 
as conceived in such books as The Economics of Welfare by Pigou. Estab- 
lished usage of words in the economic literature as well as popular connota- 
tion makes it seem probable that economic welfare is the better term. It has 
the special merit of having no personal connotation. To argue that my con- 
sumer interest can only be achieved by maximizing consumer satisfaction in a 
society as a whole, for example, is to tell me that I should be unselfish, socially 
minded, altruistic. The author’s assumption about the orientation required of 
consumers, their need for losing their identity as separate consumer units, is 
exemplified by the following: “We are all consumers, and all have an interest 
in increasing the enjoyment derived from the consumption of material goods 
and services, both for our own families and for the community as a whole... 

To ‘improve’ the ‘standard of living’ we must find a more effective way of 
utilizing . . . resources for optimum output, and of dividing this output for 
maximum enjoyment” (p. 10). 

One need not search far to assemble numerous examples of the unwilling- 
ness of groups to view thus their share in income distribution. Campbell does 
in fact state that “There seems to be a feeling in some trade union groups that 
a well-organized consumer movement would be antagonistic to ‘labor,’ and 
particularly to any demands for an increase in wages as adding to costs” (pp. 
638-39). She objects, however, to narrowing the concept of consumer interest 
to that of people who, income in hand, turn to the market concerned with what 
and how much their dollars will purchase. Slichter is quoted as saying: “Hence 
in bargaining for lower costs management are representing consumers” (p. 
639). Campbell argues that “This represents a basic misconception of the 
‘consumer interest,’ which not only embraces workers as consumers, but also 
the degree of satisfaction derived from ‘living conditions’ on the job.” 

At various points Campbell seems, however, to slip into the narrower mean- 
ing. On page 616 we are told, “We are all consumers but most of us do not 
think of ourselves as such.” Since this statement could hardly apply to people’s 
interest in their income and their recognition of its importance as a means of 
securing food, housing, and other consumer goods, one might conclude that 
Campbell here has in mind their failure to think of the influence their dollars 
have in determining the allocation of resources, of the multitude of situations 
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that determine what their dollars will buy, and of the difficulties which they 
encounter in market selection. Furthermore, in locating the “early consumer 
movement” in the years between the end of World War I and the great 
Depression (p. 79), Campbell especially points to the setting up of the 
Division of Simplified Practice in the U. S. Department of Commerce and the 
publication of The Tragedy of Waste by Chase and Schlinck. These are surely 
very narrow aspects of economic welfare when one contrasts them with earlier 
efforts to reduce poverty and improve working conditions. 

Although Campbell emphasizes the importance of income distribution in 
attaining a higher level of welfare, the data presented on income distribution 
are very scattered, and little attention is given to principles useful in resolving 
claims of competing groups. At least one rule as to income distribution is laid 
down. For example, on page 16 is the statement: “A ‘living wage’ is the sum 
which will provide . . . minimum subsistence, It is a sum below which no 
employer should be permitted to hire labor, since nothing less will provide the 
essentials of ‘decent’ living for a human being.” The implications of this rule 
are not examined. 

Such issues as are raised by Campbell can scarcely be examined without at 
least a skeleton of the theoretical framework of interrelations such as is pre- 
sented in many treatments of welfare economics. Certain types of marginal 
analysis should be quite useful and the difficulty need not be too great for senior 
students. 

Both books point out that welfare depends on consumer preferences as well 
as on income distribution and the efficiency in use of resources in terms of 
given ends. Campbell, more than Waite and Cassady, dwells, however, on 
the “quality” of consumption. An introductory statement might lead one 
to suppose that satisfactions were to be a major theme of the book: “The 
basic purpose of this study [is] to focus attention on the importance of 
evaluating the economy in terms of what people finally get out of it in goods 
and services, and the satisfaction derived from their consumption” (p. 6). 
The treatment of satisfactions is, however, very limited and to some students 
it may be very frustrating. Campbell distinguishes what she calls “The Satis- 
factional Standard” (p. 21) as something having to do not with goods and 
services as such but with satisfactions. She recognizes that “we have no present 
objective measures of it, and no techniques for arriving at them.” (The impli- 
cation seems to be that there are objective measures of a “poverty norm” and 
“minimum subsistence”—standards which have just previously been dis- 
cussed.) Throughout the book numerous questions and comments occur. In 
the Conclusion we are told that “we must first examine the ‘quality of our 
wanting’ ” (p. 646). Yet the psychology of consumer choice receives little 
systematic attention and nowhere is the student made aware of the academic 
disciplines that would help him to be intelligent in sharing in a consumer 
education program designed to improve the “quality” of consumer choices. 

Waite and Cassady concentrate attention on specific problems and tech- 
niques. In Campbell’s book, on the other hand, important topics such as 
monopoly, consumer protection, normative standards and the description of 
surveys and family consumption are scattered through several chapters. Major 
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topics such as measurement of cost of living occur as digressions in the midst 
of an attempt to lead the reader through abstract concepts as to standards of 
living. In addition, a historical review (145 pages in Section I) has little 
analytical value in spite of the fact that it includes the experience of the war 
years as to central plannng and control. The organization of events and the 
descriptive detail are very uneven, one moves from the dramatic to the un- 
dramatic in a disconcerting fashion. On page 81, for example, the reader 
passes from the collapse of the “foundations of decent living,” the coming of 
the farm problem and the birth of the American Farm Bureau and the Bureau 
of Agricultural Economics to details as to the average number of person per 
farm family, and then on to consider the difficulty of placing a value on food 
and fuel from the farm. 

The common characteristics of these two textbooks are, in brief, their use- 
fulness in giving students considerable acquaintance with “consumer” litera- 
ture and source materials at the elementary level. But if the emphasis of a 
course is to be skills and techniques on which students of consumer and 
consumption economics are often assumed to be familiar, such as income 
elasticity, cost-of-living indexes, appraisal of extent of monopoly, the book by 
Waite and Cassady will probably be found more useful. On the other hand, 
if it seems especially important to have a textbook especially designed to 
inculcate in the students the habit of questioning various policies in terms 
of human welfare, the one by Campbell will be preferred. In contrast with an 
objective rather pedantic treatment of consumption and consumer problems as 
presented by Waite and Cassady, Campbell has a lively interest in the social 
conscience. 

Neither of the books suggest bibliographic materials to supplement the 
text, although both have considerable documentation as to source materials 
drawn upon. 

MARGARET G, REID 

University of Illinois 
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Pp. xi, 148. $3.75.) 


FULLER, C, A, How to produce depressions. (Philadelphia: Dorrance and Co. 1949. Pp. 
143. $2.) ° 
An over-amplified presentation of a monetary theory of cycles. 


KEYSERLING, L. H., Crarx, J. M. and Viner, J. The President’s economic program. Cur- 
rent bus. stud. no. 3. (New York: Trade and Industry Law Inst. 1949. Pp. 58.) 


LINTNER, J. Corporate profits in perspective. Nat. econ. probs. no. 432. (New York: Am. 
Enterprise Assoc. 1949. Pp, 48. 50c.) 
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Muranjan, S. K. Shadows of hyper-inflation. (Bombay : Hind Kitabs. 1949, Pp. 59. Rs. 2.) 


Nerr, P. and Wetrensacu, A. Business cycles in selected industrial areas. (Berkeley and 
Los Angeles: Univ. of California Press, for the Haynes Foundation. 1949. Pp. xiii, 274. 
$4.) 


Onin, B. The problem of employment stabilization. (New York: Columbia Univ. Press. 
1949, Pp. 173. $2.75.) 
Main contents of this book is a series of Julius Beer Foundation lectures given at 
Columbia University in the early part of 1947. 


Sovani, N. V. Post-war inflation in India—a survey. (Poona: Gokhale Inst. of Politics and 
Economics. 1949, Pp. xiv, 94. 7s., 6d.) 


Staats, E. B. Tools for economic forecasts, Remarks at the annual meeting of the National 
Association of State Budget Officers, New Orleans, La., Sept. 19, 1949. (Washington: 
Council of State Governments. 1949. Pp. 20.) 


TERBORGH, G. W. Inflation and postwar profits. (Chicago: Machinery and Allied Products 
Inst. 1949. Pp. 37.) 


Business and government. Fourth annual report to the President by the Council of Eco- 
nomic Advisers. December, 1949. (Washington, Supt. Docs., 1949. Pp. v. 38. 15c.) 


Economic indicators. Prepared monthly for the Joint Committee on the Economic Report 
by the Council of Economic Advisers. (Washington: Supt. Docs. 1949.) 


The economic report of the President transmitted to the Congress January 1950. With a 
report to the President, The Annual Economic Review, by the Council of Economic 
Advisers. (Washington: Supt. Docs. 1940. Pp. v, 194. 50c.) 


Fiscal policy and full employment. Digests of lectures by M. I. White, S. K. Bailey, F. 
Pace, M. Burk, H. Stein, and G. Colm sponsored by the Economic Policies Committee, 
D. C. League of Women Voters. (Washington: D. C. League of Women Voters, 1949. 
Pp. 29.) 

Low-income families and economic stability. Materials on the problem of low-income fam- 
ilies assembled by the staff of the Subcommittee on Low-Income Families, Joint Com- 
mittee on the Economic Report, 81st Cong., ist sess. (Washington: Supt. Docs. 1949, 
Pp. ivii, 138.) 

Monetary, credit, and fiscal polictes. A collection of statements submitted to the Subcom- 
mittee on Monetary, Credit, and Fiscal Policies, Joint Committee on the Economic 
Report, 81st 'Cong. ist sess. (Washington: Supt. Docs, 1949. Pp. 443.) 


Monetary, credit, and fiscal policies. Report of the Subcommittee on Monetary, Credit, 
and Fiscal Policies, Joint Committee on the Economic Report, 81st Cong., 2nd sess. 
(Washington: Supt. Docs. 1950. Pp. 50.) 

Recent economic changes. (New York: Nat, Assoc. of Manufacturers. 1949, Pp. 21. Apply.) 

Selected government programs which aid the unemployed and low-income families. Ma- 
terials assembled by the staffs of the Subcommittee on Unemployment and the Subcom- 
mittee on Low-Income Families, Joint Committee on the Economic Report, 81st Cong., 
1st sess. (Washington: Supt. Docs. 1949. Pp. v, 79.) 


1949 Statistical supplement to Survey of Current Business. Prepared by Dept. of Com- 
merce. (Washington : Supt. Docs. 1949. Pp, 306. $1.25.) | 


Wages, prices, and profits. Selected references, no. 29. (Princeton: Indus? Relations Sec., 
Princeton Univ. 1949, 15c.) 


Money and Banking; Short-Term Credit; Consumer Finance 


Apams, E. S. Monetary management—the regulation of credit. (New York: Ronald Press. 
1949. Pp. v, 127. $2.50.) 
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Ceja, S. M. The Euro: a new European gold currency. Translated from the French by 
E. R. Lorie. (London: Staples Press. 1949. Pp. 55. 3s., 6d.) 


CLEMENS, J. H. Balance sheets and the lending banker—a new assessment of accounts and 
accounting ratios in relation to bank advances. (London: Europa Pubs. Ltd. 1949. Pp. 
198. 12ss., 6d.) 


FISHMAN, L. A survey of changes in West Virginia banks, 1940-1947. West Virginia Univ. 
bus. and econ. stud., no. 1. (Morgantown: Dept. of Econ. and Bus. Admin., West Vir- 
ginia Univ. 1949. Pp. 21.) 


Harr, F. G., The Bank of Ireland, 1783-1946, (Dublin: Hodges Figgis. Oxford: Basil Black- 
well. 1949. Pp. x, 513. 63s.) 


LENGYEL, S. J. and Beecrort, R. M. The cost of distribution of consumption goods in 
Australia and elsewhere. (Melbourne: Univ. of Melbourne Faculty of Econ. and Com- 
merce. 1949. Pp. 94.) 


Procunow, H. V. Term loans and theories of bank liquidity, (New York: Prentice-Hall. 
1949. Pp. 460. $7.50; text ed., $5.65.) 


Spero, H. An outline of money and banking. (New York: Barnes and Noble. 1949. Pp. 251. 
$1.25.) 


National Bank of Egypt 1898-1948. (Cairo: Privately circulated. 1949. Pp. 155.) 


Business Finance; Investments and Security Markets; Insurance 


Butters, J. K., assisted by Nizann, P. Effects of taxation—inventory accounting and 
policies. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1949. Pp. xvii, 330. $3.75.) 
The first of a series of studies of the efforts of federal taxation in business. 


Faris, L. E. Introduction to insurance. (New York: Insurance Inst. of America. 1949. 
Pp. 94. $1.50.) 


GALLAGHER, R. B. Buying and administering corporation insurance. Research rept. no. 
15. (New York: Am. Management Assoc. 1949. Pp. 123. $3.75.) 


Kersey, R. W. and Danis, A. C. Handbook of life insurance. 2nd ed. (New York. 
Inst. of Life Insurance. 1949. Pp. 87.) 


STEPHENSON, G. T. Estates and trusts. (New York: Appleton-Century-Crofts. 1949. Pp. 
viii, 450. $5.) 


Fundamentals of investment banking. Sponsored by Investment Bankers Assoc. of America. 
New ed. (New York: Prentice-Hall. 1949. Pp. 817. $8.65; text ed., $6.50.) 


Public Finance 


AMMANN, H. Die frage der bevorzugung der konsumenten-genossenschaften in der besteu- 
rung. (Bern: A. Francke. 1949. Pp. 98. Sw. fr. 7.) 


Browne, V. J. The control of the public budget. (Washington: Public Affairs Press. 1949. 
Pp. 174. $3.25; paper, $2.75.) 


Burton, J. E. The effect of federal grant-in-aid programs on state budgets. Presented at 
the annual meeting of the National Association of State Budget Officers, New Orleans, 
La., Sept. 19, 1949. (Washington: Council of State Governments. 1949. Pp, 29.) 


Leany, J. J. “40%” distribution of profits; section 102, under postwar. 3d ed. (Chicago: 
Commerce Clearing House. 1949. Pp. 128. $1.) 


Moxart, S. M. and Krawirz, S. L. The 1950 tax atlas, (Albany: M. Bender. 1949. Pp. 
524, $8.60.) ° 


TRAYLOR, O. F. The whiskey production tax in Kentucky, 1933-1947. Bur. of Bus. Re- 
search bull. no. 19. (Lexington: Univ. of Kentucky. 1949. Pp. 53.) 
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VAN DE WorEsTYNE, R. S., editor. Some problems in federal taxation. (Chicago: Univ. of 
Chicago, School of Business. 1949. Pp. 178. $2.) 


Analysis of the President’s 1951 budget. Prepared by the staff of the Joint Committee on 
Internal Revenue Taxation. (Washington: Supt. Docs. 1950, Pp. 33.) 


Bureau procedure—Bureau of Internal Revenue organization and procedure, as amended 
through July 1, 1949. (Chicago: Commerce ‘Clearing House. 1949. Pp. 96. $1.) 

Government finance in a stable and growing economy. (Philadelphia: Am. Acad. of Pol. 
and Soc. Sci. The Annals, Nov., 1949, Pp, 219.) F 

Review of the 1950 budget. A summary statement revising January budget issued by the 
Bureau of the Budget in lieu of the regular midyear review. (Washington: Supt. Docs. 
1949, Pp. 6.) 


Why deficit spending? A recommended federal budget for the fiscal year 1951. (New York: 
Nat. Assoc. of Manufacturers of the U.S.A. 1949. Pp. 11.) 


International Economics 


ALLEN, J. S. and Witxerson, D. A., editors. The economic crisis and the cold war. Reports 
presented to a conference on “Managed Economy,” the “Cold War,” and the “Develop- 
ing Economic Crisis,” held at the Jefferson School of Social Science, New York, May 
14-15, 1949. (New York: New Century. 1949. Pp. xi, 113. $1.) 

Bwwe tt, P. W., editor. Germany's contribution to European economic life. (Paris: Lib. 
Marcel Riviere. Distributed by Columbia Univ. Press, for the Council on Foreign Rela- 
tions, 1949. Pp. 147. $1.25.) 

‘Contains papers by P. W. Bidwell, T. Lychowski, J. van Helmont, and R. G. Hawtrey. 

. Le rôle de l’Allemagne dans économie européenne. Centre d'Etudes de Politique 
Etrangère pub. (New York: ‘Columbia Univ. Press, 1949, Pp. 147. $1.25.) 

Busscoau, W. J. The measure of gold. (Cape Town: Central News Agency, Ltd. 1949. 
Pp. xi, 164. 12s, 6d.) 

Carnes, H. B. Notes on Argentina’s bilateral, compensatory trade agreements. Pub. no. 7. 
(New Orleans: Tulane Univ. College of Commerce and Bus. Admin. 1949. Pp. 76. Apply.) 

ConpiirFe, J. B. The commerce of nations. (New York: W. W. Norton. 1950. Pp. xi, 
884, $7.50.) 

GANTENBEIN, J. W., editor. The evolution ‘of our Latin-American policy—a documentary 
record. (New York: Columbia Univ. Press. 1950. Pp. xxvii, 979. $12.50.) 


Guatz, B. G. Asia’s trade—a study of the trade of Asian countries with each other and 
the rest of the world, (New York: Oxford Univ. Press. 1949. Pp. 166. $2.75.) 

Gusin, E. K. How to do business under the Marshall Plan. 3d ed. (New York: Time and 
Life, internat. eds. 1949. Pp. 182.) 

Murs, L. A. and associates. The new world of southeast Asia. (Minneapolis: Univ. of 
Minnesota Press, 1949. Pp. x, 445. $5.) 

PapELForD, N. J., editor. Contemporary international relations, 1949-1950, (Cambridge: 
Harvard Univ. Press. 1949. Pp. 409. Apply.) 

RUSSENBERGER, H, Die auswirkungen der industrialisierung von agrarlandery auf industrie- 
exportstaaten. (St. Gallen: Fehr’sche Buchandlung. 1949. Pp. 206. Sw fr. 12.) 

SENESH, L. International transactions of the United States explained. (Denver: Univ. of 
Denver Press. Pp. 4. Apply.) ° 

Smr, R. E. Customs valuation in the United States; a study in tariff administration. 
(Chicago: Univ. of Chicago Press, 1948. Pp. 380.) 
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Tompkins, P. American-Russian relations in the Far East. (New York: Macmillan. 1949. 
Pp. xiv, 426 $5.) 


TRUMAN, H. S. A new era in world affairs: selected speeches and statements, January 20- 
August 29, 1949, Dept. of State pub. 3653. (Washington: Supt. Docs. 1949. Pp, 59.) 


Vince, A. La doctrine américaine de la Porte Ouverte en Chine et son application dans la 
politique internationale. (Besancon: Imprimerie Jacques et Demonstrond. 1946. Pp. 
148.) 


The attack on trade barriers—a progress report on the operation of the General Agree- 
ment on Tariffs and Trade from January 1948 to August 1949. (Geneva: Interim Com- 
mission for the I.T.O. 1949. Pp. 32.) 


Economic controls and commercial policy in Latin American countries. 
Chile. Reprint, 1949. Pp. 33. 15c. 
Costa Rica. Reprint, 1949. Pp. 26. 15c. 
Paraguay. Reprint, 1949. Pp. 31. 15c. 
May be procured from Supt. Docs., Washington, D.C. 


Eighth report to Congress on assistance to Greece and Turkey, for the periol ended June 30, 
1949. Dept. of State pub. 3674, Econ. coop. ser. 22. (Washington: Supt. Docs. 1949. 
Pp. v, 41. 20 c.) 


Fifth report to Congress of the Economic Cooperation Administration, for the period April 
3-June 30, 1949, (Washington: Econ, Cooperation Admin. 1949. Pp. 141.) 


Foreign transactions of the U. S. government (basic data through June 30, 1949). (Wash- 
ington: Office of Bus. Economics, Dept. of Commerce, 1949. Pp. 126.) 


General Agreement on Tariffs and Trade—the Annecy protocol of terms of accession and 
the Annecy schedules of tariff concessions. GATT 1949-1. (Geneva: Interim Commission 
for the LT.O. 1949. Pp. 524.) 


International control of atomic energy and the prohibition of atomic weapons—recom- 
mendations of the U. N. Atomic Energy Commission. Dept. of State pub. 3646. (Wash- 
ington: Supt. Docs. 1949. Pp. vi, 90.) 


National Advisory Council on International Monetary and Financial Problems report of 
activities covering its operations from Oct. 1, 1948 to Mar. 31, 1949. (Washington: Supt. 
Docs. 1949. Pp. 62.) 


The pattern and finance of foreign trade—with special reference to the city of London. A 
series of lectures, delivered at the Institute of Bankers International Summer School, 
Christ Church, Oxford, September, 1949, (London: Europa Pubs. Ltd., for the Institute 
of Bankers. 1949, Pp. 231.15 s.) 

The lectures contained in the volume are: “British Export Policy and Practice,” by 
L. Gamage; “The Technique of the United Kingdom Exchange Control,” by L. K. 
O’Brien; “The Place of United Kingdom Shipping in Foreign Trade,” by M. G. Kendall; 
“The Organisation and Functioning of British Insurance,” by Sir P. D’Ambrumenil; 
“The Treasury, the Budget, Public Debt, and their Effect on the Monetary Situation,” 
by R. G. Hawtrey; and “Issuing Houses and the Raising of Long-Term Capital in 
London,” by W. L. Fraser. 


The Point Four program; a business viewpoint on the President’s plan for economic 
advancement of underdeveloped areas. (Washington: Chamber of Commerce of the 
U.S.A. 1949, Pp. 20.) 


Réglementation du commerce de Vor et des devises en France. Suppl. 7. (Basle: Bank for 
Internat. Settlements. 1949. Pp. 125.) 


Report of the ECA-Comfhierce mission to investigate possibilities of increasing western 
Europe’s dollar earnings. (Washington: Econ. Cooperation Admin. 1949, Pp. 227.) 


Report on the Havana Charter for an International Trade Organization. Prepared at the 
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request of the Committee on Ways and Means, House of Representatives. (Washington: 
U.S. Tariff Commission, 1949. Pp. 80.) 


Report of the U. N. Economic and Social Council covering the period from 30 August 
1948 to 15 August 1949. (New York: Columbia Univ. Press. 1949. Pp. vii, 122.) 


Report on world commodity problems. (Washington: Food and Agriculture Organisation 
of the U.N. 1949. Pp. 73.) 


Supplement to major economic changes in 1948, Discussion of the world economic situation 
in the Economic and Social Council at its eighth session, Feb. and March, 1949. U.N. 
pub. 1949, II. C.2. (New York: Columbia Univ. Press. 1949. Pp, 124. $1.) 


Trading ideas with the world—international educational and technical exchange. Report 
of the U. S. Advisory Commission on Educational Exchange, March 31, 1949. Dept. of 
State pub. 3551. (Washington: Supt. Docs. 1949. Pp. 88.) 


Volkswirtschaftliche probleme des deutschen aussenhandles. Schriften des Vereins fur Sozial- 
politik—neue folge, band I. (Berlin: Duncker and Humblot. 1949. Pp. 136. DM 10.) 


Business Administration 


Amory, R. Materials on accounting—~an introduction to the problems and practice of 
financial accounting for students of law. (Brooklyn: Foundation Press. 1949. Pp. 804. $7.) 


Bass, H. W. Negotiable instruments; cases and materials. 2nd ed, (Brooklyn: Foundation 
Press. 1949. Pp. 480. $4.50.) 


BorvEn, N. H. Advertising—text and cases. (Chicago: Richard Irwin. 1950, Pp. xiii, 1050. 
Text, $6.) i 


Bower, M., editor. The development of executive leadership. (Cambridge: Harvard Univ. 
Press. 1949. Pp, 152. $2.50.) 

BrapForp, E. S. Bradford’s survey and directory of marketing research agencies in the 
United States and the world. 4th ed. (Yonkers: Christian E. Burckel and Assoc, 1949, 
Pp. 112. Apply.) 

Brown, L. O. Marketing and distribution research. (New York: Ronald Press. 1949. Pp. 
612.) 

CoLteman, J. B. and Rocers, W. O. Mathematics for finance and accounting. (New York 
and London: Pitman. 1949. Pp. x, 310. $4.) 

Cox, R. and Avperson, W., editors. Theory in marketing. Prepared under the sponsorship 
of the American Marketing Association. (Chicago: Richard Irwin. 1950. Pp. x, 340. 
$4.50.) 

Crar, J. R. An introduction to business principles and practices. (New York: Harper. 
1949. Pp, 592. $4.50.) 

Favor, H. General and industrial management. Translated from the French edition by 
Constance Storrs. (New York: Pitman Pub. Corp. 1949. Pp. xxvii, 110. $3.25.) 

Grant, E. L. and Norton, P. T., Jr. Depreciation. (New York: Ronald Press. 1949. Pp. 
xii, 472. $5.) 

Hopart, D, M., editor. Marketing research practice. (New York: Ronald Press. 1950. Pp. 
ix, 471. $5.) 

Hotmes, A. A. and Meter, R. G. intermediate accounting. (Chicago: Richard D. Irwin. 
1949, Pp. 881. $6.) 

Jackson, P. R. Elementary college accounting. (New York: Prentice-Hall. 1949, Pp. 310. 
$3.60; text ed., $2.70.) 

KaARRENBROCK, W. E. and Smrons, H. Advanced accounting. (Cincinnati: Southwestern 
Pub. Co. 1949. Pp. 600. $4.50.) 
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. Intermediate accounting. (Cincinnati: Southwestern Pub Co. 1949. Pp. 607. $.50.) 


Kerrey, P., C. and Lawver, K. How to organize and operate a small business. (New 
York: Prentice-Hall. 1949. Pp. xii, 803. $6.65.) 


McNair, M. P. and Hansen, H. L, Problems in marketing. (New York: McGraw-Hill. 
1949. Pp. xiv, 718. $6.) 


. Readings in marketing. (New York: McGraw-Hill. 1949. Pp. 780. $6.) 





Martin, J. W. and Estar, M. Valuation of property: economic and legal standards. 
Reprint of article in vol. xxviii of the Kentucky Law Journal. (Lexington: Bur. of Bus. 
Research, Univ. of Kentucky. 1949. Pp. 24.) 


MARTINDELL, J. The scientific appraisal of management—a study of business practices of 
well-managed companies. (New York: Harper and Bros. 1950. Pp. xiii, 300. $4.) 


Paton, W. A. and others. Accounting problems relating to the reporting of profits. (New 
Wilmington: Econ. and Bus. Foundation. 1949. Pp. 23. 35c.) 


REIMER, C, F. Differences in net income for accounting and federal tax purposes, (Chi- 
cago: Commerce Clearing House. 1949. Pp. 184. $2.) 


ScHariro, D. and WIENSHIENK, R. Cases, materials, and problems in law and accounting, 
(Brooklyn: Foundation Press. 1949. Pp. 956. $8.) 


SHERWOOD, J. F. and Cuase, F, T. Principles of cost accounting. 2nd ed. (Cincinnati: 
Southwestern Pub. Co. Pp. 295. $2.27.) 


Accounting techniques used in published corporate annual reports. Third annual survey 
by the American Institute of Accountants of current practice of more than 525 large 
American corporations covering fiscal years ending July 1, 1948 to June 30, 1949. (New 
York: Am. Institute of Accountants, 1949, Pp. 112. $10.) 


Business finance materials. By members of the Dept. of Finance, School of Commerce. 
(Chicago: Northwestern Univ. Pp. 171. 1949. $2.50.) 


Case histories of successful advertising. (New York: Funk and Wagnalls. Pp. 315. $4.75.) 


Current trends in industrial psychology. (Pittsburgh: Univ. of Pittsburgh Press. 1949. 
Pp. v., 198. $3.75.) 
Lectures under the auspices of the department of psychology, University of Pittsburgh, 
delivered during February 1949 by W. Dennis, C. L. Shartle, J. C. Flanagan, O. L. 
Crissey, W. McGehee, B. Baxter, D. Katz and H. C. Taylor. 


Proceedings of the teachers’ sessions of the American Marketing Association. Annual Con- 
vention, Cleveland, Ohio, December 1948. (Atlanta: Henry Givens Baker, Univ. of 
Georgia. 1949. Pp. 129.) 


Report of the Twenty-first Conference on Distribution, 1949. Sponsored by the Retail 
Trade Board of the Boston Chamber of Commerce. (Boston: Boston Conference on 
Distribution. 1949. Pp. 92.) 


Industrial Organization and Markets; Public Regulation of Business 
Amour, L. H. Patent office rules and practice. (Albany: M. Bender. 1949. Pp. 1319. $30.) 


Batrey, S. K. Congress makes a law—the story behind the Employment Act of 1946. 
(New York *Columbia Univ. Press. 1950, Pp. xii, 282. $3.75.) 


CapMAN, J. W., Jr. The corporation in New Jersey—business and politics 1791-1875, (Cam- 
bridge: Harvard Univ. Press. 1949. Pp. xvi, 462. $6.) 


Core, G. D. H. The National Coal Board; its tasks, its organisation and its prospects. 
Fabian Society research ser. no. 129. Rev. ed. (London: Fabian Publications and V. 
Gollancz. 1949, Pp. 45.) 
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FELLNER, W. J. Competition among the few; oligopoly and similar market structures. 
(New York: Knopf. 1949. Pp. 340. $5.) 


Goro, B. Wartime economic planning in agriculiure—a study in the allocation of re- 
sources. Stud. in hist., econ. and pub. law no. 551. (New York: Columbia Univ. Press. 
1949. Pp. 594. $6.75.) 


Hatt, F. P. Government and business. 3d ed. (New York: McGraw-Hill. 1949. Pp. xi, 
594. $5.) 


Hovem, O. How to do business with the U. S. government, (New York: O. Durrell. 1949. 
Pp. 288.) 


Jervis, F. R. J. Price control—government intervention or the free market? (London: 
Hutchinson’s Scientific and Technical Pubs. 1949. Pp. 224. 1ns., 6d.) 


KımBALL, M. Corporate finance—principles and practice. (Ames: Littlefield, Adams, and 
Co. 1949. Pp, ix, 305. $1.) 


Konersxy, S. J., editor. The constitutional world of Mr. Justice Frankfurter. (New 
York: Macmillan. 1949, Pp. xviii, 325. $4.50.) 


OpreNHEIM, S, C. Price and service discriminations under the Robinson—Patman act. 
(Philadelphia: Am. Law Institute. Pp. 66. Apply.) 


ScHLAIFER, R. Development of aircraft engines and Heron, S. D. Aviation fuels. Two 
studies of relations between government and business. (Boston: Harvard Univ. Grad. 
School of Bus. Admin, 1950, Pp. xviii, 754. $5.75.) 


SECKLER-Hupson, C. Bibliography on public administration-annotated. (Washington: Am. 
Univ. Press. 1949. Pp. viii, 55.) 


Amending sections 7 and 11 of the Clayton act. Hearings before Subcommittee no. 3, 
House Committee on the Judiciary, 81st Cong., 1st sess, May 18, 1949. (Washington: 
Supt, Docs. 1949. Pp. 148.) 


Business size and the public interest. Econ. pol. div. ser. no. 18. (New York: Nat. Assoc. 
of Manufacturers of the U.S.A. 1949. Pp. 45.) 


Copyright law of the United States of America. Library of Congress Copyright Off., bull. 
no. 14. (Washington: Supt. Docs. 1949. Pp. 40. 15c.) 


Federal property and administrative services act of 1949. With analysis and index. (Wash- 
ington: Supt. Docs. 1949. Pp. 86.) 


Report on the concentration of productive facilities, 1947; total manufacturing in 26 
selected industries. Federal Trade Commission pub. (Washington: Supt. Docs. 1949. 
Pp. 96.) 


Selling to the federal government: a comprehensive guidebook explaining the methods and 
procedures followed by the federal government in satisfying the procurement require- 
ments of its civilian and military establishments. (Washington: Bur. of Nat. Affairs. 
1949. Pp. 351. $5.) 


Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power, Committee on the Judiciary, 81st Cong., ist sess. (Washington: Supt. Docs. 
1949, Pp. 753.) 


The uses and dangers of direct controls in peacetime. (New York: Committee for Econ. 
Development. 1949. Pp. 27.) 


Public Utilities; Transportation; Communications 


Dearinc, C. L. and Owen, W. National transportation policy. (Washington: Brookings 
Institution. Pp. xiv, 459. $4.) 
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Doster, J. F. Alabama’s first railroad commission, 1881-1885, (University, Ala.: Author. 
1949. Pp. 196. $1.50.) 


Gur, F., W. and Bates, G. L. Airline competition—a study of the effects of competition 
on the quality and price of airline service and the self-sufficiency of the United States 
domestic airlines. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1949. Pp. xv, 
704. $5.75.) 


Howarp, Sr, J. F. Some economic aspects of the St. Lawrence project. A doctoral disser- 
tation. (Washington: Catholic Univ. of America Press. 1949. Pp. x, 172.) 


Hunter, L. C. Steamboais on the Western rivers—an economic and technological history. 
(Cambridge: Harvard Univ. Press. 1949. Pp. xiii, 684. $10.) 


Jacxson, E. C. and ‘Curtis, C., compilers. Guide to the Burlington archives in the New- 
berry Library, 1851-1901, (Chicago: The Newberry Library. 1949. Pp. xxili, 374. Apply.) 


Jounston, K. H. British railways and economic recovery—a sociological study of the 
transport problem. (London: Clerke and Cockeran Ltd. 1949. Pp. 352. 18 s.) 


OrtecA Draz, A. Ferrocarriles colombianos—legislacién ferroviaria. (Bogota: Imprenta 
Nacional. 1949. Pp. vii, 129.) 


SHINN, G. L. Routing and misrouting of freight. (New York: Simmons-Boardman. 1949, 
Pp. 177. $4.) 


Air cargo. (Durham: Duke Univ. School of Law. Law and Contemporary Probs., Winter, 
1950, Pp. 121.) 


Highway practice in the United States of America. Prepared by the U. S. Public Roads 
Administration. (Washington: Supt. Docs. 1949. Pp. 230.) 


Inquiry into the operations of the Maritime Commission with particular reference to 
allowances for national defense features and consiruction—differential subsidies under 
title V of the Merchant Marine Act of 1936, House Committee on Expenditures in the 
Executive Departments, 81st Cong., Ist sess., Oct. 13, 1949. (Washington: Supt. Docs. 
1949. Pp. 52.) 


International Civil Aviation Conference proceedings, Chicago, November 1-December 7, 
1944, (Washington: Supt. Docs. 1949. 2 vols. Pp. 744; 735. $2.50, each.) 


Interstate Commerce Commission. Studies prepared by the Cost Finding Section and 
Bureau of Transport Economics and Statistics, available to the public on request. 


Formula for the determination of the costs of motor carriers of property. 


Explanation of the development of motor carrier costs with statement as to their mean- 
ing and significance. 1947. Pp. 159. 


Territorial studies of moter carrier costs, traffic and rate structure: 
Western trunk-line territory: Pt. I, Cost and traffic tables; Pt. II, Traffic tables. 1947. 


Pp. 293; 141. 

Southern intraterritorial traffic: Pt. I, Cost tables; Pt. I, Traffic tables. 1947. Pp. 
71; 92. 

Southern interterritorial traffic: Pt. I, Cost tables; Pt. II, Traffic tables. 1947. Pp. 
85; 91. 


Territorial studies of motor carrier costs and operating performance factors: 


Middle Atlantic territory: Pt. I, Cost scales and operating performance factors; Pt. 
II, Territorial summary sheets showing development of unit costs for individual 
carriers and for groups of carriers. 1948. Pp. 147; 115. 


Central territory: Pt. I, Cost scales and operating performance factors; Pt. TI, Ter- 
ritorial summary sheets showing development of unit costs for individual carriers 
and for the group of carriers. 1949. Pp. 74; 54. 
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Explanation of rail cost finding procedures and principles relating to the use of costs. 
1948. Pp. 233. 


Rail carload costs, by territories, as of January 1, 1948. 1949, Pp. 140. 
Formula for use in determining rail freight service costs. 1948. 
Formula for use in determining rail terminal freight service costs. 1943, 


Formula providing for a comparison of railway revenues with expenses for suburban 
and commutation services. 1944. 


Distribution of the rail overhead burden by commodity groups 1939 and 1947. 1949. 
Pp. 16, 


Transportation trends, Proceedings of the annual Transportation Conference, 37th annual 
meeting, May 4, 1949. (Washington: Chamber of Commerce of the U.S.A. 1949. Pp. 38.) 


Industry Studies 


Coman, E. T. and Gigss, H. M. Time, tide and timber—a century of Pope and Talbot. 
(Stanford: Stanford Univ. Press. 1949. Pp, xvi, 480. $5.) 


FisHer, D. A. Steel making in America. (New York: U. S. Steel Corp.-1949. Pp. 99. 
Apply.) 


Greic, G. B. Seasonal fluctuations in employment in the women’s clothing indusiry in 
New York. (New York: Columbia Univ. Press. 1949. Pp. 164. $2.75.) 


RANDALL, F. A. History of the development of building construction in Chicago. (Urbana: 
Univ. of Illinois Press. 1949, Pp. xvi, 385. $5.) 


STEWART, J. R. Japan’s textile industry. With an appendix giving the text of a report on 
the textile industry in the countries of East Asia and India prepared for the United 
Nations ECAFE. (New York: Institute of Pacific Relations. 1949. Pp. 82. $1.25.) 


WyTEHE, G. Industry in Latin America. 2nd ed. (New York: Columbia Univ. Press. 1949. 
Pp. xiv, 387, $5.) 


Building construction in principal cities of the United States, 1921-48, based on building 
permits issued. (Washington: Bur. Lab. Statistics, Dept. of Labor. 1949, Pp. 25.) 


International civil aviation 1948-1949. 2nd report of the U. S. representative to the Inter- 
national Civil Aviation Organization. Dept. of State pub. 3629. (Washington: Dept. of 
State. 1949, Pp. vi, 45.) 


Land Economics; Agricultural Economics; Economic Geography 


Brunner, E. deS. Case studies of family farms. Prepared for the Columbia University 
Seminar on Rural Life. (New York: Columbia Univ. Seminar on Rural Life. 1949. 
Pp. 22.) 


Brunner, E. deS. and Hstw Pao Yano, E. Rural America and the extension service—a 
history and critique of the cooperative agricultural and home economics extension service. 
(New York: Teachers College, Columbia Univ. 1949. Pp. xii, 210, Paper, $2.80; cloth, 


$3.) 


ErFerson, J. N. Farm records and accounts. (New York: John Wiley. London: Chapman 
and Hall. 1949, Pp. ix, 281. $3.25.) 


Foy, B. L., compiler. An indexed bibliography of the Tennessee Valley Authority. Cumu- 
lative suppl, Jan., 1947-Dec., 1948. (Knoxville: Tenn. Valley Authority, Technical Li- 
brary. 1949. Pp. 84. Apply.) 
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Harris, M. and ACKERMAN, J. editors. Agrarian reform and moral responsibility. Report 
of an International Conference on the Rural Church and Farm Land Tenure. (New 
York: Agricultural Missions Inc. 1949. Pp. v, 130.) 


KORNFELD, J. A. Natural gas economics. (Dallas: Transportation Press. 1949. Pp. 275. $5.) 


LINGARD, H. T. Farm-mortgage loans and their distribution by lender groups, 1940-48. 
Dept. of Agriculture circ. no. 812. (Washington: Supt. Docs. 1949. Pp. 63. 20c.) 


McMicwHaet, S, L. Real estate subdivisions. (New York: Prentice-Hall. 1949. Pp. 399. 
$5.75; text ed., $4.30.) 


Morcan, J. D. The domestic mining industry of the United States in World War IT; a 
critical study of the economic mobilization of the mineral base of national power. Pub- 
lished by National Security Resources Board. (Washington: Supt. Docs. 1949. Pp. 500.) 


NurMBERG, M, A housing program for Pittsburgh and Allegheny County. First draft of 
Pt. II of the Housing Survey, Pt. I, Factual Report was published in October, 1946. 
(Pittsburgh: Allegheny Conference on Community Development. 1949. Pp. 332, tables 
and appendixes, mimeo. 


Patron, W., compiler. Petroleum (basic information sources). Bus. Information Service 
pub. (Washington: Dept. of Commerce, Office of Domestic Commerce. Pp. 21. 10c.) 


Savana, V. V. The agrarian problems of Madras province, (Madras: Business Week Press. 
1949. Pp. xxiv, 332. Rs, 12/8.) 


SCHLANGE, E. S. Die subsidierung von ernährung und landwirtschaft in Grossbritannien. 
Hefte fur landwirtschaftliche no. 3. (Berlin: Paul Parey, for the Institut für Land- 
wirtschaftliche Marktforschung Braunschweig—Völkenrode, 1949. Pp. 79.) 


ScHuLtz, T. W. Production and welfare of agriculture. (New York: Macmillan. 1949. 
Pp. xi, 225. $3.50.) 


Staats, E. B. Our water resource programs and national policy. Address at the 18th annual 
meeting of the National Reclamation Association, Salt Lake City, Utah, Nov. 4, 1949. 
(Washington: Bur. of the Budget. 1949. Pp. 8.) 


Woopsury, C. and Stayton, W. L. Administrative problems in federal aid for urban de- 
velopment and redevelopment. Summary report of the 2d 1313 Conference on Urban 
Redevelopment, July 14-16, 1949. (Chicago: Public Admin. Clearing House. 1949. Pp. 
37.) 


Agriculture adjustment act of 1949. Hearings before a subcommittee of the Senate Com- 
mittee on Agriculture and Forestry, 81st Cong., Ist sess., July 7-19, 1949, (Washington: 
Supt. Docs. 1949. Pp. 394.) 


Agricultural policy. A joint statement adopted by members of the Board of Trustees and 
Agriculture, Business, Labor, and International Committees of the National Planning 
Association. Special rept. no. 23. (Washington: Nat. Planning Assoc. 1949. Pp. 7. 10 c.) 


Columbia Valley Administration. Hearings before the House Committee on Public Works, 
Sist Cong., Ist sess, June 20-Aug. 2, 1949. (Washington: Supt. Docs. 1949. Pp. 807.) 


Economy of the South. Report of Joint Committee on Impact of Federal Policies on the 
Economy of the South, (Washington: Supt. Docs. 1949. Pp. 92. 25c.) 


Farm price-support program, Hearings, Senate Committee on Agriculture and Forestry, 
Sist Cong., 1st sess, on recommendations of Subcommittee on Price-Support Program, 
Aug. 22-25, 1949. (Washington: Supt. Docs. 1949. Pp. 152.) 


Federal rent law and regulations, 1949; fair net operating income explanatory guide, ques- 
tions and answers. (Chicago: Commerce Clearing House. 1949. Pp. 128. $1.) 


Handbook of information on provisions of the Housing Act of 1949, and operation under 
the various programs. (Washington: Supt. Docs. 1949. Pp. 30. 15c.) 
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Housing situation, factual background. (Washington: Supt. Docs. 1949. Pp. 44. 15c.) 


A manual of recommended personnel standards in public planning. Prepared by F. P. 
Bartlett, revised by M. H. Hirsh, July, 1949. (Chicago: Am, Soc. of Planning Officials. 
1949. Pp. 37.) 


Missouri River Basin agricultural program—a program recommended by Secretary of 
Agriculture Charles F. Brannan for the development and conservation of land, water, 
and forest resources, and for flood control in the Missouri River sae (Washington: 
Supt. Docs. 1949. Pp. 188.) 


New England community statistical abstracts; statistical, economic and social data for 
Massachusetts cities and larger towns. (Boston: Boston Univ. College of Bus. Admin. 
1949. Pp. 2. Apply.) 


Our remaining land, we can use it and save it. Dept. of Agriculture Soil Conservation 
Service, A.LS. no. 79. (Washington: Supt. Docs. 1949. Pp. 12. Apply.) 


Reclamation project data; a book of historical, statistical, and technical information on 
reclamation projects. Prepared by Bureau of Reclamation. (Washington: Supt. Docs. 
1948. Pp. 489.) 


Report on review of allocations of costs of the multiple-purpose water control system in 
the Tennessee River Basin, as determined by the Tennessee Valley Authority and ap- 
proved by the President under the provisions of the TVA act of 1933, as amended. 
(Washington: U. S. Federal Power Commission. 1949. Pp. 46.) 


Story of Hoover Dam. (Washington: Supt. Docs. 1949. Pp. 71. 25c.) 


Study of the problems of small towns—a progress report to the 1949 session of the Gen- 
eral Court. (Concord, N.H.: State Planning and Develop. Commission. 1949. Pp. 19. 
Apply.) 


~~ 


Labor 


BACKMAN, J. Economics of a fourth round wage increase (answer to the Nathan Report). 
Testimony on behalf of steel companies before the Presidential Steel Board, August 
1949, in the matter of United Steelworkers of America, CIO and certain steel producing 
and fabricating companies. (Author: School of Commerce, New York University. 1949. 
Pp. iv, 287.) 


BAKER, H., BALLANTINE, J. W. and True, J. M. Transmitting information through man- 
agement and union channels—two case studies. (Princeton: Princeton Univ. Indus. 
Relations Section. 1949. Pp. 140. Paper, $2.50; cloth, $3.) 


CatHoon, R. P. Problems in personnel administration. (New York: Harper. 1949. Pp. 
552. $4.) 


Cason, F. L., editor, Proceedings of the Personnel and Industrial Relations Conference at 
Purdue University, May 16-17, 1949. (Lafayette: Purdue Univ. 1949. Pp. 26. Gratis.) 


CHALMERS, W. E. and MacEacuron, S. Master agreements in collective bargaining. 
LL.LR. pub., ser. A, vol. 3, no. 5. (Urbana: Univ. of Illinois Bull. 1949. Pp. 21. 10c.) 


EpsteIn, I. Notes on labor problems in nationalist China. With supplement, Labor in 
nationalist China, 1945-48 by J. R. Friedman. (New York: Institute of Pacific Rela- 
tions. 1949. Pp. viii, 159, $2.25.) 


Frey, A, Gewerbeverband und gewerbepolitik im Kanton Basel-Stadt seit 1918, (Bern: 
A. Francke. 1949, Pp, 222. Sw. fr. 18.) 


GLOVER, J. D. and Howes, R. M. The administrator: cases on human relations in business. 
(Chicago. Richard D. Irwin. 1949. Pp. 690. $6.) @ 

Heron, A. R. and others. Trends in industrial relations. Addresses in observance of the 
tenth anniversary of the Industrial Relations Section. (Pasadena: California Inst. of 
Technology. 1949. Pp. 88. $1.) 
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Herrinc, H. L. Passing of the mill village; revolution in a southern institution, (Chapel 
Hill: Univ. of North Carolina Press. 1949, Pp. 144. $3.) 


LALER, H. W. Our changing industrial incentives. (New York: League for Industrial 
Democracy. 1949. Pp. 31.) 


Levy, B. W. Multi-employer bargaining and the anti-trust laws. Industry-wide collective 
bargaining ser. (Philadelphia: Univ. of Pennsylvania Press. 1949. Pp. 86. $1.50.) 


MacDonatp, L. Compulsory arbitration in New Jersey. (New York: New York Univ. 
Inst. of Labor Relations and Social Security. 1949. Pp. 82.) 


McGrintey, J. J. Labor relations in the New York rapid transit systems 1904-1944. St. 
Louis Univ. Institute of Soc. Sci. stud. (New York: King’s Crown Press. 1949. Pp. 
xxiii, 635. $6.50.) 


MoreExzx, B. and others, Economic power of unions. Statements presented to the Committee 
on Banking and Currency of the United States Senate, Aug. 24, 1949. (New York: Am. 
Iron and Steel Inst. 1949. Pp. 32.) 


Muetter, S. J. Labor law and legislation, (Cincinnati: Southwestern Pub. Co. 1949. Pp. 
959. $6.) | 


Park, A. L. Administration of the Taft-Hartley act. Univ. of Illinois bull., vol. 46, no. 72. 
(Urbana; Univ. of Illinois. 1949. Pp. 27. Apply.) 


RicHBerc, D. R. Where is organized labor going? Suppl. to autumn, 1949, number of 
American Affairs. (New York: Nat. Indus. Conference Board. 1949. Pp. 22. 25c.) 


Rosinson, D. E. Collective bargaining and market control in the New York coat and suit 
industry. (New York: Columbia Univ. Press. 1949. Pp. xi, 248. $3.50.) 


Ravns, C. S. Labor unions and municipal employee law—a supplementary report. (Wash- 
ington: Nat. Institute of Municipal Law Officers. 1949, Pp. 49. $3.) 


SHELDON, H. E. Union security and the Taft-Hartiey Act in the Buffalo area. Research 
bull. no. 4, (Ithaca: Cornell Univ., N.Y. State School of Industrial and Labor Relations. 
1949. Pp. 46. Apply.) f 


TURNBULL, J. G. Labor-management relations—a research planning memorandum, Bull. 
61. (New York: Soc. Sci, Research Council. 1949. Pp. ix, 112. $1.25.) 


WALDNER, K. Die schlichtung von kollektiven arbeitsstreitighkeiten in der schweiz. (Bern: 
A. Francke. 1949, Pp. xi, 215. Sw. fr. 15.) 


Warren, E. L. and BERNSTEIN, I. Collective bargaining. (Los Angeles: Institute of Indus. 
Relations, Univ. of California. 1949. Pp. 44. 25c.) 


Witney, F, Wartime experiences of the National Labor Relations Board, 1941-1945. Illinois 
stud, in the social sciences, vol. 30, nos. 2-3. (Urbana: Univ. of Ilinois Press. 1949. 
Pp. 309.) 


Wortett, D. H. Labor relations and federal law--an analysis and evaluation of federal 
labor policy since 1947. (Seattle: Univ. of Washington Press. 1949. Pp. 178.) 


Collective bargaining provisions. Drafts of two more chapters, Hours of work and over- 
time pay and Employee-benefit plans—pension plans of Bulletin 686, Union Agreement 
Provisions, (Washington: Bur. Labor Statistics, Dept. of Labor. 1949. Pp. 97; 106, 
mimeo.) 


Conventions and recommendations 1919-1949. (Geneva: Internat. Labour Office. 1949. Pp. 
xvi, 924.) 


Czechoslovakia’s new labour policy. (Prague: Orbis. 1949. Pp. 121.) 


Directory of labor unions in New York State. Bull. no. 223, (New York: N.Y. State Dept. 
of Labor, Div. of Research and Statistics. 1949. Pp. 129. 75c.) 
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Industrial Relations Research Association membership directory, Oct., 1949. Pub. no. 2. 
(Champaign, Ill; Indus, Relations Research Assoc. 1949. Pp, xii, 137. 


Labor unton monopolies and the anti-trust law. (Washington: Nat. Coal Assoc. 1949. Pp. 
27. Apply.) 


Local labor market research; a case study, the St. Paul project, 1940-1942. Prepared by 
the Employment Stabilization Research Institute for the Industrial Relations Center. 
(Minneapolis: Univ. of Minnesota Press. 1948. Pp. 226.) 


Metal Trades Committee, International Labour Organisation, third session, Geneva, 1949. 
The following set of reports, priced at $3.25, may be procured from the branch Inter- 
national Labour Office, 1825 Jefferson Place, N.W., Washington, D.C. 

General Report. Rept. I. Pp. ix, 253. 
Vocational training and promotion in the metal trades, Rept. IT. Pp. iv, 164. 
Systems of wage calculation in the metal trades. Rept. II. Pp. vi, 138. 


Proceedings of first annual meeting, Industrial Relations Research Association, Cleveland, 
Ohio, December 29-30, 1948. Pub. no. 1 (Champaign, Il.: Research Assoc. 1949. Pp. x, 
255.) 


Report of a called conference of Quaker economists, Haverford College, June 21-23, 1949. 
(New York: Am. Friends Service Committee. 1949. Pp. 27.) 


Reports of the Asian’Regional Conference, Internationa] Labor Organization, Nuwara Eliya 
(Ceylon), January 1950, procurable from the International Labour Office, Geneva, 
Switzerland : 

Report of the director-general. Pp. 154. 

Labour inspection. Rept. I. Pp. 78. 

Provision of facilities for the promotion of workers’ welfare. Rept. II. Pp. 94. 
Agricultural wages and incomes of primary producers. Rept. IV. Pp. 107. 
Organisation of manpower. Rept. V. Pp. 159. 


Why I am in the labor movement. By 15 labor leaders. Spec. rept. no. 20, (Washington: 
Nat. Planning Assoc. 1949, Pp. 59. $1.) 


Population; Social Welfare and Living Standards 


ANDERSON, D. H, and Kins, G. B. The American public pension system; a memorandum 
on the facts of the benefits under the social security system with an evaluation of the 
adequacy of the changes as proposed in H. R. 6000. (Washington: Public Affairs Inst. 
1949, Pp. 17.) 


BERNARD, W. S5., editor. Zeteny, C. and Miter, H., asst. editors. American immigration 
policy—a reappraisal. (New York: Harper. 1949. Pp. xx, 341. $4.) 


Curtis-Bennert, Sir N. The food of the people—the history of industrial feeding. (Lon- 
don: Faber and Faber. 1949. Pp. 320. 16s.) 


Davis, J. S. The population upsurge in the United States. War-peace pamph. no. 12. (Stan- 
ford: Stanford Univ. Food Research Inst, 1949. Pp. 92. $1.) 


Davis, M. M. and Anperson, D. Medical care for the individual and The issue of com- 
pulsory health insurance. (Washington: Supt. Docs. 1948. Pp. 17.) 
A review of the report of the Brookings Institution, published at the request of 
Senator James E. Murray and Senator Claude Pepper of the Senate Committee on 
Labor and Public Welfare. R 


Dıcxınson, F. G. A brief history of the attitude of the American Medical Association 
toward voluntary health insurance. Bull, 70. (Chicago: Bur. Medical Econ. Research, 
Am. Medical Assoc. 1949, Pp. 30.) 
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GINZBERG, E. A pattern for hospital care: final report of the New York State Hospital 
Study. (New York: Columbia Univ. Press. 1949. Pp. xxiv, 368. $4.50.) 


Hutcuinson, E. P. Current problems of immigration policy. Nat. econ. probs. no. 430. 
(New York: Am. Enterprise Assoc. 1949. Pp. 38. 50c.) 


Kuczynsxi, R. R. A demographic survey of the British colonial empire. Vol. Il, South 
Africa High Commission Territories, East Africa, Mauritius, Seychelles. (London: Ox- 
ford Univ. Press (Royal Inst. of Internat. Affairs). 1949. Pp. x, 983. 75s.) 


LEHMANN, S. Grundzuege der schweizerischen auswanderungspolitik. (Bern: A. Francke. 
1949. Pp. 160. Sw. fr. 16.) 


' LINFORD, A, A. Old age assistance. (Chicago: Univ. of Chicago Press. 1949. Pp. viii, 418. 
$5.) 


Mar, G. F., editor. Studies in population—proceedings of the annual meeting of the 
Population Association of America at Princeton, N.J. May, 1949. (Princeton: Princeton 
Univ. Press. 1949. Pp. viii, 169. $2.50.) 


Mounin, J. W. and Greve, C. H. The role of grants-in-aid in financing public health 
programs. (Washington: Supt. Docs. 1949. Pp. 45.) 


Muniz, E. E. Growth and trends in social security. Stud. in individual and collective 
security no. 6. (New York: Nat. Indus. Conference Board 1949, Pp. 193. $1.50.) 


Summons, J. S. and Kinsey, I. M. editors. Public health in the world today—a sym- 
posium, (Cambridge: Harvard Univ. Press. 1949. Pp. 332.) 


Smith, A. D. Public assistance as a social obligation. (Cambridge: Harvard Law School. 
Harvard Law Rev., Dec., 1949, Pp. 23.) 


TAGLIACARNE, G. Demografia dell India—studio di demografia comparata. (Rome: Società 
Italiana di Demografia e Statistica. 1949. Pp. 58. 350 L.) 


An analysis of the Ewing Report. Bull. 69. (Chicago: Bur. Medical Econ. Research, Am. 
Medical Assoc. 1949. Pp. 8.) 


Atti della IX riunione della Società Italiana di Demografia e Statistica, Roma, 15-16 aprile 
1947, (Rome: Soc. Ital. di Demografia e Statistica. 1949. Pp. xvi, 391.) 


Consumption of food in the United States, 1909-48. (Washington: Supt. Docs. 1949. Pp. 
196. 65c.) 


A 


Coopération et droits de Phomme. III° Congrès International de PEconomie Cooperative, 
Paris, 14 au 19 novembre 1949. (Paris; Internat. Coop. Union Mondiale pour la Co- 
operation Econ. et Soc. 1949. Pp. 30, mimeo.) 


Demographic yearbook, 1948. Prepared by the Statistical Office of the United Nations in 
collaboration with the Department of Social Affairs. (New York: Columbia Univ. Press. 
1949. Pp. 596. $7.) 


Federal Security Agency—report for 1948. (Washington: Supt. Docs. 1949. Pp. 253. 45c.) 


Misuse of American Medical Association data. Bull. 68. (Chicago: Bur. Medical Econ. 
Research, Am. Medical ‘Assoc. 1949. Pp. 8.) 


National health program, 1949. Hearings, before a subcommittee, Senate Committee on 
Labor and Rublic Welfare, 81st Cong., Ist sess., Pt. 1-2, May 23-June 29, 1949. (Wash- 
ington : Supt. Docs. 1949.) 


Studies in disability insurance. Spec. bull. 224. (New York: Div. of Research and Sta- 
tistics, Dept. of Labor, State of New York. 1949. Pp. x, 157. $1.) 


Systems of social security—New Zealand, (Geneva: Internat. Lab. Office. 1949. Pp. ix, 66. 
40c.) 
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Unclassified Items 


Bryant, L. C. Survey of university business and economic research projects, 1947-48, 
(Washington: Dept. of Commerce. 1949. Pp. vi, 240.) 


Keynes, J. M. Two memoirs—Dr. Melchior, a defeated enemy and My early beliefs. (New 
York: Augustus M. Kelley. London: Rupert Hart-Davis. 1949. Pp. 106. $1.75.) 


Annual report of the Librarian of Congress for the fiscal year ending June 30, 1948. 
(Washington: Supt. Docs. 1949. Pp. 199.) 


The Carnegie Foundation for the Advancement of Teaching forty-fourth annual report, 
for the year ended June 30, 1949. (New York: Carnegie Foundation for the Advance- 
ment of Teaching. 1949, Pp. 60.) 


The idea of progress—a collection of readings. Selected by F. J. Teggart. Rev. ed., with 
an introduction by G. H. Hildebrand. (Berkeley and Los Angeles: Univ. of California 
Press, 1949. Pp. xi, 453. $6.) 


The National Institute of Economic and Social Research seventh annual report 1948. 
(London: Nat. Inst. of Econ. and Social ‘Research. 1949, Pp. 32.) 


The Nuffield Foundation fourth report. (Oxford: University Press. 1949. Pp. 127.) 


PERIODICALS 


Economic Theory; General Economics 


CHEEK, B. M. Economic theory and industrial pricing. Econ. Record, Aug., 1949. Pp. 17. 
CHENERY, H, B. Engineering production functions. Quart. Jour. Econ., Nov., 1949. Pp. 25. 


Cooper, W. W. Theory of the firm: some suggestions for revision. Am. Econ. Rev, Dec., 
1949. Pp. 19. 


FRIEDMAN, M. The Marshallian demand curve, Jour. Pol. Econ., Dec., 1949. Pp. 33. 
Gray, Sir A. Economics: yesterday and tomorrow. Econ. Jour., Dec., 1949. Pp. 21. 
Hart, H. The pre-war upsurge in social science. Am, Soc. Rev., Oct., 1949. Pp. 9. 


Hansen, A. H. Wesley Mitchell, social scientist and social counselor. Rev. Econ. and Stat., 
Nov., 1949. Pp. 11. 


Isarp, W. The general theory of location and space-economy. Quart. Jour. Econ., Nov., 
1949, Pp. 31. 


Jounson, H. G. Demand for commodities is not demand for labour. Econ. Jour., Dec. 
1949, Pp. 6. ` 


jour, W. A. Der auftrag der national-Ghonomie in unserer zeit. Zeitschr. f. die Ges. 
Staatswiss., vol. 105, no. 4, 1949. Pp, 24. 


Kerierer, H. Angebots-und Nach-fragespitzen. Zeitschr. f, die Ges. Staatswiss., vol. 105, 
no. 4, 1949. Pp. 23. 


LAWLER, P. J. The consumption function. Econ. Record, Aug., 1949. Pp. 30. 


MARCHAL, A. L'orientation de la science économique dans ses rapports avec les progrès de 
la statistique. Kyklos, vol. 3, fasc. 2, 1949. Pp. 15. 


New, T. P. The physiocrats’ concept of economics. Quart. Jour. Econ., Nov., 1949. Pp. 
22. 


Nicuots, R. F. Social science research in Britain. Soc. Sci. Research Council Items, Dec., 
1949, Pp. 4. 


RosBERTSON, D. H. On sticking to one’s last. Econ. Jour., Dec., 1949. Pp. 5. 


RoBERTSON, R. M. Mathematical economics before Cournot. Jour. Pol, Econ., Dec., 1949. 
Pp. 14. 


RörxE, W. Zur theorie des kollektivismus. Ein kritischer literaturbericht. Kyklos, vol. 3, 
fasc. 2, 1949. Pp. 15. 


SCHULLER, G. J. Isolationism in economic method. Quart. Jour. Econ., Nov., 1949. Pp. 37, 
Scott, I. O. Professor Leontief on Lord Keynes, Quart. Jour. Econ., Nov., 1949. Pp. 13. 


ns 


SPENGLER, J. J. Laissez faire and intervention: a potential source of historical error. Jour. 
Pol. Econ., Oct., 1949. Pp. 4. 


STERN, E. H. The problem of capital accumulation, With rejoinder by E. D. Domar. Am, 
Econ. Rev., Dec., 1949. Pp. 13. 


STREETEN, P. The theory of profit. Manchester School, Sept., 1949. Pp. 31. 


Tuuiin, M. F. Theories of welfare economics. Canadian Jour. Econ. and Pol. Sci, Nov., 
1949. Pp. 9. z 


USHER, A. P. The significance of modern empiricism for history and economics. Jour. Econ. 
Hist., Nov., 1949. Pp. 19. 
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Witson, J. S. G. Investment in a monetary economy, Economica, Nov., 1949. Pp. 15. 


Wricnut, D. McC. Mr. Harrod and growth economics. Rev. Econ. and Stat., Nov., 1949. 
Pp. 6. 


Economic History; National Economies 


Brown, A. S. Prospects of United Kingdom recovery. Econ, Record, Aug., 1949. Pp. 26. 


Franck, P. G. Problems of economic development in Afghanistan. Middle East Jour., 
Oct., 1949, Pp. 20. 
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Witsey, L. H. The investment advisors act of 1940. Jour. Finance, Dec., 1949. Pp. 12. 


Public Finance 
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KrrerR, E. S. Foreign transactions of the U. S. government in fiscal 1949. Survey Current 
Bus., Nov., 1949. Pp. 6. 


LEFFINGWELL, R. C. Devaluation and European recovery. For. Affairs, Jan., 1950. Pp. 12. 


Mamzers, A. The oversea trade statistics of the United Kingdom. Jour. Royal Stat. Soc., 
ser. À., pt. II, 1949. Pp. 17. 


Martin, K. Capital movements, the terms of trade and the balance of payments. Bull. 
Oxford Inst. Stat., Nov., 1949. Pp. 10. 


MEADE, J. E. A geometrical representation of balance of payments policy. Economica, 
Nov., 1949. Pp. 16. 


MENDERSHAUSEN, H. America’s irade balance and the international order. World Politics, 
Oct., 1949, Pp. 26, | 


. Future foreign financing. Rev. Econ. and Stat., Nov., 1949. Pp. 14. 


Meyer, F. V. and Lewis, W. A. The effects of an overseas slump on the British economy. 
Manchester School, Sept., 1949. Pp. 33. 


MIKESELL, R. F. The International Monetary Fund. Jour. Pol. Econ., Oct., 1949. Pp. 18. 


NEUMANN, W. L. How to merchandise foreign policy. Tl, From ERP to MAP. Am, Per- 
spective, Oct., 1949. Pp. 16. 


Rippy, J. F. French investments in Argentina and Brazil. Pol. Sci. Quart., Dec., 1949. 
Pp. 19. 


Rosgrns, L. The sterling problem. Lloyds Bank Rev., Oct., 1949. Pp. 31. 


Rusin, S. J. The judicial review problem in the International Trade Organization. Har- 
vard Law Rev., Nov., 1949. Pp. 20. 


SALTER, Sir A. After devaluation: the common task. For. Affairs, Jan., 1950. Pp. 16. 
ScHULLER, R. A free-trade area. Soc. Research, June, 1949. Pp. 7. 





STOLPER, W. F. American foreign economic policy, the dollar shortage, and Mr. Balogh. 
Kyklos, vol. 3, fasc. 2, 1949, Pp. 13. 


Turroni, C. B. The cross-rates of exchange once more. Rev. Econ. Conditions in Italy, 
Sept., 1949. Pp, 10. 


VECH, I. pe Can Western Europe help itself? Pol. Sci. Quart., Dec., 1949. Pp. 7. 
Devaluation of sterling and the rupee. Banker's Mag., Dec., 1949. Pp. 14. 
Export controls. Yale Law Rev., July, 1949. Pp, 35. 


La politique commerciale de la Suisse et la charte de la Havane. Etudes et Conjoncture 
(Econ. Mondiale), Sept.-Oct., 1949. Pp, 10. 


Readjustment of foreign currency values, Fed. Res. Bull., Oct., 1949. Pp. 12. 


Les relations économiques exterieures de la Pologne et leur rôle dans le developpement 
industriel du pays. Etudes et Conjoncture (Econ. Mondiale), Sept.-Oct., 1949. Pp. 24. 


Technical assistance for backward areas—-an international programme. World Today, Oct., 
1949. Pp. 13. 6 


The U. S. tarif. Fortune, Dec., 1949. Pp. 2. 


Vue d'ensemble: la livre sterling et le commonwealth. Etudes et Conjoncture (Econ. 
Mondiale), Sept.-Oct., 1949. Pp. 9. 


260 THE AMERICAN ECONOMIC REVIEW 


Business Administration 
ANDERSON, E. H. The meaning of scientific management. Harvard Bus. Rev., Nov., 1949. 
Pp. 15. % 


Incuis, J. B. Corporate financial reporting—selective study of annual statements for 1948. 
NACA. Bull., Nov., 1949. Pp. 16. 


OTTMAN, A. H, A standard pricing buse to promote corrective action in product pricing 
policies. N.A.C.A. Bull., Oct., 1949, Pp. 12. 


Worxine, H. The theory of price of storage. Am. Econ. Rev., Dec., 1949. Pp. 9. 
The analysis of cost-volume-profit relationships. N.A.C.A. Bull., Dec., 1949. Pp. 3. N 


Industrial Organization and Markets; Public Regulation of Business 
Dimock, M. E. Government coroporations; a focus of policy and administration. Am. 
Pol. Sci. Rev., Oct., 1949. Pp. 23. 
STIGLER, G. J. A theory of delivered price systems. Am. Econ. Rev., Dec., 1949. Pp. 17. 
Waurte, G. T. Financing industrial expansion for war. Jour. Econ. Hist., Nov., 1949, Pp. 28. 


The swinging door—or how to obey one antitrust law by violating another. Yale Law 
Jour., July, 1949. Pp. 6. 


Public Utilities; Transportation; Communications' 


Ryan, O. Regulation of air transportation under Civil Aeronautics Act, Public Utilities 
Fortnightly, Nov. 24, 1949. Pp. 9. en 


aot a 
Troxer, E. Cost behavior and the accounting pattern of public utility. Jour. Pol. Econ., 
Oct., 1949. Pp. 15. 


Tynpary,.D. G. The stabilization of investment in two public utility industries. Land 
Econ., Nov., 1949. Pp. 15. 


WEITZELL, E. C, The rural electrification program. Agric. Fin. Rev., Nov., 1949. Pp. 10. 


Industry Studies 
BENHAM, F. The rubber industry. Economica, Nov., 1949. Pp. 14. 


Land Economics; Agricultural Economics; Economic Geography 
Burroucys, R. J. Significance to farmers of housing act of 1949. Agric. Fin. Rev., Nov., 
1949, Pp. 13. 


. Uses and misuses of the balance sheet of agriculture. Agric. Fin. Rev., Nov., 1949. 
Pp, 10. 


Burron, G. L. The farmer and the market. Canadian Jour. Econ. and Pol. Sci., Nov., 
1949. Pp, 10. 


Jones, L. A. Potentialities of farm debt distress. Agric, Fin. Rev., Nov., 1949. Pp. 10. 
McMuirran, R. B. Organized marketing of wool. Econ. Record, Aug., 1949. Pp. 14. 
NeEtson, L. The evolution of the Cuban land system. Land Econ., Nov., 1949. Pp. 17. 


Parson, K. H. The problem-solution basis of forward pricing. Land Econ., Nov., 1949. 
Pp. 4. 





PERIODICALS 261 
Ray, J. M. The influence of the Tennessee Valley Authority on government in the South. 
Am. Pol, Sci. Rev., Oct., 1949. Pp. 11. 


SCHOEPPEL, A, F. State and federal relations as to conservation. Public Utility Fort- 
nightly, Oct. 27, 1949. Pp. 8. 


SmirH, H. A. The waters of the Jordan: a problem of international water control. Internat. 
Affairs, Oct., 1949. Pp. 11. ; 


THRONE, M. The grange in Iowa, 1868-1875. Iowa Jour. Hist., Oct., 1949. Pp. 36. 


Wenot, P. F. Administrative problems under thé-British Town and Country Planning Act 
of 1947. Land Econ., Nov., 1949. Pp. 6. 


Woonsury, C. Housing in the redevelopment of American cities. Land Econ., Nov., 1949. 
Pp-8. 
. Labor 

AINSWORTH, R. B. Earnings and working hours of manual wage-earners in the United 
Kingdom in October, 1938. Jour. Royal Stat. Sdc., ser. A, pt. I, 1949. Pp. 32. 

Brown, E. H. P. Wage levels after two wars. Westminster Bank Rev., Nov., 1949, Pp. 7. 


Duryvacuinpa, M. The development of labour legislation in Thailand, Internat. Lab. Rev., 
Nov., 1949. Pp. 20. 


EpstEin, I. Main directions in Chinese labor. Sci. and Soc., Fall, 1949. Pp. 14. 


HOBSBAWM, E. J. Trends in the British labor movement since 1850. Sci. and Soc., Fall, 
1949. Pp, 24. 


KEMMERER, D. L. and WICKERSHAM, E. D. Reasons for the growth of the Knights of 
Labor in 1885-1886. Indus. and Lab. Rel. Rev., Jan., 1950. Pp. 8. ; 


Lasser, D. Labor and world affairs. For. Policy Rept., Nov. 15, 1949. Pp. 14. 
Leirer, R. D. The fur workers union. Indus. and Lab. Rel. Rev., Jan., 1950. Pp. 24. 
Moran, W. T. Labor unions in postwar Japan, Far East. Survey, Oct. 19, 1949. Pp. 7. 


Roura, G. G. C. State intervention in the regulation of wages and working conditions in 
Great Britain and South Africa. So. Afr. Jour. Econ., Sept., 1949. Pp. 17. 


SPIELMANS, J. V. Union security and the right to work. Jour. Pol. Econ., Dec., 1949. Pp. 6. 


STEBER, J. Minnesota labor relations act—an opinion survey. Harvard Bus. Rev., Nov., 
1949, Pp. 13. 


Tart, P. The unlicensed seafaring unions. Indus. and Lab. Rel. Rev., Jan., 1950. Pp. 26. 


Wotr, R. B. Collective bargaining in small-scale industry—a case study, Harvard Bus. 
Rev., Nov,, 1949. Pp. 9. 


Woopsury, R. M. The incidence of industrial disputes: rates of time loss, 1927-1947, 
Internat. Lab. Rev., Nov., 1949. Pp. 16. 


Ten years of operation of the United States Fair Labor Standards Act. Internat, Lab. 
Rev., Sept., 1949. Pp. 9. 


The thirty-second session of the International Labour Conference: Genava, June-July, 
1949, Internat. Lab. Rev., Oct., 1949. Pp. 39. 


Population; Social Welfare and Living Standards 


BÉNASSY-CHAUFFARD, C. Vocational guidance in France, Internat. Lab. Rev., Oct., 1949. 
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NOTES 


The following have been appointed members of the American Economic Association 
nominating committee for the current year: Calvin B. Hoover, Duke University, Chairman, 
Jacob Viner, Princeton University, Elizabeth E. Hoyt, Iowa State College, Carter Goodrich, 
Columbia University, Howard R. Bowen, University of Illinois, and Alfred C. Neal, 
Federal Reserve Bank of Boston. The chairman of this committee would appreciate receiv- 
ing any suggestions for officers for next year as soon as possible. 


FELLOWSHIPS FOR GRADUATE STUDY IN LATIN AMERICA UNDER THE CONVENTION 
FOR THE PROMOTION OF INTER-AMERICAN CULTURAL RELATIONS 


The United States Office of Education, in cooperation with the Department of State, 
announces the availability of fellowships to.United States graduate students, as provided 
under the Convention for the Promotion of Inter-American Cultural Relations, for study 
in Latin American countries, 


‘Students desirous of making application should’ write to the Division of International 


Educational Relations, American Republics Section, U. S. Office of Education, Washing- 
ton 25, D.C. 


Deaths 


Oliver E. Baker, December 2, 1949. 
Joseph A. Schumpeter, January 8, 1950. 
Janet R. Sundelson, December 28, 1949. 
Russell Weisman, November 8, 1949. 


Appointments and Resignations 


E. Sherman Adams, formerly assistant vice president, ‘Central Hanover Bank, New York 
City, has been appointed lecturer in the department of economics, School of Commerce, 
New York University. 

Paul H. Anderson is now chief of the Traffic Statistics Section of the Transportation 
Corps of the U. S. Army in Washington, D.C. 

Howard L. Balsley has been appointed assistant professor of economics in the College 
of Business, University of Utah. 

B. H. Beckhart, formerly director of research at the Chase National Bank, has resumed 
teaching at the Graduate School of Business, Columbia University. He is continuing as 
economic consultant to the Chase National Bank. . 

Earl R. Beckner is chief of the Manpower Division and economic adviser in the Office 
of Labor Affairs, U. S. High Commission for Germany. 

Richard F. Behrendt, of Colgate University, was in Peru from August to November, 
1949, acting as senior economic specialist of an Economic and Financial Mission to the 
Peruvian government. 

James H. Blackman has been appointed research associate in the Russian Economic 
Project and lecturer in the department of political economy at the Johns Hopkins University. 

Henry S. Bloch has been appointed acting director of the Fiscal Division of the Depart- 
ment of Economic Affairs, United Nations, Lake Success. r 

Robert W. Bradbury has been appointed associate professor of economics at the University 
of Florida. 
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Samuel E. Braden, of Indiana University, is pursuing research study in London on a 
Fulbright fellowship. 

H. N. Broom, formerly of the University of Texas, is professor of business statistics and 
chairman of the department of general business at Baylor University. 

A. J. Brown, dean of economics and commerce at the University of Leeds, is visiting 
professor of economics at Columbia University in the spring session. 

Weir M. Brown is serving, on loan from the Office of International Finance of the Treasury, 
as finance officer of the E.C.A. Mission to the Netherlands. 


Edwin L. Caldwell is assistant professor of economics at Baylor University. 


John R. Coleman has joined the staff of the Massachusetts Institute of Technology as 
instructor in economics and social science. 


Sidney Davidson has been appointed assistant professor of accounting in the School 
of Business of the Johns Hopkins University. 

Lawrence S. Dreiman, formerly chief, Internal Finance Section, Office of the Special 
Representative, Economic Cooperation Administration, Paris, France, is now chief of 
the E.C.A. Local Currency Branch in Washington. 

Warren W. Eason has joined the staff of the Russian Manpower Research program of 
the Johns Hopkins University. 

Martin Gainsbrugh, director of research, National Industrial Conference Board, has 
been appointed adjunct associate professor in the department of economics, School of 
Commerce, New York University. 7 

J. Kenneth Galbraith has been appointed professor of economics at Harvard University. 

Faye M. Goldware has been appointed research associate in the Rusian Economic Project 
at the Johns Hopkins University. 


Everett E. Hagen has been named chairman of the department of economics, University 
of Ilinois. 


Homer H. Hamner, of the University of Southern California, is now chairman of the 
department of economics at Baylor University. 


Howard J. Hilton, Jr., is now serving as foreign affairs specialist in the Office of 
European Regional Affairs, Department of State. 

Francis E, Hummel has been appointed instructor in the School of Business Administra- 
tion of the University of Massachusetts. 

Arthur D. Jacobsen has resigned as chairman of the School of Business and Economics 
of Eastern New Mexico University to accept an appointment as head of Business Adminis- 
tration, Palos Verdes College, Rolling Hills, California. 


James M. Jarrett has recently been appointed a member of the Excess Profits Tax 
Council of the U. S. Treasury Department. z 


V. D. J olley, formerly of the University of Cincinnati, is professor of business admin- 
istration at Marshall College. 

Mark L. Kahn is instructor in economics at Wayne University. 

Saul Kasdan has been appointed research associate in the Russian Economic Project 
at the Johns Hopkins University. 


Walter E. Krause, of Dartmouth College, has been appointed professor of economics in 
the College of Business, University of Utah, effective in July. 

Alfred Kuhn, formerly of the industrial relations department of the University of Penn- 
sylvania, has been appointed assistant professor of economics at the University of Cin- 
cinnati. = oe 

Louis Kuipers, of the University of Chicago, has accepted a position as financial analyst 
with the Ford Motor Company. 

Bernhard C. Lemke has resigned from Iowa State College to accept a professorship in 
the department of business administration of Michigan State College. 
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Norman H. Leonard, Jr., has been promoted to an associate professorship in the depart- 
ment of economics and business administration of Ohio Wesleyan University. 

Daniel C. Lewis is now assistant professor of commerce at Washington and Lee University. 

Bertram H. Lindman has been retained by the Association of American Railroads as a 
consultant in its study of the effect of competitive highway transportation on the railroads. 

Patrick M. Malin has resigned as professor of economics at Swarthmore College to 
become director of the American Civil Liberties Union. 

Charles F. Marsh is on leave from the College of William and Mary to serve as coordi- 
nator-consultant, Advisory Council on the Virginia Economy, an agency of the state 
government. 

Martha Mathiasen has been appointed instructor in the Schoo] of Business Administra- 
tion, University of Massachusetts. 

Davy H. McCall is now instructor in economics at Western Reserve University. 

John W. McCalley, of George Washington University, has joined the staff of the 
Brookings Institution. 

Francis P. Murphy has been appointed instructor in economics at the University of 
Massachusetts. 

Danie] A. Nimer has been appointed instructor in economics and sociology at Kansas 
State ‘College. 

Robert T. Patterson has been appointed part-time instructor in economics, School of 
Commerce, New York University. 

John S. Quinn has been appointed instructor in business administration at the College 
of William and Mary. 

Meyer Rashis has been appointed assistant professor of economics at Bowdoin College. 

Carl Raushenbush is assistant director of the Division of Research and Statistics of the 
New York State Department of Labor. 

Jewel J. Rasmussen ‘has been on leave of absence from the University of Utah to serve 
with the Fiscal Analysis Division of the Bureau of the Budget. 

Eleanor J. Robinson has been appointed associate professor of economics at Baylor Uni- 
versity. 

Stefan H. Robock has resigned from the Antitrust Division, Department of Justice, to 
become assistant chief of the Industrial ‘Economics Branch of the Tennessee Valley 
Authority in Knoxville. 

Nicholas W. Rodin has been, appointed research associate in the Russian Economic 
Project and lecturer in the department of political economy at the Johns Hopkins Uni- 
versity. 

John A. Sawyer is sessional lecturer in the department of political economy at the 
University of Alberta. 

Sidney Schoeffler has been appointed instructor in the School of Business Administration 
of the University of Massachusetts. 

Ralson D. Scott is acting assistant professor of economics and business administration 

at the College of William and Mary. 

Richard T. Selden has been appointed instructor in the School of Business Administra- 
tion, University of Massachusetts. i 

Harry Shaffer has resigned from Concord College to accept an appointment : as instructor 
in economics at the University of Alabama. 

Allen M. Sievers has been appointed associate professor in the School of Business Admin- 
istration of the University of Masachusetts. š 

Frank A. Singer has been appointed instructor in the School of Business Administration 
of the University of Massachusetts, 
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Harlan M. Smith has been promoted to the rank of assistant professor of economics at 
Brown University. 

Robert E. Smith has been appointed assistant professor of economics in the College of 
Business, University of Utah. 

Boris M. Stanfield, on leave from Columbia College in the spring session, is visiting 
professor of economics at the University of Hawaii. 

Walter F. Stettner,. previously economist with the Board of Governors of the Federal 
Reserve System, has joined the Economic Cooperation Administration where he is assistant 
chief of the Intra-European Trade Branch. 

James A Storer is instructor in economics at Bowdoin College. 

John Stovel has been appointed assistant professor in the School of Business Administra- 
tion of the University of Minnesota, 

Robert H. Strotz, of Northwestern University, has a part-time appointment as visiting 
lecturer in the department of economics of the University of Wisconsin for the current 
semester. 

Bruno K. Suviranta, of the University of Helsinki, was visiting professor of economics 
at the School of Business Administration, Emory University, in the winter quarter. 

Charles A. Taff, of Kent State University, has been appointed assistant professor of 
transportation, University of Maryland, College Park, Maryland. 

Kenneth L. Trefftzs, on leave from the University of Southern California, is teaching at 
the University of Washington. 

George B. Tully has been appointed instructor in economics in the College of Business, 
University of Utah. l 

Paul M. Van Arsdell has been appointed vice chairman of the department of economics, 
University of Illinois, 

Francis Vetterling has been appointed instructor in economics at the University of 
Massachusetts. : ` 

Arthur G. Vieth, of Washington University, has been appointed assistant professor of 
economics and commerce at the University of Chattanooga. 

Henry C. Wallich has been appointed visiting lecturer in the department of economics 
and social institutions at Princeton University for the spring term. 

Maxine Y. Woolston has been appointed lecturer in political economy at Bryn Mawr 
College for the current year. 


H. J. Wyngarden has been appointed dean of the School of Business and Public Service 
of Michigan State College. 
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THOMAS SEWALL ADAMS 


Twenty-ninth President of the 
American Economic Association, 1927 


Thomas Sewall Adams was born in Baltimore, } Maryland, December 29, 
1873. He died in New. -Haven, February 8; 1938. 

After leaving Johns Hopkins, where he'had received his A.B. in 1896 
and his Ph.D. in 1899, Adams began a career of public service which 
paralleled his academic work. He started with the Census Bureau; then 
served a year as assistant to the treasurer of Puerto Rico (1900-01). He 
joined the faculty of the University of Wisconsin in 1901 and became 
professor of economics and statistics in 1908, which status he held until 
1915, except for a year’s interruption as professor and head of the De- 
partment of Economics and Political Science at Washington University 
in 1910. During a year’s leave of absence in 1908-09, he headed an investi- 
gation of woman and child labor for the United States Bureau of Labor, 
and in the spring term lectured at Stanford University. In the summer of 
1909 he conducted an investigation of labor conditions in Alaska. As a 
member of the Wisconsin Tax Commission from 1911 to 1915, he drafted 
and administered many tax laws, including the significant state income 
tax of 1911. 

In 1916 he was appointed professor of political economy at Yale and 
held that position until his death. President Wilson appointed him adviser 
to the Treasury Department in 1917, and in this capacity and later as a 
member of the Advisory Tax Board and technical adviser to the Bureau 
of Internal Revenue he played an important role as a tax expert. After 1919 
che divided his time for several years between Yale and Washington. 
From 1923 on, he developed a considerable private consulting practice 
in federal tax matters and also became interested in international 
taxation, attending conferences of experts in London and Geneva in 
1927 and 1928 and serving as a member of the Fiscal Committee of the 
League of Nations from 1929 until his death. 

Professor Adams was a member of the National Tax Association from 
its foundation in 1907, served as its secretary 1912-16 and as president in 
1922 and 1923. He was a member of advisory committees on taxation 
of the National Industrial Conference Board and of the United States 
Chamber of Commerce. A long-time member of the American Economic 
Association, he served as vice-president in 1926 and as president in 1927. 
The title of his presidential address was, “Ideals and Idealism in Taxation.” 

A brief biographical sketch of T. S. Adams appears under “Special Reso- 
lutions” in the Proceedings of the American Economic Association for 
March, 1934, pages 218-214. Professor F. R. Fairchild wrote the sketch 


raphy of his writings, furnished by Professor E. F. 
in the American Economic Review, June, 1934, pa 





Number 29 of a series of photographs of past presidents of the Association. 
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METHODOLOGICAL ISSUES IN QUANTITATIVE 
ECONOMICS: VARIATIONS UPON A THEME 
BY F. H. KNIGHT* 


By RUTLEDGE VINING** 


On first thought and at least to minds characterized by certain types 
of interests the gain to be had from the conventional controversies over 
the question of methodology is not altogether obvious. Yet if the per- 
sistence with which the problem crops up is any guide to its importance, 
there must be something fundamental involved, for a not unimportant 
part of the energies in our profession is devoted to such matters. One 
writer suggests that it isn’t so strange after all that methodological con- 
troversies persist, inasmuch as scientific pursuit at the peripheries of 
knowledge is in fact very largely methodological by nature. 

While the main theme of this important volume of essays has to do 
with the moral implications of social organization, its development in- 
volves extended discussions of this problem of methodology. The direct 
contribution to the ethical problems has been emphasized in other 
reviews,’ and liberty will be taken in the present paper to concentrate 
upon Professor Knight’s views on methodology in the social studies. 


I 


One advantage to a profession of having men like Professor Knight 
around, it seems, is that they can function as stabilizers of a sort. Knight 
can, and not infrequently does, put the cold stare upon enthusiasms, 
which, apparently from the past, are almost certain to be excessive and 
which seem as manifestations of more or less mild forms of social 
hysteria. From one point of view, education should haye thisugs a pri- 





* Frank H. Knight, Freedom and Reform (New York, Harper, 1947). 
** The author is professor of economics at the University of Virginia. 


t For example, the review by Frank D. Graham, Am. Econ. Rev., Vol XXXVII, No. 5 
(Dec., 1947), pp. 938-43. 
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perspective that the excessiveness of enthusiasms may be more promptly 
discerned. But if this is a valid objective, the realization is very im- 
perfect, and most of us as specialists of one sort or another—the evi- 
dence is all about—are appallingly and rawly “human” in our urge 
to sway and prevail and in our general tendency to oversimplify. 

As a gross case of oversimplification, Knight cites the modern wave 
of ‘‘scientism’”—the quest for the Holy Grail along the paths of natural 
science. He holds that the emphasis in the social sciences upon positivis- 
tic scientific method—the effort to build social science on natural science 
models, to the neglect of fundamental differences between natural and 
social sciences with respect to the character of the problems posed—can 
lead to pernicious excesses in the exclusive commitment of the social 
studies to the devising of techniques of social control. “Solutions” of 
social problems must come either prior to or with aid of instrumental 
or positive knowledge of quantitative relations. No piece of instrumental 
knowledge can be, of itself, a “solution,” and the persuasion of Every- 
man to the faith that the application of natural science methods is the 
means by which revolutionary improvement in “social health” may be 
achieved is not only wrong but dangerous. 


II 


However, it is possible to oversimplify the position of Professor 
Knight itself, and thus to help create a hindrance, certainly not in- 
tended by Knight, to the development of positive and instrumental 
knowledge in the social field. Assertions of Knight can be found that, 
out of context and without reference to the meaning assigned to the 
words used, suggest or at least may be turned into statements the 
extremity of which Knight might disown. For example:’ 


No social interest of the individual or of society can be promoted by 
scientific knowledge or technique (p. 37). Natural science in the predic- 
tive sense of astronomy ... rests on postulates which exclude the possi- 
bility of action in the social field (p. 38). There is no real measurement 
of distinctively human or social data (p. 228). The difficulties of classi- 
fication and measurement, amounting to impossibility ... rests upon the 
essential fact that the data with which the social sciences are concerned 
are themselves not objective in the physical meaning—are not data of 
sense observation (p. 228). The fact which limits the development of 
“science” .. . in the field of social phenomena is the virtually infinite 
heterogeneity mag unpredictable variability in time of the subject matter 
or data (p. 227).Natural science in the “prediction-and-control” sense 

. . is relevant to @social) action only for a dictator standing in a one- 


*Most of the following quotations are from Freedom and Reform. The page number 
in parentheses following a statement refers to this volume. 
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sided relation of control to a society (p. 38). Any such conception as 
social engineering or social technology has meaning only in relation to the 
activities of a super-dictatorship (p. 226). It is not conceivably possible 
to “verify” any proposition about “economic” behavior or by any 
“empirical” procedure. . . .2 A “scientific” approach to the study of 
society, from the standpoint of action, proceeds on (an) assumption that 
...4s the antithesis of the concept of democracy, or political freedom 
(p. 223). A science of society, if the work is restricted ... to the category 
of a natural or positive science . .. can have no direct significance for 
social action in the society of the scientist himself (p. 242). 


These remarks all seem pretty definite, and on the face of the state- 
ments one could scarcely have a doubt as to Knight’s reaction to the 
following comment of Professor M. H. Stone of the University of 
Chicago department of mathematics.* 


On the theoretical side I would anticipate that the demands of statecraft 
would greatly accelerate the introduction of scientific method into the 
social studies. It is quite clear, I think, that once the social studies truly 
commit themselves in accord with the exigencies of our times to a serious 
attempt at prediction in the field of social phenomena, they will incline 
to loosen their ties with the fields of belles-lettres and moral philosophy— 
to their own considerable advantage. 


His reaction is, however, not to be taken for granted. The point to be 
made is that the above quotations from Knight give a crudely over- 
simplified impression of Knight’s position, and that a somewhat rounded 
account of this position, I would judge, would be found agreeable on the 
whole by such men as Stone. Other quotations may be found in Knight’s 
writings that, taken out of context, sound much like the above remark 
of Stone. For example: 


An intelligent approach to economic problems must obviously begin with 
understanding the situation which it is proposed to change, including the 
possibilities, methods, and probable costs of change. ... But actual dis- 
cussion has always been saturated with propaganda. ... The first re- 
quirement is to get ethical and political, as well as merely sentimental 
and romantic, presuppositions out of social science (p. 327). Neither 
economists or political scientists are highly esteemed as advisors by the 


“What Is Truth in Economics?” Jour, Pol, Econ., Vol. XLVIII, No. 1 (Feb., 1940), p. 
15. : 


* “Science and Statecraft,” Science, May 16, 1947, p. 309. Upon reste Stone’s article, 
I showed the above quotation to a colleague. He considered Me sentiment expressed 
as an instance of the excesses to which the emphasis on scientiffc method has led, and he 
has used the quotation to illustrate this point. The above use is different. My colleague, I 
think, regards his position as conforming in general with that of Knight. But so far as I 
can judge, a reading of Stone’s article and of Knight’s writings on the subject suggests 
that these men would be in fair agreement on the major issues involved. 
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public. In economics in particular, this is no doubt partly because what 
attracts general attention is not the scientific work, theoretical or empiri- 
cal, but moral and political speculation and preaching (p. 332). The 
task of positive science in connection with human data is to discover and 
formulate the “given conditions” of action, to ascertain and describe 
the course of events in the absence of interference and the consequences 
of possible courses of action in changing it. All this comes under the 
head of instrumentalism; an individual and a society uses both the world 
and itself as they are, at any moment, as instruments for changing the 
world and itself (p. 218). The methodology, or logic, of the various social 
sciences, in the abstract, and as far as they go as positive sciences, is not 
essentially different from that of the natural sciences, including that 
various mixtures of inductive and deductive procedure which these pre- 
sent.... The relevance of the positive, or quasi-positive, social sciences 
for action, is essentially that of revealing and clarifying the “given condi- 
tions” of action-—-which again is true of natural science also. ... It is 
[the] province [of science] to show by implication, through description 
of real and hypothetical courses of events, what would be the results of 
proposed lines of action—-or what lines of action may be expected to 
produce any results accepted as desirable (p. 243). The great bulk of 
what happens in human life, in the way of overt activity, social as well 
as individual . . . is actually and necessarily . . . not free, problem 
solving activity. . . . Traditional-imitative or institutional behavior is 
theoretically reducible to the mechanism of conditioned response (p. 
211). Man is, in fact, a being who exists and behaves at all the levels 
indicated. . . . He is a mechanism, and a biological organism, and the 
“bearer” of a culture tradition. At all these levels, his behavior is to be 
described in terms of mechanism or scientific law... . (p. 236). The 
mechanical imperfections of the (economic) system as it actually works 
are only too familiar. ... (There) is the familiar tendency for economic 
activity to expand and contract in more or less regular “cycles” of pros- 
perity and depression, both in particular fields and in society as a whole. 
... It should, however, be evident that the problem of the cycle is purely 
one of scientific knowledge and political competence (pp. 379-80). 


Thus, it would be much too simple to regard the respective positions 
of Knight and Stone as antithetical. If faulty inference, the use of weak 
methods of analysis where powerful methods exist, and the prevalence of 
casual, inept, wasteful, and unimaginative quantitative work are the 
sources of Stone’s concern, then immediately it may be noted that 
Knight is view. Also, I should think that Stone would find no 
osition that a solution of these scientific problems © 
of prediction and qùntitative analysis, in so far as they admit of solu- 
tion, leaves the fundamental social problems essentially untouched. The 
real social problems are met prior to the delineation of Stone’s 
“demands of statecraft’—where, with the assistance of whatever posi- 
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tive knowledge that exists, a social consensus presumably has been 
reached regarding ends and modes of cooperation in approaching these 
ends. If all students of society were to commit themselves exclusively 
to problems of prediction, a void would be left that would not be long in 
refilling. Stone himself might be swept in, and while mathematics would 
be, as it is, of crucial value, Knight would maintain that Stone would 
find a use for an essentially different character of knowledge than that 
which can be encompassed by the instrumentalistic-scientific category. 
It would be presumptuous to assert that Stone would hold a different 
view. He might suggest that philosophers and citizens would be greatly 
assisted in solving their problems of value and social consensus if a bet- 
ter “economics” were at hand. But both could hold that there is no line 
that would clearly differentiate between the economic and the philo- 
sophic in a socio-economic problem." 


iil 


But it is of no particular moment what some mortal might hold on 
these matters. The contribution to the discussion is to be found in the 
structure of the argument leading to statements as inferences. If I 
understand Knight’s argument, it is conceivable to me that not only 
would Stone find himself in agreement, but in addition, as a mathema- 
tician he could give a “pure” statement of the controversies that are 
involved in terms of fundamental controversies in the most general field 
of mathematical logic itself. The copestone of Knight’s argument, as I 
see it, has to do with a group of problems that are raised by the para- 
doxes that are found in the general theory of classes and of propositions. 

Before indicating the nature of the logical problem we may give an 
example to ilustrate the bearing of the problem for an economic dis- 


"The meanings of the quotations from Knight all depend upon the context from which 
they are drawn, and especially does this seem to be the case with respect to the first set. 
Restricted meanings are given to “distinctively human or social data,” “social action,” 
“economic behavior.” The association of dictatorship with positive social science has refer- 
ence to an extreme and naive notion of positive social science. Knight—it seems superfluous 
to even mention it—has no quarrel with the common-sense notion of positive social science 
that I should think most of us have in mind. For example, a policy of “neutral money” 
as an ideal would seem to fit into Knight’s framework of ideas on liberal social organi- 
zation. (Cf. Knight’s discussion, “The Business Cycle, Interest, and Money: A Methodo- 
logical Approach,” Review of Economic Statistics, Vol. XXIII, No. 2 [May, 1941], p. 13). 
But the intelligence and methodology involved in a detailed inquiry into the implications 
of the nature of neutral money and into the conditions to be establjsex**for tne possible 
implementation of the policy would seem to be not essentially digfent from that involved 
in, say, much biological inquiry. Real and observable flows wild be traced and quanti- 
tative relations estimated. It is the development and continuols course of the establish- 
ment and re-establishment of social consensus on the details of “right” social organization 
which he excludes as not objectively predictable and not approachable from the point 
of view of “positive science.” 
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cussion, Haavelmo, in his Probability Approach to Econometrics, has a 
most instructive chapter dealing with the degree of permanence of eco- 
nomic laws. Sometimes, it seems, he almost appears to seek a perman- 
ence in economic “laws” that is over and above the permanence that 
characterizes the relations between physical phenomena. That is, physi- 
cal laws in general do not purport to predict, say, the position in space 
of a particular particle at this time next year. The space-time point is 
predicted only under specified and given conditions. Haavelmo knows 
this of course, and this is no criticism of his argument. He seeks to 
render a “law” more general by reducing the number of conditions that 
must be assumed as given. But if an important component of the varia- 
tion observable in human data is traceable to “freely active” human be- 
havior, it means that an important core of conditions must necessarily 
be postulated as given in order to obtain a “prediction” from an eco- 
nomic “law.” Knight emphasizes this “freely active” component in 
human. behavior. He makes no claim to having solved the puzzling phil- 
osophic problem of what is to be regarded as existent and what as 
“active.” His argument depends only on the problem’s reality and not 
upon its solution—except that the practical significance of his argument 
depends upon the relative importance which he assigns to the “active” 
component. l - 

Attention is focused on logical difficulties. For example, it is an 
absurdity to entertain the notion óf a scientist “intelligently” discover- 
ing and formulating a general law of human behavior by which all 
human behavior is predictable and explainable in terms of mechanical 
response. For if the “law” holds, the formulation of the law is mere 
noise and motion and there is no content to the idea of “intelligence” or 
of “discovery.” The scientist’s behavior and “thinking” would be ex- 
plained by the law which “he” discovered. That is, the “law” would be 
a statement referring to itself. Scientists, however, regard themselves as 
reasoning and intelligently searching out a solution, and this behavior 
and action they would not regard as falling within the range of their 
formulated laws. Knight regards a significant, if not large, part of all 
human behavior as being similarly “problem-solving” and outside the 
range of positive scientific law. An all-inclusive system of scientifically 
discovered and formulated relations leaves nothing for the human mind 
to “create”—and the all-inclusive set of relations would constitute a 
definition of-a~ugiversal class including all entities, an exhaustive set of 
somehow existen Wventions, discoveries, ideas. The final formulation 
of the set would corktitute an invention, discovery, or created idea in- 
cluded within the set. Knight implicitly denies the usefulness (or 


° Econometrica, Suppl., Vol. XII (July, 1944), Chap. IT. 
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validity) in thought of the notion of the universal class, and thinks of 
the human mind as being endowed with the faculty of newly creating 
entities that would fall within no class that could possibly be defined 
prior to the existence of the new entities. That is, in his framework of 
thought there is the classic dichotomy: there are the “existent,” but in 
addition there are the freely active agents capable of creating entities 
that have never before existed and initiating change that could not be 
explained in terms of the “existent.” The concepts of social problem 
and of democratic freedom imply such a two-way classification. 

Such problems as these, I have been told, are among those that are 
the most controversial in the field of modern logic. In mathematical 
logic, paradoxes “arise from the consideration of unrestricted variables, 
the universal class, statements that refer to themselves, and classes that 
are members of themselves. It seems clear that a statement that refers 
to itself is not a sensible statement, and so should be excluded from 
discourse. Also, the members of a class must be themselves well- 
determined before the class containing them as members can be speci- 
fied, so that it does not make sense to speak of a class that is a member 
of itself. When any given class of entities is presented for consideration, 
it is thereupon possible to conceive of a new entity not present in the 
given class. This ability of the human mind to create new concepts 
indicates that the concept of a universal class containing all entities is 
not a useful one.” 

The writer of the above goes on to say that in “any particular theory, 
mathematics deals with fixed classes, and the results have been satis- 
factory to most people,” but that many workers in modern logic would 
differ from this common-sense point of view adopted by mathematics. 
The point of view adopted by economic theorists in developing a theo- 
retical model with which to analyze economistic human behavior is 
similarly common-sense in that fixed classes of entities are dealt with— 
given human beings with given motives, preferences, and means for 
achieving ends. But in this case the results to date have been anything 
but satisfactory to the people who seek for scientific knowledge for pre- 
dictive purposes. What I see as the core of Knight’s point may be made 
here. Not only mathematics but also applied sciences in general deal 
with fixed, existent classes of entities. The social sciences are unique in 
that the behavior and change and variation that are to be dealt with 
cannot be included within fixed classes. A significant part of this be- 
havior consists of the active creation of entities re ideas from which 
mathematicians and natural scientists are able tb abstract. The ma- 
terials of these latter consist not of “thinking,” “active” things, and 


*L. M. Graves, Theory of Functions of Real Variables (New York, McGraw-Hill, 
1946), pp. 14-15. 
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stable properties of entities can be either postulated, on the one hand, 
or experimentally established, on the other. The materials of the social 
scientist consist in part of entities actively engaged in the ereation of 
completely new properties of things, including the “active” entities 
themselves. 

It may be that the logicians who object to the common-sense point 
of view of mathematics can resolve the paradoxes in the scientific view 
of human behavior upon which Knight’s arguments are largely based. 
Systems or functions of systems of freely “active” agents may them- 
selves be subject- to restraints and rules of order of a nature now undis- 
closed to intelligence, but from this common-sense point of view, this 
would represent not a resolution of the paradox but a narrowing of the 
realm of “activity.” Or neurologists may establish such a narrowing of 
the range of action that can be regarded as “active” and “deliberative” 
that the practical significance of the paradoxes may be reduced in impor- 
tance. But for the present the points and questions raised by Knight 
seem pertinent for all of our quantitative research that seeks to discover 
uniformities and regularities in social data. His conception of social 
action includes a classification that suggests “materials” in which quasi- 
permanence and uniformity may be more reasonably expected. In this 
sense, it is something of a tentative guide for an outline of quantitative 
economics. It also throws light upon the extent of the crudeness of the 
mathematical models represented by Marshallian or Austrian or Walra- 
sian theoretical economics (in their presently developed forms or in 
the present variants that have veered off from these traditions) when 
used as the basic framework or foundation for positive quantitative 
research in economics. 


IV 


Knight’s argument constitutes, in a sense, a theoretical model itself. 
Viewed in this manner, the argument is more elementary than logically 
simple. It is nearly all axioms and definitions and is largely classifica- 
tory. But there are inferences to be drawn with respect to the organiza- 
tion of economics as a subject field. 

In accordance with what was said above, I believe we could set forth 
as Knight’s essential postulates some form of his rejection, on grounds 
that they lead to paradoxes that render discussion impossible, of the 
universal class of entities and of statements that refer to themselves. 
This rejection ie an implication of an ability of some power 
working through the-human mind to create new ideas, concepts, entities 
that were non-existent prior to a particular “act of thinking” on the part 
of some mind. A “law” that would positively account for “thinking” 
would in fact constitute a definition of a class that is a member of itself. 


r 
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No such “law” can possibly be discovered then if no such class can 
exist. Therefore, there must be some component of human and social 
behavior that is “active” in the,creative sense and that lies outside the 
range of scientific prediction. 

Knight thereupon classifies individual (and social) behavior into 
procedure, which is a manifestation of true “creative activity,” and 
process, which is passive, mechanical, and positive. This classification 
constitutes a definition and may be discussed in somewhat more detail. 

“Activity” is an attribute of a purposive individual, and lies only 
in thinking, deciding, problem-solving. As an illustration, scientific 
research is a manifestation of “activity” or procedure—and “new” 
arrangements of ideas and phenomena are constructed and “new” 
knowledge is brought into: being. This “activity” is not reducible to an 
orderliness that would permit prediction by scientific “law.” By virtue 
of the postulated non-existence of the universal class of entities, no 
“law” can exist that would predict the results of true “activity.” The 
prediction of the sequence of events leading to a problem’s solution is 
itself a solution, and if the predicting “law” exists, the “problem” as 
such does not. If what has been thought of as purposive “activity” is 
later discovered to be reducible to scientific “law,” then this phe- 
nomenon must be lifted from the category of procedure and placed under 
the heading of process. The growth of knowledge of human behavior 
will bring about such reclassification, but there will always remain some 
component of behavior within the category of procedure. - 

All of this constitutes a denial of the existence of the universal class 
and a caution to avoid statements that have the characteristic of self- 
reference or reflexiveness.* Scientists have no conception of a finite 


*Tt will perhaps be naive to logicians or to Knight, but it seems that we may illustrate 
the meaning of Knight’s classification with a quotation from Whitehead and Russell. 
Knight denies meaning to such a statement as “I have discovered a law by which all 
human behavior may be predicted.” The statement involves the assumption of an illegi- 
mate totality. “The principle which enables us to avoid illegitimate totalities may be 
stated as follows: ‘Whatever involves all of a collection must not be one of the collec- 
tion’; or, conversely: ‘If, provided a certain collection had a total, it would have members 
only definable in terms of that total, then the said collection has no total? We shall 
call this the ‘vicious-circle principle,’ because it enables us to avoid the vicious circles 
involved in the assumption of illegitimate totalities. Arguments which are condemned by 
the vicious-circle principle will be called ‘vicious-circle fallacies.’ Such arguments, in 
certain circumstances, may lead to contradictions, but it often happens that the conclusions 
to which they lead are in fact true, though the arguments are fallacious. Take, for ex- 
ample, the law of excluded middle, in the form ‘all propositions are true or false.’ If from 
this law we argue that, because the law of excluded middle is a proposition, therefore 
the law of excluded middle is true or false, we incur a viciousfcircle fallacy. ‘All proposi- 
tions’ must be in some way limited before it becomes a legitimate totality, and any 
limitation which makes it legitimate must make any statement about the totality fall out- 
side the totality. Similarly, the imaginary sceptic, who asserts that he knows nothing, and is 
refuted by being asked if he knows that he knows nothing, has asserted nonsense, and has 
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number of ideas or entities after the discovery of which life becomes 
an unthinking process—that is, a stationary state.® Similarly for the 
social field, Everyman to some extent thinks and “acts,” and the crea- 
tion of new entities generates conflicts of interests that pose social 
problems that are “solved”? when bases of social consensus are estab- 
lished. There can be no conception of a final solution of conflicting indi- 
vidual and group interests after which all life becomes process. 

Human behavior manifests procedure at several different levels. The 
designation of these levels of procedure constitutes an elaboration of 
the original classification. First, problem-solving “activity” is performed 
in connection with individual action on inert objects. The analytical 
abstraction of the purely “economic man” exemplified “activity” at this 
level. Knowledge and the use of knowledge at this level is exclusively 
instrumental. The theoretical model designed to “explain” this behavior 
postulates given motives, or completely known and fixed preference 
functions, and given conditions of transforming economic values. To 
the extent that these entities—motives and transformation conditions— 
are given and quantitatively knowable this component of behavior 
apparently would be theoretically reducible to a conditioned response 
and thus to process. The hypothetical Crusoe would know what he 
wanted and the variety of ways of getting it. An analysis of the charac- 
ter of this type of “knowledge” and the question of its objective exist- 
ence apart from the mind of the “economizer” are matters of high 
epistemology; but they are important matters for economic research 
when we begin to refer to and plan questionnaire campaigns for the 
gathering of such knowledge. However, the theoretical model which 
would reduce this individual economistic behavior to process is limited 
in its applicability by the postulated fixity of motives and of conditions 
of transformation. (“Dynamic” models involve a postulated fixity in 
some form, of course.) If motives are developmental—as Knight 


been fallaciously refuted by an argument which involves a vicious-circle fallacy. In order 
that the sceptic’s assertion may become significant, it is necessary to place some limita- 
tion upon the things of which he is asserting his ignorance, because the things of which 
it is possible to be ignorant form an illegitimate totality. But as soon as a suitable limita- 
tion has been placed by him upon the collection of propositions of which he is asserting 

his ignorance, the proposition that he is ignorant of every member of this collection must 
not itself be one of the collection. Hence any significant scepticism is not open to the 
above form of refutation.” Principia Mathematica (Cambridge 1925), pp. 37-38. 

Now the above appears academic for the present discussion. But the principle is impor- 
tant. Knight’s classification constitutes a limitation upon the totality “all human be- 
havior” in order to make ¥ it a legitimate totality. But the limitation carries an implica- 
tion of human behavior that is not predictable, and the nature of this indeterminate “ac- 
tivity” is studied for the source of the instability of the behavior properties of an eco- 
nomic system. 

® Marking, in some versions, “the limit to the use of capital.” 
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assumes them to be—then “activity” or true problem-solving on the 
part of the individual takes place continuously in “searching” his mind, 
and without complete success, for what he “wants.” Motives today are 
new entities created by the active and developing mind in intelligent and 
de novo reflection upon the experience of former days. They are some- 
thing more than mere functions of yesterday’s experience, they are not 
independent of what are guessed to be the motives of others, and their 
continuous rediscovery is one manifestation of procedure in human be- 
havior. To the extent that this is not the case, or to the extent that there 
is some form of stability or fixity of aggregates of motives, this com- 
ponent of behavior, or derivatives of this behavior, may be conceptually 
accounted for by some discoverable scientific “law.” 

Second, there is problem-solving “activity” in the action of an indi- 
vidual in “using” other individuals or in the interaction between indi- 
viduals. The knowledge used is different, certainly as regards source, 
from that involved in action upon inert objects, but its use is still instru- 
mental. There is an important difference that coercion and persuasion 
are involved, these concepts having no meaning where only inert objects 
are being acted upon. 

At Knight’s third level, the “activity” is such that true socio-economic 
problems arise, and traditional theoretical economics has developed 
primarily in the discussion of these problems. At this level there is joint 
or cooperative action between individuals for purely individual ends—a 
grouping of individuals into an organization, in the interest of enhanced 
individual productive efficiency, and a sharing of the end product. If the 
parties are in free agreement regarding the terms of the relationship, 
this joint action involves neither coercion nor conflict—by definition of 
these latter notions. Joint action without coercion implies individualis- 
tic economic organization, and it is fair to say that theoretical economics 
has been developed mainly as a theory of economic organization. 

Organization for group action involves the problem of establishing 
agreement on the terms of cooperation. Orthodox economic theory pur- 
ports to establish the possibility of economic organization where there is 
individual freedom in the use of one’s resources. Price and production 
theory (that is, value and distribution theory) takes on the character 
of a set of propositions purporting to lead to an existence theorem. His- 
torically, orthodox theory has had a strong element of propaganda about 
it. It provides a rationale for a social consensus regarding agreeable 
terms of cooperation, specifically with respect to the sharing of the joint 
output; and, moreover, it has played a prime pait in the discussion of 
alternative modes of social organization. A mathematical or quasi- 
mathematical model is constructed. Certain human behavior character- 
istics are postulated. An economizing propensity in man is postulated 
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and this propensity is quantified in terms of a maximizing operation.” 
Fixed individual preferences are specified, fixed quantities of “means” 
are assumed along with the distribution of ownership (or possibly these 
quantities are specified as “fixed” in accordance with some “law” of 
change), and conditions of transformation of commodities are postu- 
lated. The postulates and the definitions lead to propositions that 
specify the properties of the theoretical model. 

The logically derived propositions are theories that “prove” nothing 
- about actual events. But if they are in sufficient agreement with what we 
think we see in “real” events, the theoretical model may be put to` 
cautious use for conditional prediction. As it has been used in part, it is 
regarded as stating the conditions of “good” economic organization. It 
states: this situation is possible, or this will happen, if these statements 
are true and if these conditions are agreed upon. Finding a basis for 
agreement (where of course persuasion and coercion are absent) is the 
social problem, and the “activity” involved in reaching agreement is 
the procedure which is not subject to scientific prediction. The model, 
having realistic properties, constitutes scientific knowledge and de- 
scribes the conditions of “action.” It does not describe “action” itself. 
The solution of a problem of social consensus is a discovery of “truth.” 
Theoretical economics is an instrument in its continual discov- 
ery and rediscovery. Like the microscope or telescope, it is not the 
“truth” itself, and its use will not yield a prediction of the sequence of 
discovery, if true “discovery” or “activity” is involved. 

Knight’s fourth level has reference to “social action” carried out 
by a human group as a unit and directed to a group end. Social action 
is the “activity” of reaching a group decision regarding what are pre- 
sumed to be permanent changes in existing law, for example, the rules of 
the economic game. “Pure” social action is discussion, a search for a 
meeting ground for minds, and “social” problem, again, has reference to 
the problem of rational consensus rather than to control in the scientific 
sense. Political discussion concentrates upon the problem of what the 
law “ought” to be. “Both intellectual and political discussion are 
developmental. They look to cumulative growth and improvement, the 
one in a corpus of established knowledge, the other in a corpus of law 
(p. 217)... . Social action always looks forward to new institutional 


Knight has discussed the unreality of this assumption and has emphasized that eco- 
nomic motivation is not so much to economize as to conform, or to diverge, or to lead, 
etc. Von Neumann and Morgenstern are also critical of this quantification in terms, of a 
maximizing operation. If the motive is not so much to economize as it is to “win,” the 
operations are no longer in terms of the simple maxima and minima of traditional theory, 
and the theoretical results are different—except apparently in the limit as the number of 
participating “active” agents increases indefinitely. 
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patterns and to culture change and to related changes in the nature of 
individuals who make up the group” (p. 240). 

Thus, in Knight’s classification, a component of man’s behavior is 
free and problem-solving, and the behavior events in this category are 
ultimately indeterminate. The human being solves problems at a simple 
economistic level in the sense of using means to realize ends. To some 
extent this behavior is describable in terms of science, but not exhaus- 
tively. Scientific description consists only of a crude model relating to 
motives assumed to be given. But in Knight’s view these motives are 
developmental rather than fixed and are not known even to the individ- 
ual himself. In addition to being actively economistic, man is a problem- 
solving entity at a higher level of critical deliberation about ends or 
values themselves: he is interested in changing not only the conditions 
under which he lives but also his own living self. ) 


V 


On the other hand, this problem-solving, indeterminate, “activity” 
component of human behavior is superposed upon a mass of non-delib- 
erative, largely unconscious behavior which is discussed under the head- 
ing of process. Process is passive, mechanical, and positive. It is persist- 
ence and change in accordance with cause and effect or some rule of 
order. The great bulk of the phenomena of human behavior is assigned 
to this category, social life to only a limited extent being regarded as 
motivated or based upon conscious individual interests. These behavior 
forms are perpetuated by processes which sociologists call “imitation” 
or “acculturation” instead of by biological inheritance. Human behavior, 
being largely institutional and non-deliberative in character and un- 
conscious and mechanical in the main, results in human societies having 
tangible form and type characterietics, and interesting comparisons may 
be made with the behavior forms within animal or insect societies. The 
mechanism of the continuity of form and type observable in human 
population systems, however, is different from that of insect societies 
in that apparently in man the “instincts have become attenuated to 
vague urges or drives, in which the emotion is the only aspect that is 
... specific” (p. 211). Behavior, both stimulus and response, is given 
specific content by experience and social suggestion. But, nonetheless, 
institutional behavior is theoretically reducible to a mechanism of con- 
ditioned response, in contrast with “activity.” This part of social life 
is not different in principle from the organized life of termites based on 
something called instinct. ‘ 

This behavior, being not a manifestation of intelligent activity, is 
subject to positive scientific methods of study, although questions 
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remain regarding the applicability of such resulting knowledge-—that is, 
the projectibility in time of this knowledge—after the phenomena have 
been raised to the level of consciousness. Habit or mechanical behavior 
forms raised to consciousness either may or may not be subject to delib- 
erate or “active” decision. But the implication of Knight’s discussion is 
that, while this large component of human beliavior may be studied 
scientifically and while effective scientific procedure more generally 
involves a theoretical model or some system of hypotheses in various 
stages of formulation in the mind of the investigator, the traditional 
economistic model of theoretical economics may not be relevant at all 
for the study of the material to be dealt with. Knight’s classification 
implies that no law can exist that would reduce ‘“‘economistic” behavior 
to predictable order in that this behavior is “active” and in that mo- 
tives and preferences are developmental. From an instrumental point 
of view, the traditional model is useful for conditional prediction, but 
of a severely restricted sort. The bulk of the behavior that may be 
looked upon as positive or objective is not motivated individualistic be- 
havior, and a model based upon postulated and fixed individual motives 
has little or nothing to contribute to the study of much of the uni- 
formities to be discovered among human population phenomena that 
are relevant for discussion of economic problems. 


VI 


There is a point of some interest to the modern history of economic 
doctrines that may be discussed with the above section in mind, and 
there is possibly a justification for a digression at this stage. While 
there are all manner of classifications that may be made, the writings 
of Knight would be classed in general among those of the deductive 
schools of economics: the Marshallians, the Walrasians, the Austrians 
and Wicksellians. A school of statistical economics“ has sprung from 
this tradition, and “econometricians” have for some time been engaged 
in the statistical estimation of systems of demand, supply, and other 
relations formulated in Marshallian and Walrasian economics. This 
work is conceived of as being of the nature of a refinement, extension, 
and quantitative expression of neo-classical economics, and it is in good 
color within the tradition; for it appears to have been the rule rather 
than the exception for economists of the classical school to look upon 
the ability to quantitatively predict responses of given economic vari- 
ables resulting from known changes in other given factors as the ulti- 
mate objective of the development of their science. Rough-and-ready 

" Classical theoretical economics has drawn heavily for concepts upon classical me- 


chanics, but the word “statistical” in statistical economics carries an entirely different 
connotation from the same word in statistical mechanics. 
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(and more or less casual) calculations demonstrating an alleged predic- 
tive value of certain theoretical formulations are found in almost all 
treatises on economic theory, and econometricians who profess an 
affinity with the classical tradition have made a point of giving refer- 
ences to passages in the work of the older writers such as Marshall, 
Pareto, Jevons, and the like in which this goal is expressed explicitly. 
Knight, however, stands out against this conception of the rôle and 
prospective development of traditional theoretical economics. As indi- 
cated above, this latter is not a social analogue for Newtonian me- 
chanics, the knowledge represented being fundamentally different from 
the knowledge of relations between inert entities. The characteristically 
social and human problems are problems of freely. establishing bases 
of agreement on the conditions of social organization, and the use of 
economic theory is instrumental in the discussion of the conditions 
under which an economic problem is to be solved. It purports to de- 
scribe the results of economistic behavior under conditions that are 
fixed by postulate. As a basis for the discovery of predictive laws, as 
Newtonian mechanics, for example, is a basis for the derivation of 
differential equations describing the expected behavior of certain 
physical phenomena, it is fundamentally limited in that economistic 
behavior is “active” and developmental and not of the nature of phe- 
nomena that are subject to cause-and-effect explanation. The component 
of behavior that is positive is not motivated, and a model based upon 
conscious motivation is not particularly relevant in the scientific search 
for “explanations.” The “social” analogue for Newtonian mechanics 
has yet to be developed, and perhaps it is biology that has the more 
cogent analogues anyway. 
Institutionalism, following from or through the writings of Veblen, 
emphasize this component of behavior that is positive and based upon 
non-deliberative, habitual behavior forms. Knight is critical of institu- 
tionalism, as a school of thought and as a social science to take the place 
of traditional economics, primarily, I think, because of its extreme 
positivism. Institutionalism does not touch upon what Knight regards 
as the distinctively “social” problems—the problems raised in the 
“active” seeking for grounds of agreement and consensus. It has had 
‘a bias toward the development of instrumental knowledge for control 
purposes, the objectives being more or less taken for granted. Agree- 
ment on objectives, however, presents the real social problems, and 
traditional economics has developed to facilitate and improve the 
quality of social discussion. Knight, a traditional and deductive econo- 
mist, is critical of institutionalism for its incomplete conception of the 
nature of a “social” problem, but at the same time he is as critical as 
the institutionalists are of the “scientism” and methods of the econome- 
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tricians who base their work on the traditional economistic model. It 
may be of some interest to note that Veblen’s criticism of traditional 
economic theory as a framework of reference for the development of a 
positive social science seems to have, at least superficially, a good bit 
in common with Knight’s point of view.” The following is a collection 
of Veblen’s expressions, with very minor alterations to fit them to- 
gether, taken from two of his essays written about a half-century ago.” 


As a genetic account of the economic life process, marginal utility 
economics fails primarily because the human material with which the 
inquiry is concerned is conceived in terms of a passive and substantially 
inert and given human nature. The hedonistic conception of man is that 
of a lightning calculator of pleasures and pains, who oscillates like a 
homogeneous globule of desire of happiness under the impulse of stimuli 
that shift him about the area, but leave him intact. He has neither ante- 
cedent nor consequent. He is an isolated, definitive human datum, in 
stable equilibrium except for the buffets of the impinging forces that 
displace him in one direction or another. When the force of the impact is 
spent, he comes to rest, a self-contained globule of desire as before. 
Spiritually, the hedonistic man is not a prime mover. He is not the seat 
of a process of living. 


Modern psychology and anthropology give a different account of human 
nature. It is characteristic of man to do something, not simply to suffer 
pleasures and pains through the impacts of suitable forces, He is not 
simply a bundle of desires to be saturated, but rather a coherent structure 
of propensities and habits which seeks realization and expression in 
unfolding activity. Human activity, and economic activity among the 
rest, is not something incidental to a process of saturating human desires. 
The activity is itself the substantial fact of the process. 


The infirmity of the “traditional” theoretical scheme, as a positive 
scientific model to account for economic process, lies in its postulates, 
which confine the inquiry to generalizations of the teleological or “de- 
ductive” order. The central tenet is that of the hedonistic calculus. 
‘Human conduct is conceived of and interpreted as a rational and un- 
prejudiced response to the stimulus of anticipated gain or loss. The 
conduct that is accounted for is guided by deliberate and exhaustively 
intelligent choice—-wise adaptation to the demands of the main chance. 
The cultural elements involved in the theoretical scheme, elements that 
are of the nature of institutions, are not subject to inquiry but are taken 


2 Knight would not agree that their respective positions have much in common. The two 
men undoubtedly understood quite differently the senses in which human nature is re- 
garded as “active.” 

° The Place of Science in Modern Civilization and Other Essays (New York, 1919), 
“Economics and Evolution,” p. 73 et seq., and “The Limitations of Marginal Utility,” 
p. 234 et seg. 
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for granted as pre-existing in a finished, typical form and as making up 
a normal and definitive situation. 


The distinctive character given to this system of theory by these 
postulates—(a) a certain institutional system and (b) the hedonistic 
calculus—may be summed up broadly and concisely in saying that the 
theory is confined to the ground of sufficient reason Instead of pro- 
ceeding on the ground of efficient cause. The contrary is true of modern 
science, generally (except mathematics), particularly of such sciences as 
have to do with the phenomena of life and growth. 


The resulting economic theory is of a teleological character. Current 
phenomena are dealt with as conditioned by their future consequences. 
Such a relation of control or guidance between the future and the present 
involves an exercise of intelligence, a taking thought, and hence an in- 
telligent agent through whose discriminating forethought the apprehended 
future may effect the current course of events. The relation of sufficient 
reason runs only from the apprehended future into the present, and it is 
solely of an intellectual, subjective, personal, teleological character and 
force; while the relation of cause and effect runs only in the contrary 
direction, and it is solely of an objective, impersonal, materialistic 
character and force. 


Now it happens that the relations of sufficient reason enter very sub- 
stantially into human conduct. Human conduct is distinguished from 
other natural phenomena by the human faculty for taking thought, and 
any science that has to do with human conduct must face the patent 
fact that details of such conduct fall into the teleological form; but it is 
the peculiarity of the hedonistic economics that by force of its postulates 
its attention is confined to this teleological bearing of conduct alone. 


Evidently an economic inquiry which occupies itself exclusively with 
the movements of this consistent, elemental human nature under given, 
stable institutional conditions can reach statical results alone since it 
makes abstraction from those elements that make for anything but a 
statical result. On the other hand an adequate theory of economic con- 
duct, even for statical purposes, cannot be drawn in terms of the in- 
dividual simply, since the response that goes to make up human conduct 
takes place under institutional norms. The situation that provokes and 
inhibits action in any given case is itself in great part of institutional, 
cultural derivation. Then, too, the phenomena of human life occur only 
as phenomena of the life of a group or community. The wants and de- 
sires, the end and aim, the ways and means, the amplitude and drift of 
the individual’s conduct are functions of an institutional variable that is 
of a highly complex and wholly unstable character. 


Within these statements are to be found suggestions of Knight’s 
classification of human behavior and social phenomena into “active” 
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procedure on the one hand and objective process on the other. There is, 
however, a difference in the conceptions of “active” behavior, and a 
distinct difference in the ethical implications drawn. Knight’s emphasis 
is upon the philosophical or ethical problems raised by the “active” 
component of behavior in its impact upon matters of social organiza- 
tion that are subject to conscious deliberation. Veblen’s emphasis is 
upon, the instrumental knowledge of non-deliberative, unconscious 
process. He would seem to deny the efficacy or even reality of con- 
scious deliberation of a people in their choosing among modes of social 
organization, and his was a formulation of “scientism’’ incurring the 
vicious circle fallacy mentioned above. But the writings of each would 
appear to imply that the search, in so far is it purports to be scientific, 
should be for rules of order and uniformities in space and time that are 
either absolutely invariant with respect to individual thought processes 
or that are subject to deliberate policy change if discovered and made 
known to society as a group. 


VIL 


This, then, is the simple peace that statistical economists may make 
with the methodological writings of Knight. Quantitative economics 
seeks not the solutions of social problems. Rather, it is a field of study 
of the behavior properties of population systems—and more specific- 
ally, population systems arising from the economic life of human be- 
ings. Any knowledge that may come from such a pursuit represents a 
description of conditions within which solutions of social problems must 
be sought. A field of study that concentrates upon these objective forms 
and configurations of economic quantities and attributes is not political 
economy in Knight’s sense, but is ancillary to that study. Neither does 
such a study imply the idea of social engineering or social technology, 
a notion that simply sets Professor Knight on fire. Just as genetics, the 
science of biological variation, is not eugenics, a science of economic 
variation may be set clearly apart from the subject of political 
economy. 


NOTES ON THE DOLLAR SHORTAGE 


By WOLFGANG STOLPER* 


I. The Dollar Shortage 


The dollar shortage is a poor term for the universal disequilibrium 
in the international balances of payments. It suggests that the dis- 
equilibrium could be remedied through increased purchases by the 
United States without any, or any substantial, action by foreign coun- 
tries. 

But no matter how one feels about the particular appellation, the 
fact remains that at present incomes and exchange rates, and with 
present tastes and technologies, the demand by foreigners for U.S. 
dollars exceeds the supply. Current discussions of this “excess” seem 
to imply two interpretations: it may be that foreign countries, particu- 
larly those who have suffered greatly from the war, wish to reach their 
prewar standard of living. Or it may be that foreign countries wish 
(subconsciously or consciously) to maintain about the same ratio in 
their standard of living to that of the United States as existed before 
the war. The first goal has probably been achieved, with the major 
exceptions of Germany and Italy, in the nations of Northern and West- 
ern Europe. The second seems implicit in much of the discussion which 
stresses the enormous increase in the productivity of the American 
economy compared to European achievements. 

These two “definitions” of the dollar shortage may sound cynical, 
but they are not meant as such. They may account for the persistence 
with which European nations attempt to live and invest beyond their 
means—for this is what the dollar shortage amounts to—as well as the 
sympathy with which their desire to do so has met in the United States.* 

* The author, associate professor of economics at the University of Michigan, expresses 
thanks for suggestions from Professors R. A. Musgrave and P. A. Samuelson, who read an 
earlier draft of this paper. 

*Cf., for example: “The transitional stage is to -see the rehabilitation of Europe’s pro- 
ductive power, the overtaking of the arrears of growth not merely of the war years, but 
of the preceding nine years, during which development was interrupted by depression 
and political insecurity. The task of the transitional years 1946-51 must be conceived, not 
as that of restoring Europe to what it was in 1929, but as that of accomplishing in six 
years all the progress and change appropriate to the long interval of twenty-two years.” 
R. G. Hawtrey, Western European Union-—Implications for the United Kingdom (Royal 
Institute of International Affairs, 1949), p. 66. Mr. Hawtrey has not, of course, linked this 


particular passage with a definition of the dollar shortage. But he speaks a few pages 
before of “an adverse balance caused by a capital deficiency” (p. 55ff). 
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Certainly, the effectiveness of remedies proposed will differ greatly 
according to the standard of living which will be permanently accept- 
able to the European nations. 


II. Full Employment is Not Enough 


The time has passed in which economists believed that the problem 
of the dollar shortage could be solved “merely” by assuring a correct 
employment policy in all nations. Foreign trade multiplier analysis 
along the lines of Machlup and Metzler should have indicated that 
result.’ 

What might be called “orthodox” foreign trade multiplier analysis 
proceeds on a number of assumptions, of which only the following are 
relevant to the subsequent argument. The exchange rate between 
countries as well as prices within countries are held constant. Income 
in each country consists of consumption of domestic goods, investments 
of domestic goods and exports; or, alternatively, of total investments, 
total consumption, and the export surplus. Currencies are convertible." 

Under these assumptions all changes in any one of the components 
of income are made to depend only on previous changes in incomes. 
Most important for the present purpose, the exchange rates are held 
constant not by exchange controls and import restrictions, but by gold. 
flows and equilibrating short-term capital movements. 

If, under these assumptions, individual countries start full employ- 
ment policies, they will reach full employment, but only accidentally 
will they balance their international accounts at constant exchange 
rates. For this to happen, Machlup has shown that their marginal 
propensities to import would have to be inversely proportional to their 
changes in incomes. This is, of course, too restrictive an assumption 
to be useful or interesting. 

Expressed alternatively, among the factors whose supply must be 
infinitely elastic, must be the currency of the “surplus” country; that 
is, all currencies must be freely convertible. ( 

Two conclusions can immediately be drawn from this discussion. 
First, even with full convertibility of currencies, the balances of pay- 
ments will normally show disequilibria even if all countries reach full 


*¥. Machlup, International Trade and the National Income Multiplier (Philadelphia, 
1943); Lloyd A. Metzler, “Underemployment Equilibrium in International Trade,” Econ- 
ometrica, 1942, and “The Transfer Problem Re-Considered,” Journal of Political Economy, 
1942. Reprinted in Readings in the Theory of International Trade (Philadelphia, Blakiston, 
1949), 

*This has, of course, always been recognized. In addition to the authors mentioned 
in footnote 2, Mr. William A. Salant’s brilliant “Foreign Trade Policy in the Business 
Cycle” (reprinted in Readings in the Theory of International Trade) should also specifi- 
cally be mentioned. 
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employment. It can, on the other hand, be shown that with sufficiently 
elastic international demands the international accounts can be bal- 
anced if the condition of a fixed exchange rate is relaxed.’ 

secondly, however, the convertibility of currencies is assumed under 
conditions under which it cannot possibly exist. That is, independent full 
employment policies must normally lead to balance-of-payments trouble 
if the exchange rates are held constant, and a fortiori if they are held 
constant at a “wrong” level. The equilibrium reached in the process 
of the Machlup-Metzler analysis cannot be reached in reality because 
the foreign exchange will not be available to pay for the required im- 
ports. 

If the problem a country is faced with consists simply of providing 
sufficient “offsets” to savings, it still may reach a full employment 
equilibrium at home while limiting its imports by exchange controls 
and import licenses. But, as discussed in Section IV below, for many 
countries offsets to savings are not the problem. And even where full 
employment can be reached with the licensing of imports, it can be 
reached only with a reduction in the standard of living. 

Since currencies are freely interchangeable only under certain con- 
ditions, and since the only practical way with which imports can be 
bought is by exports, it follows that imports and exports depend on 
each other as well as on incomes. Normally, either fluctuating exchange 
rates of stable exchange rates coupled with the appropriate domestic 
monetary and fiscal policies will make sure that this dependence is 
realized." 

II. Suppressed Disequilibrium 


If the assumption of orthodox foreign trade multiplier analysis were 
given, the balances of payments would be equilibrated only by gold 
and/or short-term capital movements. In reality, however, the deficit 
countries cannot import as much as they would like to with their in- 
comes. Their imports are, in fact, limited to the amount of foreign 
exchange available to them. In practice this means that they can import 
only as much as they can export plus such amounts as are given to 
them through ERP, Greece-Turkey aid, British loan, etc. 


“I hope to show this in detail in a forthcoming article. 


*Thus Salant states explicitly under the heading “Other Links between Exports and 
Imports”: 

“1. In gold standard countries, gold flows may cause interest rate changes which alter 
both incomes and relative prices and costs of domestic and foreign goods. 

“2. In paper standard countries, movements of the exchange rate may alter relative 
prices and costs of domestic and foreign goods. 

“3. In exchange control countries, the entire balance of payments and therefore the 
relation of exports to imports is directly subject to administrative determination .. .” 
(op. cit., p. 206). 
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In short, the full “Keynesian” imports cannot be realized because the 
general conditions of currency convertibility are not given. It seems 
best to describe this as a situation in which the spending functions of 
foreign countries are artificially depressed.’ 

The present situation is one of suppressed disequilibrium. If the 
United States were to increase her imports, this would lead undoubtedly, 
as Mr. Kindleberger has insisted, to an equal increase in American 
exports, other things (particularly dollars made available through gifts 
and capital movements) being equal. 

In Keynesian terms, this amounts to an upward shifting of the spend- 
ing functions, which were depressed by exchange controls, etc. This 
seems to me the essence of the argument of Mr. Kindleberger and it 
seems to me irrefutable; it has nothing to do with instabilities of any 
kind.’ The marginal propensities to import are not involved, and the 
question of overcompensation does not arise. The argument depends 
only on the fact that at present foreign countries cannot realize the 
full amount of the “Keynesian” imports which depend only on their 
incomes. i 

It is clear that such upward shifts nevertheless represent a move- 
ment towards equilibrium in the balances of payments as the term is 
usually understood. This need be seen in reality, however, only in a 
liberalization of exchange and import restriction, but neither by a fall 
of American exports relative to American imports, nor by a change 
in the international reserves held in various countries. 

It should, perhaps, be pointed out that the supposition that the 
spending functions are artificially depressed, though a special one, is 
nevertheless an assumption which necessarily follows from “orthodox” 
foreign trade multiplier analysis. It is due to the fact that currency 
convertibility canot legitimately be assumed when the analysis shows 
that its conditions cannot normally be given.’ 


Tt is, of course, likely that there will be some substitution of less preferred domestic 
goods for more preferred by unobtainable foreign goods. But this substitution cannot 
be perfect, particularly when full employment has been reached. 


*See his controversies, especially -Am.- Econ. Rev., Vol. XXXIX, No. 5 (Sept., 1949), 
p. 975. Obviously the argument presented does not say that an increase in American im- 
ports will raise American exports by more. The argument also implies that exchange 
control does more than merely control capital flight. If exchange control merely controls 
capital flight it could not be argued, of course, that it depressed the spending function. 


2 Cf. the following item from the New York Times of October 26, 1949, p. 45, which 
illustrates both the diversion of trade to be expected by the general currency realignment 
which will be discussed below, sec. VI, as well as the dependence of American exports on 
American imports: “Latin American markets of the United States will be affected to some 
extent as prices in terms of sterling are made more attractive, but the amount of dol- 
lars available to South America is the main yardstick.” 
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IV. An Import Multiplier 


The basic fact remains that imports have to be paid for in money 
which a country cannot create itself but has to earn. This is the funda- 
mental reason why imports and exports depend upon each other, and 
not simply upon incomes.’ In addition, the emphasis on offsets to savings 
which leads to imports being considered either to be a leakage or at best, 
as with Metzler, to be neutral in their income and employment effects, 
tends to obscure the fact that this has ceased to be the main problem 
for most European countries. Before turning to the concrete problems 
of postwar Europe, it may be useful to give a brief statement of the 
theoretical considerations involved. Exports being given, imports may 
have the following effects: 

1. a. They may be a leakage, leading to expenditures abroad which 
would otherwise have been made at home. In this case they are a de- 
flationary influence in the Keynesian sense, as analyzed by Machlup 
and Metzler, and they will reduce employment and possibly the level 
of prices. 

b. They may be neutral on the importing country’s income, if they 
are made out of income which would otherwise have been saved. This 
has been analyzed by Metzler. The indirect effects via increased exports 
induced by the increased foreign income are, nevertheless, stimulat- 
ing? 

2. a. If imported resources which are technologically necessary in 
varying degrees for domestic production become available in larger 
amounts, production will become more efficient, and domestic labour 
more productive. This will raise domestic real income. In the extreme 
case, where domestic and foreign resources must be combined in fixed 
proportions (or within a very limited range of proportions), there can 
be no rise of real income without increased imports. 

b. This is also true, though to a lesser degree, when substitution 
of domestic for foreign resources is possible only at sharply increasing 
cost, z.¢., with a substantial loss of efficiency. In both cases, if there 
is a rise in money expenditures for whatever reason, the effect will be 
only (in case 2a) or chiefly (in case 2b) a price rise. There need be no 


° Mr. Salant puts a closely related point as follows: “But the export-income-import 
sequence is not the only line of connection between exports and imports. If it were, 
foreign investment or disinvestment in the form of gold or capital movements would 
have to take place freely to cover any surplus or deficit that might arise, and this gold 
or capital movement could not independently affect exports or imports.” (Od. cit., p. 205. 
Then follows the list given above, footnote 5.) While the point to be stressed in this and 
the following sections is related to Mr. Salant’s point, it is not identical with it. 


*T have argued this in “The Volume of Foreign Trade and the Level of Income,” 
Quart. Jour. Econ., Vol. LXI, No. 2 (Feb., 1947), pp. 285-310. 
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increase in employment. In this case, the availability of imports is a 
limiting factor to domestic expansion. 

3. If imports become available, this may lead to increased domestic 
expenditures. The efficiency of investment schedule may be shifted up- 
wards. Essential foreign resources become available and this increases 
the profitability, and hence the level, of domestic investment.”* In this 
case, imports by inducing domestic investment clearly have an expan- 
sionary effect of their own. 

Thus, while imports may tend to lower income by diverting demand 
from domestic to foreign goods (points la and b) they will tend to 
raise domestic productivity (points 2a and b) and induce domestic in- 
vestment (point 3). This section investigates points 2 and 3 which seem 
of special importance to postwar Europe. 

For most economies, production depends technologically upon cer- 
tain imports which in turn can be paid for only by exports. Even if 
imports and exports increase together and are at all times balanced, 
this technological interdependence of domestic production upon imports 
will nevertheless raise incomes and employment in most cases, and 
certainly real incomes in all. The necessity for the latter qualifications 
will become clear at the end of this section. 

Suppose we deal with a country such as Italy, the resources of which 
other than labor are meagre,” but which could produce finished prod- 
ucts if it could import sufficient capital in the form both of food stuffs, 
and of raw materials and semi-finished goods. We can now set up the 
following highly simplified case, which, nevertheless, seems to depict 
accurately a large slice of reality. 

Let income Y consist, as is usual, of consumption of domestic goods 
C, investment I. We omit even exports E. But suppose we now con- 
sider the zwput relations. In the simplest possible case consumption 
requires only domestic resources. But suppose investment requires both 
domestic resources, say labor, and imported resources, say coal, cotton, 
steel. 

In this case we can write: 


Y=C (d) +I (md) 


where d symbolizes domestic, and m foreign resources. If all currencies 
are freely convertible, income Y reached with any given investment 


“ This is different from Salant’s point which stresses a previous fall in the rates of 
interest. But it is, of course, quite consistent with it. There is no reason why both should 
not happen, 

* This argument is easily adapted to the importation of skilled labour, technicians, or 
“know-how.” 
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stream evidently would be AY == kAI, where k is the usual domestic 
multiplier.” 

But if convertibility of currencies is mot given, then the necessary 
imports will not be forthcoming, and, therefore, investments cannot be 
undertaken at all, or only to a smaller degree. It follows that under 
these conditions we get something like an import multiplier which is 
independent of and possibly even cumulative to the usual export 
multiplier. 

Even though consumption could be increased by the employment of 
domestic resources, investment could not, or could be increased only 
less than with imports. This argument depends only on the techno- 
logical dependence of investments on certain imported goods. 

It may be immediately admitted that a sufficient amount of spending 
at home could lead to an increase in employment, but only at the cost 
of a fall in the standard of living. Suppose we take the case of a country 
like Italy. Its consumption in fact depends also on imports, but its in- 
vestment cannot be carried foward to any extent without imports of 
cotton, coal, steel, wool, wheat, etc. Suppose we have a large amount 
of unemployment. 

If the government of Italy were to print money, there is no guarantee 
or even likelihood that employment would increase. The chances are 
that, without directed consumption, prices would simply rise. The 
chance that unemployed Apulian workers would use the extra income 
to see Venice and fill up hotels formerly frequented by Americans are 
slim, to say the least, unless some “Strength through Joy” organization 
forces them to do so. 

Professor Bresciani-Turroni has therefore argued correctly in my 
opinion that a restrictive credit policy in Italy is not the cause of the 
unemployment.** An inflationary policy would, rather, make matters 


In the normal Keynesian case Y = C (d) + I (d). Then the increase in income 


dC ôI ôC ôI , 
A Y = — A C -+ — A I But —— and — which are the portion of the increase of 
ôd ôd ôd ôd 


consumption and investment due to the employment of domestic resources are each unity, 
since no other than domestic resources enter the picture. Hence A Y = A C -+AlIandAY 
z= k A I, In our variation Y == C (d) + I (m,d). Then the increase in income A Y = 
ôC sI él ôC ôI òl 

—— A C -+ — A I -++ — ATI. While —— is unity as before, -— is not. If — AI can be 
ôd ôd dm ôd ôd ôd 

undertaken even if no imports came in, but no more, the import restriction will serve to 
reduce income. If domestic resources can be substituted for imported ones without loss in 


efficiency, income will be as big as before. But if a A I cannot be undertaken without 


imports, income cannot rise. The usual Keynesian multiplier gives in this case a limit, to 
which income will risd if the supply of all resources, including imports, are infinitely elastic. 


In Review of the Economic Conditions in Italy, May, 1949. 
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worse, via a deterioration of the balance-of-payments situation. 

The implication, though obvious, is fairly startling. If a country’s 
investments (and indirectly its domestic employment) depend on get- 
ting complementary imported factors it cannot practically achieve full 
employment through spending its way out of unemployment, unless it 
regiments its consumption and thus accepts a low standard of living.” 

On the contrary, a deflationary policy, through improving the 
balance-of-payments situation, may improve both employment and the 
standard of living. For the essential problem is.not one of offsets to 
savings, but of a capital shortage and of capital imports. 

The remedy “Print enough money, hand it out to the people and 
they will be only too happy to raise their average propensity to con- 
sume and collectively lift themselves by their own bootstraps,’’* might 
work in a country like the United States. 

If it is inquired, “Why does it not work elsewhere?,’’ I think it will 
be found that this is due to the technical dependence of production 
and employment on imports and the inability to pay for these im- 
ports except by exports, 7.e., the interdependence of imports and ex- 
ports. 

It might be added that imperfect mobility of factors of production 
within a country is, in many instances, simply another case of the tech- 
nical dependence of (efficient) production upon imports. But this point 
need not be further developed in this context. 

In the symbolic formulation given above—it can hardly be dignified 
by the name of mathematical formulation—exports have deliberately 
been omitted. For it is irrelevant for both the income and the employ- 
ment effects of imports, whether the imports are paid for by the 
exports of goods and services, by the exports of 1.0.U.’s or whether they 
are received as gifts. Nor is it relevant that, from a welfare standpoint, 
it is imports rather than exports which are desirable. The argument 


* Essentially the same problem is met with in under-developed countries, The problem 
in their case is how to divert enough factors from whatever they are doing in order 
to form the necessary capital. In fact, these under-developed countries do not, probably, 
have as much “disguised unemployment” as one is tempted to believe. What is disguised 
unemployment and what is simply poverty depends on the social structure of the country. 
In the Italian case (and in all similar cases), it would take a social revolution to make 
people accept that they are not unemployed when they become domestic servants, etc., in 
a rich man’s household and rake leaves. In India (and all similar cases) it takes a 
social revolution to make people raking leaves actually disguisedly unemployed. 

It is with this point in mind that the alternative definitions of the dollar shortage, as 
implying a certain standard of living, have been given. 


1 G. Haberler, “The Foreign Trade Multiplier,’ comment on J. J. Polak’s article, 
Am. Econ. Rev, Vol. XXXVII, No. 5 (Dec., 1947), pp. 898-906. There is, of course, 
general agreement with Haberler’s conclusion that “this cure cannot be recommended 
to those countries that have been hit by the interruption of international trade” (ibid., 
p. 906). 
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has depended only on technological input relationships. 

~ I proceed now to construct a case in which the usual foreign trade 
multiplier effect is superimposed on what was termed the import multi- 
plier effect. Suppose we have a country such as Italy (or Denmark, or 
Norway, or Switzerland) which has a skilled population but not the 
resources to employ them efficiently or feed them sufficiently without 
imports. Without imports the population either has to accept a per- 
manently lower standard of living or unemployment. 

Now let cotton be imported as a gift under ERP. This will enable 
increased employment in cotton goods industries, with secondary reper- 
cussions in other industries not technologically dependent upon im- 
ports. To the extent to which cotton goods are consumers goods, the 
standard of living will rise as well as employment. To the extent that 
cotton goods are exported, further imports with their repercussions 
become possible. All repercussions become, of course, progressively 
weaker. 

Suppose the chief export good consists of landscape and sardines. 
Ii Americans visit Venice, this certainly will now increase employment 
and income in the usually described manner. If American tourists take 
the place of the Marshall gift, we clearly get an increase in employ- 
ment, once because domestic investment depends on imports, and a 
second time because additional unemployed are absorbed in the hotel 
industry. There may be (progressively weaker) tertiary repercussions 
on consumption and imports as employment rises both in the cotton 
goods and automobile industries, as well as in the hotel industry. 

As far as I can see, the employment created by imports is additional 
to that created by exports. A balanced increase in imports and exports 
would thus be even more effective than simply an increase in imports. 
No double counting is involved. The one relation is a technological one, 
the other is the usual Keynesian relation. 

What are the implications for the dollar shortage? As long as imports 
have to be paid for they will be linked to exports. As long as countries 
in the situation outlined have unemployed resources, or as long as the 
efficient employment of their resources depends on imports which they 
wish to get from the United States, any increase in American imports 
will immediately lead to an increase of American exports. For the limit- 
ing factor is the availability of dollars. Again, such an upward shift in 
the spending function will represent a movement towards equilibrium, 
but we cannot expect to see this in actual statistics. 

The facts sketched apply evidently to a great number of European 
countries which are small and with relatively scarce resources, and 
where a high standard of living in the past has been achieved through 
a substantial degree of specialization. 
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To some extent the reasoning outlined also gives a clue to what might 
be expected if countries which could substitute domestic for foreign 
resources with greater ease than Italy, did so in order to save dollars. 
Suppose England, to save dollars (and not for security reasons), ex- 
panded its agriculture at sharply increasing cost. Somebody has to pay 
for that cost increase. It may be suggested that the shift of resources 
towards agriculture, leading to a general loss of productivity, leads to a 
fall in exports—not of course because Americans would not earn the 
sterlings necessary, but because Britain becomes less competitive. This 
loss in competitive position could be overcome by a fall in the standard 
of living. But if such a fall is successfully resisted, no dollars are saved 
by import restrictions." 


V. Exchange Depreciation with Full Employment 


It has been stressed several times that with fixed exchange rates it 
would be an accident if full employment policies in different countries 
unaccompanied by planned and coordinated import programs did lead 
to balanced international accounts, and that for this reason imports 
and exports must be presumed to depend upon each other as well as 
upon incomes. It has also been pointed out that, except in the case 
where the net slope of international demand is zero (or, what is the 
same thing, the net international demand has unit elasticity), there 
exists a pattern of exchange rates which will bring the international 
accounts into balance for any given full employment policies. 

As full employment is reached, the dependence of imports on exports 
and vice versa becomes all the greater—given a policy of price level 
stability. Suppose that the United Kingdom were to limit its imports 
from the United States by exchange control. This measure in no way 
would be sufficient to remedy the dollar shortage. If things were left 
to themselves, at least part of the money which would have found its 
way to the United States will now be spent at home—traditional multi- 
plier theory assumes that all of it will now compete on the domestic 
market. But there is already full employment at home. An expansion 
of production is, therefore, out of the question. It follows that the addi- 
tional spending will compete with goods which would otherwise have 
been exported. ; 

On the orthodox foreign trade multiplier assumption that the money 
spent on home consumption and imports together is constant regardless 
of how it is distributed, exports would have to fall by exactly as much 
as imports have fallen. This is, for example, the conclusion of Pro- 

" Strictly speaking it would have to be proved that exports fall as much as imports. 


If they fall by less, the dollar shortage will be eased though in one of the worst con- 
ceivable ways. 
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fessor Tinbergen: “. . . by restricting imports, part of the internal 


purchasing power is prevented from applying to foreign countries. Then 
it is sure to appear in the home market. If there is full employment, 
this means that exports are reduced to the same extent as imports are 
reduced. . . . In the light of these considerations it is not quite clear 
at present what people in Great Britain think they will attain by a regu- 
lation of imports, when at the same time they will try to realize full 
employment.’ 

It will be observed that Professor Tinbergen’s conclusion overstates 
the case if part of the money which was spent abroad is now not spent 
at all. But unless all of the money which was spent abroad is now saved, 
exports will have to fall, and as a practical matter the modification can 
give only little consolation in the present situation. This argument has 
little to do with “over compensation.”’® It practically indicates, how- 
ever, that as full employment is reached, an increase in American im- 
ports will not of itself lead to an equilibrium in the balance of payments 
as long as the total British income, no matter how earned, is too large. 

With this discussion in mind, consider now the recent realignment 
of European currencies, particularly of the pound sterling. It may be 
said at the outset that, regardless of whether devaluation will or will 
not solve the “dollar shortage” in the long run, it is nevertheless a step 
in the right direction. The immediate problem is evidently to stop the 
dollar drain. Making the dollar universally—or at least almost uni- 
versally—more expensive, is one way of achieving this end. 

It is often said that England, in order to earn the same amount of 
dollars as before, will have to export 30 per cent more in physical terms 
than before the devaluation of the pound. This statement is correct 
only under certain assumptions, and even then does not do complete 
justice to the effects of devaluation. 

In the first place, it is assumed that export prices will vary with the 
dollar rate of sterling, or whatever foreign currency is considered. 
This, however, need not be so under present circumstances, and many 
instances have been reported in the press of the dollar prices of foreign 
currencies remaining unchanged or changing very little.” 

The reasons why this should be so deserve mentioning since it gives 
one clues to the limitations as well as the ramifications of the currency 


*Jan Tinbergen, International Economic Cooperation (Amsterdam and New York, 
1945), p. 134, 

Tt differs also from the argument given in the preceding section. 

* This seems to be true (according to reports in the New York Times) for whiskey, 
or for Swedish pulp prices, neither of which have changed in dollars; and English pot- 
tery prices have fallen in terms of dollars by only about half the devaluation of the 
pound. 
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realignment. One reason is perhaps that foreign producers feel that 
they sell about all they can in the United States, a feeling which is 
most likely wrong, but probably prevalent. Another reason, a more 
powerful one, is of course the fact that there exists no, or only negligible, 
unemployment. outside of Italy, Belgium, and Western Germany.” 
Thus the dollar prices of imports remain more or less where they 
are, and fall less than might be thought because any possible over-all 
expansionary effects of exchange depreciation, such'as were stressed 
in Mr. Harris’ Exchange Depreciation,” cannot take place. 


VI. Exchange Depreciation and the Structure of Foreign Trade , 


But there is still another point to be made. The effects of exchange 
realignment cannot be discussed by*supposing that the United States 
confronts the rest of the world as a whole and lumped together as 
“country II,” The problem of the dollar shortage consists of two inter- 
related parts. The one part consists of the relation of the rest of the. 
world to the United States. But the other part consists of, the relation 
of the rest of the world among themselves. Even if American imports 
depended solely on American income and not at all on foreign pricés | 
(which I am not prepared to admit) and even if American demand 
for imports with respect to price were of unit elasticity (which is the 
worst possible case), exchange depreciation would nevertheless be a 
step in the right direction if it led to a better structure of the trade of 
the rest of the world among themselves. 

British imports do not come only from the United States, and their 
exports also go to other countries. It is therefore possible that (a) the 
cut in dollar imports will raise imports from non-dollar areas; or (b) 
the home goods Britishers are now forced to buy would have beem 
exported to non-dollar areas rather than to the United States; or, of 
course, a combination of the two.” 


“The New York Times reported, for example, that British pottery export to the 
United States cannot be expanded quickly because of the lack of the requisite skilled 
labor. 


2S, E. Harris, Exchange Depreciation (Harvard University Press, 1936), e.g. pp. XXVI, 
6-7 and passim. 

* How relevant this is in the present situation can immediately be seen when the 
figures for the British dollar gap are considered. The estimated dollar deficit of the sterling ` 
area for 1949 was $1,912 million. But of this “only” two-thirds, namely $1,280 million, 
were the deficit incurred by the United Kingdom itself, vis-a-vis the dollar area. Some- 
thing less than one-sixth, $336 million were a dollar drain towards non-dollar countries, 
chiefly Switzerland, Belgium, the Bizone of Germany, and Iran. (The figures, which ulti- 
mately came from Hansard, July 14, 1949 Cols. 803/4, have been quoted from . Monthly 
Review, Federal Reserve Bank of New York [October, 1949], p. 115). 

The figures indicate that the dollar drain on the sterlmg area as a whole could be 
substantially reduced if only Britain shifted some exports also to the non-dollar countries 
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To the extent to which the two cases occur, the dollar shortage will 
be eased, and general convertibility of currencies will have been more 
closely approached. However, first it is unlikely that every substitution 
of potential dollar exports for the cut of dollar imports can be entirely 
avoided; that is, some deliberate reduction of domestic income remains 
necessary. 

Secondly, it cannot be expected that without some prodding non- 
dollar imports will be automatically substituted for dollar imports. It 
is therefore necessary to induce this substitution. The currency realign- 
ment is exactly the prodding needed even if it should turn out not to 
‘bessufficient. This would be true even if all currencies had depreciated 
to the same extent vis-a-vis the dollar. 

The fact is that not all currencies that have depreciated have done 
so to the same extent as the pound sterling. All dollar imports have thus 
become more expensive and dollar exports (by foreign countries to the 
‘United States) have become cheaper. This will, at least, work in the 
direction of maintaining dollar exports, decreasing dollar imports and 
either shifting the composition of trade towards the soft currency 
countries;’or making sure that at least most-of the additional domestic 
purchasing power will compete with exports to soft currency áreas 
rather than to the dollar-Swiss franc area. 

Theoretically speaking, exchange-rate flexibility which always main- 
tains the correct exchange rates makes sure that in fact imports and 
exports are interdependent, and changes in the exchange rate may be 
interpreted as the parameters by which the import functions:of any 
country with respect to any other country are shifted. Even if the over- 
all elasticity of demand for import of any one country is unity, informa- 
tion regarding this combined elasticity is not quite relevant since the 
disequilibrium in the balances of payments can be at least partially 
eliminated by a reshuffling of the country composition of trade.” 


to which it has been losing dollars. Since these countries, too, have on the whole a deficit 
towards the United States, a shift of their imports from the United States to the United 
Kingdom would also tend to reduce the dollar deficit all around. There can be little doubt 
that one important factor which has led to this wrong distribution of trade has been that 
the United States has been relatively cheaper than Great Britain for the kind of goods 
Belgium or Switzerland wanted. With the dollar more expensive all around, and with 
the Swiss franc having remained at its previous dollar parity, there exists a good proba- 
bility that some such redirection of trade will take place. 


* The following graphic representation has been suggested to me by my colleague Mus- 
grave for the unfavorable case in which the supply of U. S. dollars to the rest of the 
world is constant regardless of the exchange rate. Even if it were reasonable to assume 
that the number of American tourists going abroad depends solely on American income, 
it still might depend very much on the £/franc rate whether they go to England or France. 
Suppose the horizontal axis gives the total amount of dollars spent by the United States 
abroad. The vertical axis measures the ratio of francs to £, The curve falling from left to 
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It has already been pointed out that the orthodox foreign trade multi- 
plier analysis is able to assume an independence of imports and exports 
only because a constant exchange rate is postulated, because it is- 
postulated, in short, that convertibility of currencies can exist indefi- 
nitely even if the balances of payments are continuously in disequilib- 
rium. If the conditions for the functioning of a multilateral system are 
included in the problem—as surely they must be both practically and 
in the interest of a clearcut long-run theoretical analysis—it is found 
that exchange rates provide the necessary link which establishes this 
multilateral pattern. 

It is of immediate interest, therefore, to show that in practice the 
“correct” and the “wrong” exchange rate have, at least in one case, 
meant the difference between a balance and an imbalance in the inter- 


right gives then the American demand for imports from Great Britain, which increases 
as the £ becomes cheaper relative to the franc. The rising curve for the American demand 
for French imports is found by deducting at any franc-sterling rate the English imports 
from the total American imports. The French curve is, of course, read from right to left. 






U.S. import trom England as U.S. imports from Francie as 
function of the tranc/sterling function of the francl/sterting 
rote ` 


TOTAL U.S. IMPORTS 


Total American imports: OA’ == AD Imports at exchange OA from England AB — 
France AC AB + AC = AD. 


Under the assumption that the supply of American dollars is constant regardless of the 
value of the dollar in terms of other currencies, it can be easily shown that the distribu- 
tion of American imports from France and Great Britain respectively will be inversely 
proportional to the elasticity of the American demand for their imports. 

Something similar helds also for other countries. Dutchmen may be indifferent whether 
to buy a Morris car, Renault or a Volkswagen, and are likely to decide on the basis of 
price. All reports indicate that even though the devaluation of the guilder, for example, 
has not done too much to ease the Dutch dollar shortage directly, it has served to bring 
Dutch-Belgium trade into greater balance, and it is thus serving to eliminate one obstacle 
to the proposed Benelux union. Furthermore, the devalutaion of sterling has made sterling 
more acceptable to Belgium—another indication of the reshuffling of trade which has 
taken and is taking place. 
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national accounts. Professor Bresciani-Turroni has taken issue with 
Mr. Camille Gutt on the abolitioñ of the “wrong” cross rates of the lira 
with the dollar and the pound. Professor Bresciani-Turroni has argued” 
that the “wrong” cross rates are due to the underlying maladjustment 
of trade relation at the official rates and tend to correct this maladjust- 
ment much in the way sketched in the paper. 

This has been the Italian experience with the official as against the 
“free” cross rates, at which the pound SEHIR was cheaper relative to 
the dollar: 


The effects of the agreement of November 26, 1948, following on which 
‘the Italian Government consented to fix a rate of exchange for the pound, 
equal to 4.03 times the exchange rate of the dollar .. . are causing serious 
concern to the Italian Government. As is remarked in the report of the 
Bank of Italy for 1948 (p. 5) “When the exchange rate quoted by our 
market remained below the ratio of 4.03, there was sufficient equilibrium 
between our receipts and expenditures in sterling, and the Holdings of the 
latter by the Italian Foreign Exchange Control’ Board showed a tendency 
to decrease.” Further the devaluation of the pound on the Italian market, 
as compared with its official parity, had resulted in a tendency to shift 
Italian exports from the sterling area to the dollar area, at the same time 
shifting imports from the latter area to the sterling area. Now instead, 
the artificial exchange rate for the pound on the Italian market prevents 
such reactions as would be favorable to re-establishing the equilibrium of 
Italian trade with regard to the dollar area. In fact the high price of 
sterling seriously handicaps imports from the sterling area; on the other 
hand there has been a considerable increase in exports to the sterling 
area... . The consequence has been the piling up of a large quantity of 
inconvertible sterling .. . creating a serious problem for which it is not 
easy to find a solution.”® ; 


VII. C onclustons 


What thé effect of the currency realignment on the dollar shortage 
will be, is, of course, a difficult factual problem which cannot be an- 
swered simply by a priori reasoning. The analysis, however, if it is 
correct, leads to the following conclusions. 


*C. Bresciani-Turroni, “The Problem of the Cross-Rates of Exchange; Banco di 
Roma,” Review of the Economic Conditions in Italy, May, 1948; and “The Cross Rates 
of Exchange Once More,” op. cit., September, 1949. In the first article, Professor Bresciani- 
Turroni shows that the establishment of official cross rates at variance with free cross 
rates amounts, mathematically, to an overdetermined system of equations. 


“ Bresciani-Turroni, op. cit., September, 1949, p. 394. It should be added that while the 
pound sterling devalued by 30.5%, the Italian lira devalued only by 9.1%. In the com- 
parison of the two devaluations it should be considered that the English devaluation is 
from an oficial $4.03 per pound to another official $2.80 per pound; the Italian devalua- 
tion is from a “free” or at least partially free 0.1739¢ per lira to a “free” or at least 
partially free 0.1580¢ per lira. 
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1. An increase in American imports, though desirable, will not by 
itself lead to a solution of the dollar problem because exports and im- 
ports must theoretically be presumed to depend upon each other: (a) 
because the present situation can only be described as one of suppressed 
disequilibrium; (b) because investments and/or exports of many 
` European countries depend on their imports; and (c) because the only 
way in which these imports can be paid for is by exports. Thus the 
level of imports bears upon labor productivity (standard of living at 
full employment) and the level of domestic investment (level of em- 
ployment). 

2. Areduction of European imports from the United States by means 
of import control would of itself lead to a fall in their exports. Measures 
to control inflation become more urgent with a reduced availability of 
American supplies. 

3. Since imports have to be paid for by exports, the convertibility 
condition (assumed to exist in orthodox foreign trade multiplier analy- 
sis) must be given in reality. If they are not given, there will exist 
not only a dollar shortage but all manners of “little” dollar shortages 
as expressed in a hierarchy of soft and hard currencies. 

4. Income adjustments by themselves will not lead normally to the 
establishment of the convertibility condition. The alternatives are either 
exchange and import controls and the development of bilateralism and 
discriminatory practices, both of which are for sufficient reasons politi- 
cally inacceptable to the United States. Or a currency realignment will 
help to re-establish the pattern of multilateral trade which is the basis 
of all currency convertibility. 

5. Since the world consists of several trading units, not only the over- 
all balance but the structure of that balance is important for each 
country.” Even if over-all elasticities should be very low, it would 
nevertheless be possible to reach or at least approach an equilibrium 
through a reshuffling of trade. Figures for the elasticity of over-all 
demand of a country for its imports seem therefore largely irrelevant.” 

“Tt will be recalled that the English balance of payments piewe) an over-all balance, but 
a completely wrong structure. 


"In addition, the following points should be added. First, nothing has been said about 
the blocked sterling accounts. This problem is clearly of paramount importance. For there 
exists no practical exchange rate for sterling which would balance the English accounts 
if all blocked sterling would suddenly be made freely convertible. Any more than there 
is any banking system in the world which could withstand a run. The problem considered 
is one which assumes that there is neither capital flight, nor an abnormal amount of 
“unrequited” exports. 

Secondly, whether or not the currency realignment leads to a reduced standard of living 
depends on the alternatives open, as well as on the movement- of the terms of trade. It 
is, offhand, certainly not clear why better terms of trade with smaller imports should 
be preferable to worse terms of trade with bigger imports. But this is another problem 
which cannot be considered here. 


GRAHAM’S THEORY OF INTERNATIONAL VALUES 


By Lioyvp A. METZLER* 


I 


The same rule which regulates the relative value of commodities in one 
country does not regulate the relative value of the commodities exchanged 
between two or more countries. 


With this sentence, written in the chapter on foreign trade in his 
Principles of Political Economy and Taxation; Ricardo introduced a 
doctrine which served for more than a century to distinguish the theory 
of prices in international trade from the theory of prices within a single 
country. According to the Ricardian view, which later became the 
accepted view among the great majority of English economists, relative 
prices within a single country are determined largely by costs of pro- 
duction. Capital and labor being mobile, there is a tendency for the 
returns to the factors of production to be the same in all segments of 
the economy, and this means that when the demand for various com- 
modities is altered, the supply of each product is adjusted to the state 
of demand, with only moderate changes in relative prices. In short, 
cost of production governs relative prices while demand governs the 
allocation of labor and capital in the production of different commodi- 
ties. With respect to trade between countries, Ricardo argued that his 
simple cost-of-production theory of relative prices was not applicable. 
Since labor and capital do not move freely from one country to another, 
there is no necessary tendency for the profits on capital to be the same 
in all countries. In other words, substantial differences can exist between 
wages and profits in one country and wages and profits elsewhere with- 
out bringing about a migration of labor and capital between countries. 
For this reason it is not meaningful, according to Ricardo, to say that 
relative prices in international trade are governed, as in domestic trade, 
by relative costs of production.’ 

Although Ricardo was aware that a cost-of-production theory was 
inadequate to explain prices in international trade, he was always 
somewhat vague as to how international prices or the terms of trade 


* The author is professor of economics at the University of Chicago. 
*Everyman’s ed., p. 81. 
* David Ricardo, op. cit., pp. 82-83. 
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are actually determined.* It was John Stuart Mill who first saw that 
-the pattern of international prices is governed, through the price-specie 
flow mechanism, by the intensities of demand in-each country for the 
goods of other countries.* And it was Mill who explained how an in- 
crease in demand for foreign goods in one country tends to increase the 
prices of the goods which that country buys from abroad, relative to the 
prices of the country’s exports. The introduction of demand schedules 
into the theory of international trade and the explanation of relative 
prices in terms of these demand schedules is generally regarded as one 
of Mill’s most substantial contributions to economics. By showing that 
international values depend upon demand conditions, while domestic 
values depend upon costs, Mill supported Ricardo’s thesis concerning 
the difference between the theory of international trade and the theory 
of trade within a single country. 

The ideas originally developed by Mill were later considerably re- 
fined and presented in geometric form by Marshall,° but the basic 
principles of the so-called classical theory of international trade are all 
to be found in Mill’s earlier work. Starting with a simple case of trade 
in two commodities between two countries, Mill demonstrated how the 
relative prices of the two commodities are governed by each country’s 
demand—or “reciprocal demand” as he called it—for the export prod- 
uct of the other country. Many of the most important propositions in 
the theory of international values were proved by employing such de- 
mand schedules. Among these propositions, the following should per- 
haps be mentioned specifically, although others might also be men- 
tioned: (1) The terms of trade between two commodities and two coun- 
tries must necessarily lie between the relative costs of production in one 
country and relative costs in the other, the final equilibrium being deter- 
mined by intensities of demand in such a way that the country with the 
more intense demand for the export of the other enjoys a smaller part 
of the gains from trade. (2) Asa corollary of (1), it follows that tariffs, 
by reducing a country’s demand for imports, may bring about a favor- 
able movement in the tariff-imposing country’s terms of trade. (3) A 
duty on exports has substantially the same effects as a duty on im- 
ports, z.e., it moves. the terms of trade in favor of the country imposing 
the duty. (4) If each country’s demand for imports is inelastic, an 


In his chapter on foreign trade, for example, he simply assumed an arbitrary division 
of the gains from trade without indicating how this division came about. Ibid., p. 82. 

*John Stuart Mill, Essays on Some Unsettled Questions of Political Economy, written 
in 1829 and 1830, but not published until 1844, Essay I. 

6 Alfred Marshall, The Pure Theory of Foreign Trade, printed for private circulation 
in 1879. The substance of this paper was later published, with minor changes, as Appen- 
dix J of Marshall’s Money, Credit and Commerce (London, 1923). 


? 
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equilibrium of prices may be unstable in the sense that slight devia- 
tions from the equilibrium position will lead to even larger devia- 
tions.® | 

Although some of the preceding propositions were at times misunder- 
stood, particularly by the advocates of free trade, the basic technique 
by which they were derived was a familiar and widely accepted tech- 
nique throughout the second half of the nineteenth century. During 
the inter-war years of the present century, however, the equations of 
reciprocal demand and many of the conclusions derived from them 
were seriously criticized by the late Professor Frank D. Graham. In 
two articles published almost a decade apart, Graham argued that the 
classical method of dealing with international problems as though in- 
ternational trade consisted of two countries trading in two commodities 
was an over-simplification which concealed. the true nature of the 
balancing process and frequently led to incorrect conclusions concern- 
ing the terms of trade.” He argued in particular that if all commodities 
are produced at constant costs in terms of “units of productive power” 
and if trade is of the complex sort in which several countries are deal- 
ing in several commodities, the adjusting process in response to a shift 
of international demand is not essentially different from the Ricardian 
adjusting process within a single country. Graham thus rejected the 
classical view that the theory of international values differs in funda- 
mental respects from the theory of domestic values. 

Graham’s critique of the classical theory and his proposal for an 
alternative theory constituted, in my opinion, a major contribution to 
international economics. But neither the critique nor the alternative 
theory has succeeded in the twenty-six years since they were first pub- 
lished in -bringing about a general rejection of classical doctrines. To a 
considerable extent economists have continued, as before, to analyse 


e Mill, who paid no attention to problems of market stability in his Essays, later be- 
came concerned as a result of criticisms of his earlier work about the possibility that his 
law of reciprocal demand might describe a state of neutral equilibrium; z.e., he believed 
it possible “that several different rates of international value may all equally fulfill the 
conditions of this law.” (Principles of Political Economy [New York, 1893], reprinted 
from the fifth London ed., p. 154.) He argued incorrectly that such a neutral equilibrium 
would exist if each country had a unitary elasticity of demand for imports, or in his own 
words, if “any given increase of cheapness produces an exactly proportional increase of 
consumption .. .” (Principles, p. 155). In a long and involved argument introduced at 
the end of the chapter on international values in the third edition of his Principles, Mill 
attempted without success to solve the problem arising from neutral equilibrium. The 
correct conditions of market stability were first derived by Marshall in Chapter II of. 
his Pure Theory of Foreign Trade; and later, in Money, Credit and Commerce (p. 355), 
Marshall pointed out the error in Mill’s earlier treatment of the subject. 

*Frank D. Graham, “The Theory of International Values Re-examined,” Quart. Jour. 
Econ., Vol. XXVIII (Nov., 1923), pp. 54-86; idem., “The Theory of International 
Values,” Quart. Jour. Econ. Vol. XLVI (Aug., 1932), pp. 581-616. 


304 THE AMERICAN ECONOMIC REVIEW 


international problems by means of the classical, two-country, two- 
commodity equations of reciprocal demand. The differences between 
Graham’s theory and the classical theory have thus remained unre- 
solved. It is therefore most fortunate that Graham published shortly 
before his death a new book, Tke Theory of International Values,’ in 
which his fundamental ideas are re-stated, elaborated, and applied to 
a number of practical problems. My purpose in this paper is to attempt 
an evaluation of Graham’s theory as it appears both in the book and 
in his earlier articles. 

To anticipate the discussion below, it is my opinion that Graham’s 
theory, despite its importance in international economics, does not 
really call for such a complete rejection of the classical theory as its 
author at times seemed to suggest. What is required, instead, is a con- 
siderable modification of our way of interpreting the classical equations 
of reciprocal demand as well as a reconsideration of the probable or 
likely form of such equations. If this does not represent exactly a 
revolution in the theory of international trade, it is nevertheless a sub- 
stantial innovation, and perhaps one of the most important innovations 
since the classical theory was first presented. 


IT 


The basic principle of Graham’s theory may be stated quite simply. 
In a complex situation in which a considerable number of countries 
carry on international trade in a considerable number of commodities, 
some of the commodities are almost certain to be marginal commodities 
in some of the countries; marginal in this sense means that at existing 
prices and costs one or more countries is in a zone of indifference as 
to whether a given commodity shall be imported or produced at home 
and possibly exported. If such marginal commodities exist, disturbances 
in the world balance of international payments can usually be offset 
_ by appropriate adjustments of output and no significant changes in the 
terms of trade will occur. It follows that, if the network of trade is 
sufficiently complex, the process of adjustment to a disturbance in inter- 
national trade does not differ significantly from the process of adjust- 
ment in domestic trade. Graham argued, in other words, that the classi- 
cal distinction between the theory of international values and the theory 
of domestic values was largely redundant. He believed that international 
prices are for the most part determined by cost of production, just as 
in domestic trade, and that conditions of demand play only a minor rôle. 
In the first of his two articles he gave numerical examples of trade in 
three commodities between four countries, and in his book be considered 


° Princeton University Press, 1949.. 
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a more complex situation in which ten countries carry on trade in 
ten commodities. Since the process of adjustment is virtually the same 
in all of the examples, however, Graham’s theory may be illustrated 
by relatively simple models. I shall, therefore, present only two models; 
in the first of these, two countries are assumed to be trading in three’ 
commodities, while in the second, three countries are trading in two 
commodities. 

Let France and England be the trading countries in the first example, 
and suppose that these two countries are trading in cloth, wheat, and 
machinery. Following Graham’s procedure, I assume that the three 
commodities are produced at constant cost in both countries. Although 
Graham spoke of “units of productive power” and described the cost 
conditions in terms of such units, his theory in this respect does not 
differ fundamentally from the labor theory of value. I shall, therefore, 
assume that the unit of productive power in each country is a unit of 
labor, and that the productivity of one unit of labor in each country, 
over a given period of time, is as follows: 


PRODUCT oF One UNIT or LABOR 


W heat Cloth Machinery 
England 1 2 4 
France 1 1 1 


Under the assumed conditions of productivity England will clearly be 
an exporter of machinery, since English comparative productivity is 
higher in that commodity than in any other commodity. And for a 
similar reason, France will export wheat. With respect to cloth, how- 
ever, the situation is indeterminate. Cloth, being an intermediate com- 
modity in the scale of comparative productivity, may move in either 
direction depending upon the level of wages and costs in the two 
countries. Conceivably the two price levels may be such that the cost 
of producing cloth will be exactly the same in both countries. Suppose 
that this is actually the case. Suppose, for example, that the wage rate 
is £1 in France and £2 in England.’ The world price of machinery will 
then be £0.5, its cost of production in England, while the world price 
of wheat will be £1, which is the cost of wheat production in France. 
The price of cloth, finally, will be £1, and this‘is exactly equal to its 
cost of production in both countries. Cloth is thus a marginal commodity 
which may be exported by either country, the outcome depending upon 
conditions of demand. 

Suppose, now, that the residents of each country spend half of their 


? In both examples exchange rates are assumed to be constant; prices and costs in France 
have accordingly been expressed in pounds sterling: at the given exchange rate between 
the franc and the pound. 
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incomes on wheat, the remaining income being divided equally between 
cloth and machinery. In order to know what the demand for the three 
commodities will be under these conditions, we must make some as- 
sumption as to the size of the two countries’ labor forces; let the labor 
force of England consist of 300 labor units and that of France consist 
of 800 labor units. With the given wage rates, the national incomes 
in the two countries, at full employment, will then be as follows: Eng- 
land, £600; France, £800. At this level of incomes, the total expendi- 
tures on wheat of the two countries together will be £700 (half of 
£1400), and since France clearly has a comparative advantage in 
wheat, the entire production must come from that country; this means 
that French exports of wheat will amount to £300. Production of ma- 
chinery, on the other hand, must take place entirely in England, and 
the total demand for machinery will be £350, of which £200 represents 
exports to France. Looking at the French exports of wheat and imports 
of machinery, we see that, in order to balance its international accounts, 
France must import cloth to the extent of £100. At an income level of 
£800, the domestic demand for cloth in France will be £200, so that 
France must use £100 of resources in the production of cloth in addi- 
tion to importing cloth from England. The English demand ‘for cloth 
will be £150, and England must accordingly produce £250 of cloth in 
order to satisfy both her domestic and her foreign demand.” All of these 
inter-relations are summarized in Table I, below: 


TABLE I 
(in pounds sterling) 


Wheat Machinery Cloth Total 

England 

Production 350 250 600 

Consumption 300 150 150 600 

Exports 200 100 300 

Imports 300 300 
France 

Production 700 100 800 

Consumption 400 200 200 800 

Exports 300 300 

Imports 200 100 300 


I assume, now, that the balanced state of trade between France and 
England is disturbed by an increase in demand for imports in France, 
* Throughout his numerical examples Graham employed units of physical product rather 
than units of value. Units of value have been used in my own examples in order to show 


the relative importance of each commodity in a country’s total output. Since all prices 
remain constant, the choice of units is purely a matter of convenience. 
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and a corresponding decline in demand for domestic goods in that 
country. More exactly, I assume that after the change in tastes has 
taken place, the French spend half of their income on machinery and 
one-fourth on each of the other two commodities. This leads initially 
to a deficit in the French balance of payments, and according to the 
classical theory the resultant flow of gold from France to England 
`- should lower prices in the former country and raise prices in the latter, 
thereby moving the terms of trade against France and ultimately re- 
storing equilibrium in the balance of payments. As Graham emphasized, 
however, such a shift in the terms of trade can hardly occur as long as 
France and England are both producing the intermediate commodity, 
cloth. Any slight increase in English prices and costs relative to French 
prices and costs would enable France to undersell English cloth pro- 
ducers in both countries, thereby greatly expanding French exports 
and reducing French imports. If this were to occur, the French deficit 
might well be converted into a surplus, and the flow of gold reversed. 
Following this line of thought, Graham would have said that the French 
deficit could be eliminated simply by a shift of production in the two 
countries, with no permanent gold movement in either direction and 
with no change in relative prices between the two countries. 

In order to see what sort of shifts in production will be required, we 
may adopt the same type of argument employed in developing Table I. 
As before, France will continue to supply wheat to both countries. But 
the French demand for wheat is now £200 rather than £400, and 
French wheat production must accordingly fall from £700 to £500. The 
English demand for wheat remaining unchanged, French wheat exports 
will continue at the former level of £300. French ‘imports of machinery, 
on the other hand, will rise from £200 to £400.) In¢ernational trade in 
wheat and machinery thus gives the French a deficit of £100, and in 
order to balance its accounts, France must export cloth in the amount 
of this deficit. In cther words, France must shift from an import of 
cloth in the amount of £100 to an export in the same amount, which 
means that the £200 of resources freed from the production of wheat 
must be employed in producing cloth. In England, the production of 
machinery must rise from £350 to £550 in order to satisfy the new 
French demand. This means that English cloth production must be re- 
duced from £250 to £50, and that the English will accordingly have a 
demand for the £100 of cloth which France must export in order to 
balance its accounts. Taking account of all of these changes, the new 
table of production and trade will be as shown in Table II. 

At this point it may be useful to compare the adjustments of supply 
indicated in Table II with the adjustments that would have occurred 
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had there been no impediments to the movement of resources. The 
initial disturbance, it will be recalled, was a shift in demand from wheat 
to machinery in France, the amount of the shift being £200 at prevail- 
ing prices. Now if France and England had been a single economic sys- 
tem, the ultimate effect of such a shift in demand would have been a 
movement of resources in the amount of £200 from the wheat industry 
to the machinery industry. Since France produces no machinery, how- 
ever, and since labor is not free to move from France to England, such 
a direct shift of resources is clearly impossible. Nevertheless, a com- 
parison of Table II with Table I reveals that the net effect of the 


TABLE IT 
(in pounds sterling) 


Wheat Machinery Cloth Total 

England 

Production 550 50 600 

Consumption 300 150 150 600 

Exports : 400 400 

Imports 300 100 400 
France 

Production 500 300 800 

Consumption 200 400 200 800 

Exports 300 100 ` 400 

Imports 400 400 


shifts in resources which take place in both countries is equivalent to a 
direct movement of resources from wheat production to machinery 
production. In France, wheat production is reduced by £200 while cloth 
production is increased by the same amount. In England, cloth produc- 
tion is reduced by £200 while machinery production is increased by 
this amount. Considering both countries together, the changes in cloth 
production thus cancel against each other, leaving only a net shift of 
-output from wheat to machinery. The intermediate product, cloth, 
acts as a sort of buffer and through this intermediate’ product a shift 
in resources which would otherwise have been impossible is accom-- 
plished. The increased demand for imports in France creates, so-to 
say, an automatic increase in demand for French exports, with no 
change at all required in the terms of trade between the two countries. 

The validity of this conclusion obviously depends upon the existence 
of an intermediate product which can be produced at the same cost 
in both countries. With only three commodities being produced, it would 
be a sheer accident if the cost of production were exactiy the same in 
both countries for the intermediate commodity: Graham argued, how- 
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ever, that if there is a large number of commodities, one or more of 
these is almost certain to be a marginal or intermediate commodity; 
and if this is the case, a disturbance in the balance of payments may 
be rectified in the manner indicated above, without a movement in the 
terms of trade. 

If the number of commodities entering into international trade is 
small, it is still conceivable that one or more of them may be an inter- 
mediate commodity; but this is likely to be true only if the number of 
countries participating is large and if relative costs of production of the 
various commodities differ among the countries. Perhaps it would be 
better to say, in such an event, that the adjustment takes place through 
an intermediate country rather than through an intermediate com- 
modity. An intermediate country is one whose domestic cost ratios for 
at least two of the commodities are about the same as international price 
ratios; such a country would have no incentives to specialization as far 
as these particular commodities are concerned, and would accordingly 
be indifferent as to importing one or the other of them or producing 
them both at home. The rôle of the intermediate country in Graham’s 
theory may be illustrated by a second numerical example. Suppose there 
are three countries, England, France, and Hungary, trading in two 
commodities, cloth and wheat, and let the productivity of a unit of labor 
in each country be as follows: 

Cloth Wheat 


England 2 1 
France 1 | 
Hungary 0.5 1 


From the productivity table it is obvious that France is the intermediate 
country. England has the greatest comparative advantage in cloth, and 
will therefore specialize in that commodity, while Hungary for a simi- 
lar reason will specialize in wheat. France, on the other hand, may 
specialize in either commodity or in neither, depending upon the terms 
of trade between the two commodities and upon the state of inter- 
national demand. Suppose that the wage rate is £2 in England and £1 
in both France and Hungary. England will then specialize in cloth, 
since her cost of producing wheat will exceed the cost of producing 
wheat in the other two countries. Hungary will be unable to produce 
cloth on a competitive basis and will therefore specialize in wheat, while 
France, the intermediate country, will be able to produce either com- 
modity at the same cost that it is exported from one of the other coun- 
tries. The price of each commodity will of course þe £1. 

Suppose that the labor supply is 300 in England, 800 in France, and 
400 in Hungary. At the prevailing wage rates, national incomes of the 
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three countries will be as follows: England £600; France £800; Hun- 
gary £400. 

We may assume, now, that each country spends half of its income on 
each commodity. Total money expenditures of all countries on cloth 
‘will then be £900. But since the English capacity, even under com- 
plete specialization, is only £600, cloth production of £300 will have to 
be undertaken in France. The world demand for wheat will likewise be 
£900; of this amount, £400 can be supplied by Hungary, leaving £500 
of wheat to be produced by France. Production, consumption, and trade 
of the three countries will then be as shown in Table II. 


TABLE MI 
(in pounds sterling) 
Wheat Cloth Total 

England 

Production 600 600 

Consumption 300 300 600. 

Exports 300 300 

Imports - 300 300 
France f 

Production 500 300 800 

Consumption 400 400 800 

Exports 100 100 

Imports 100 100 
Hungary 

Production 400 400 

Consumption 200 200 400 

Exports 200 200 

Imports 200 200 


With the given state of demand, the intermediate country, France, thus 
imports a small amount of cloth and exports a small amount of wheat 
while producing both commodities for itself. 

Suppose, now, that the English demand for wheat increases so much 
that the residents of England spend three-fourths of their incomes on 
that imported commodity. In other words, at the full-employment level 
of income, the English demand for imports rises from £300 to £450. 
Initially this increase in demand for imports leads to a deficit in the 
English balance of payments; and according to the classical theory the 
resultant outflow of gold from England to the other two countries 
should lower prices and costs in the deficit country while raising prices 
and costs in France and Hungary. In this manner, the British deficit 
should be gradually eliminated through an adverse movement in the 
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English terms of trade. It is easily seen, however, that as long as France 
is producing both wheat and cloth at constant cost no such change in 
the terms of trade is possible. As soon as wheat rises in price in world 
markets, relative to the price of cloth, it immediately becomes profitable 
in France to shift resources from cloth to wheat. This increases the 
French demand for imported cloth and at the same time counteracts 
the initial movement of world prices. In other words, the increase in 
English demand for wheat is matched by an equivalent increase in the 
French supply of wheat and in the French demand for English cloth. 
The shift in supply from cloth to wheat in France means that any price 


TABLE IV 
(in pounds sterling) 


Wheat Cloth Total 

England 

Production 600 600 

Consumption 450 150 600 

Exports 450 450 

Imports 450 l 450 
France 

Production 650 150 800 

Consumption 400 400 800 

Exports 250 250 

Imports 250 250 
Hungary 

Production 400 400 

Consumption 200 200 400 

Exports 200 200 

Imports 200 200 


changes which occur can be only temporary and that, as a consequence, 
the gold movements from England to the other two countries must 
eventually be returned. The new world demand for wheat, including the 
increased English demand, is £1050, and since Hungary can supply only 
£400 of this, the French output of wheat in the new equilibrium must 
be £650. Similarly, the world demand for cloth in the new position is 
£750, of which £600 will be supplied by England; the remaining £150 
of cloth will, of course be produced in France. A new equilibrium be- 
tween world supply and world demand is thus established through shifts 
in French output without any permanent movements in prices and costs. 
The new equilibrium is shown in detail in Table IV. 

Comparing Table IV with Table III, we see that the world supply of 
wheat, at prevailing prices, has increased from £900 to £1050, while the 
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world supply of cloth has declined from £900 to £650. Considering the 
world economy as a unit, the adjustment to the new conditions of 
demand is thus seen to conform completely with the Ricardian theory 
of value within a single country, z.e., supply has been determined by 
conditions of demand, while prices have been determined by the un- 
changed cost ratios. Our second numerical example, like the first, thus 
supports Graham’s argument that the classical distinction between 
international value theory and domestic value theory is redundant. Once 
again the world supply has adjusted itself to a new world demand 
despite the fact that resources cannot be moved from one country to 
another. The difference between the two examples is that in the second 
example the adjustment of supply takes place entirely in the inter- 
mediate country, whereas in the first example the adjustment occurs in 
two countries and is made possible through the presence of an inter- 
mediate commodity. In more complex situations in which there are a 
large number of both commodities and countries, the adjustment of 
supply may occur either through an intermediate commodity or through 
an intermediate country. But regardless of the particular adjustment, if 
either type of adjustment is possible a new equilibrium can be estab- 
lished, as Graham demonstrated, without a significant movement of the 
` international price ratios. 

Whether an adjustment of supply will be possible without a sub- 
stantial change in international terms of trade obviously depends upon 
the existence of intermediate commodities or intermediate countries and 
upon the productive capacity with respect to such commodities or 
countries. In this regard Graham’s method of presentation is somewhat 
lacking in generality; he demonstrated his thesis entirely by means of 
numerical examples, similar to the examples given above, and did not 
attempt to show that his conclusions are valid for all such examples. It is 
my own belief, however, that this lack of generality does not seriously im- 
pair the validity of Graham’s case. He argued that intermediate commod- 
ities and intermediate countries are more likely to be present the more 
complex the network of trade. To illustrate this point be presented an 
example in which ten countries were trading in ten different commodi- 
ties, and showed that in such a complex situation large shifts in world 
demand would exert a relatively small influence upon the international 
price ratios. Starting from an equilibrium position in which each country 
spent one-tenth of its income on each of the ten commodities, he 
assumed that the world demand changed in such a way that the demand 
for five of the commodities increased by 50 per cent while the demand 
for the other five declined by the same percentage. He then demon- 
. strated that, if constant costs prevailed, a new equilibrium would be 
established in which two of the commodities increased in price, relative 
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to the others, by only 5 per cent, while all other commodity price ratios 
remained unchanged. He demonstrated also that other, equally large, 
shifts of international demand would have similarly small effects upon 
international price ratios. From such examples he concluded that 
“. .. once a trade between many countries in many commodities has 
been established . . . the existing norm in the ratio of exchange is un- 
likely to be altered much, if at all, by any change in demand that would 
ordinarily occur.”” 


HI 


In evaluating Graham’s theory, it is perhaps best to begin by asking 
how it is related to traditional economics. Do Graham’s arguments really 
represent, as their author asserted in his book, a “complete refutation 
of classical doctrine,” or is it better to say, as Graham said in the first 
of his earlier articles on the subject, that “the classical theory of inter- 
national values seems .. . to be open to grave objections, objections 
which, while they do not subvert its foundations, neverthless call for a 
substantial modification of its conclusions”? In short, must the classical 
theory be replaced by a completely different theory, or is it capable of 
being modified so as to make allowance for Graham’s major criticisms? 

It is my opinion, as I have indicated earlier, that Graham’s theory, 
when it is examined in the perspective of history, will be regarded as a 
modification, albeit an important modification, rather than a complete 
refutation of the classical doctrines. In other words, I believe that 
for the most part the classical theory can be reinterpreted so as to 
include the process of adjustment envisaged in The Theory of Inter- 
national Values. This seems to me to be true for two reasons. First, the 
classical theory as it was expounded by Marshall already contained a 
considerable number of the elements of the process of adjustment which 
Graham later presented so lucidly. Second, and equally important, some 
of the contributions to the theory of international trade which were 
made by Graham’s contemporaries were quite similar in substance to 
Graham’s own contributions even though in form they appeared to be 
different. For both of these reasons I believe that a synthesis of Gra- 
ham’s ideas and the classical doctrines will ultimately be possible. 

There is no need to dwell at length on the elements of Graham’s theory 
which were already contained in the classical doctrines. Viner has shown 
that, although the classical economists presented the rigorous part of 


* The Theory of International Values, Chapter VII. 


2 Ibid., p. 135. At another point (pp. 112-13) he said: “. . . the more complex the 
trade the greater will be the permutations in the number of producers on the margin 
of indifference between differing pairs, triads, or larger aggregations of products, and, 
once the general lines of trade have been established, the less likely, therefore, is any 
ordinary shift in demand to alter the normal ratio of exchange.” 
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their theory in terms of two countries trading in two commodities, they 
were by no means unaware of the modifications which were required for 
a more realistic theory involving many countries and many commodi- 
ties. And if they did not succeed as Graham did in developing a rigor- 
ous theory of complex trade, they were at any rate clear in a general 
way as to how an increase in the number of countries or commodities 
would effect their conclusions. 

In comparing The Theory of International Values with the classical 
theory, the question naturally arises as to whether any of the compli- 
cations introduced by Graham can be incorporated in the classical 
reciprocal demand schedules. Professor G. A. Elliott in a most stimulat- 
ing article has given a partial answer to this question.** He has shown, 
in particular, that reciprocal demand schedules can be constructed for 
the two-country case even when the number of commodities in each 
country is large, provided that all commodities are produced under 
constant cost conditions. More than this, Elliott has also shown that 
his technique for deriving a single demand schedule for all commodities 
is essentially the same as the technique proposed by Marshall. It was 
for this purpose, in fact, that Marshall presented the concept of a “rep- 
resentative bale.” The term “representative bale” as used in this con- 
nection is an unfortunate expression; it does not denote, as the name 
suggests and as Graham supposed, a sort of “typical”? assortment of 
exports or imports.** Instead, it denotes simply the units of productive 
power embodied in each country’s exports.*® When this concept is em- 
ployed in constructing reciprocal demand schedules, the “terms of 
trade” between the two countries are not measured by indexes of com- 
modity prices but by the rate at which the units of productive power 
of one country exchange for those of the other country. If the output of 
various commodities is subject to increasing or decreasing returns, or if 

“Jacob Viner, Studies in the Theory of International Trade (New York, 1937), pp. 
535-55. In this connection it is interesting to note that Ricardo, whose work antedated the 
theory of reciprocal demand, was aware that the presence of a large number of com- 
modities in international trade would tend to stabilize the relative price levels of different 
countries. Thus, after discussing the effects of an innovation in one of two trading countries 
on gold movements and price levels he said: “To simplify the question, I have been supposing 
the trade between two countries to be confined to two commodities—to wine and cloth; 
but it is well known that many and various articles enter into the lists of exports and im- 
ports. By the abstraction of money from one country, and the accumulation of it in another, 
all commodities are affected in price, and consequently encouragement is given to the ex- 
portation of many more commodities besides money, which will therefore prevent so great an 


effect from taking place on the value of money in the two countries as might otherwise 
be expected.” (Principles, Everyman’s ed., p. 87.) 


“G. A. Elliott, “The History of International Values,” Jour. Pol. Econ., Vol. LVII, 
No. 1 (Feb., 1956), pp. 19-26. 


* The Theory of International Values, p. 5. 
*° Alfred Marshall, Money, Credit and Commerce, p. 324. 
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the proportions in which the factors of production are employed are vari- 
able, it is of course impossible to speak of homogeneous units of produc- 
tive power embodied in exports and imports. But these complications 
were not present in the classical theory of international trade, which was 
based largely on a constant-labor-cost theory of value; nor are they 
present in Graham’s theory, which is based on constant units of produc- 
tive power. In other words, if the average cost ratios among the various 
commodities are always the same regardless of how a country’s re- 
sources are employed, it is possible to consider each commodity as the 
equivalent of a certain number of units of homogeneous productive 
power, and a reciprocal demand schedule can then de derived for many 
commoditiés, in the manner proposed by Marshall and Elliott, in terms 
of these homogeneous units. Such a demand schedule will have a “kink” 
at any point at which a country ceases to produce a given commodity and 
begins to import its entire supply of that commodity from abroad, and 
at any point at which the country begins to import something which it 
formerly produced entirely for itself. Some segments of the demand 
schedule, corresponding to terms of trade at which a country is both an 
importer and a domestic producer of a given commodity, will be infinitely 
elastic, while other segments will have a much lower elasticity. As Elliott 
shows, however, an increase in the number of commodities reduces the 
length of the alternating elastic and inelastic segments until the reciprocal 
demand schedule finally begins to look much like the classical, smooth 
curve.” A schedule derived in this manner is of course much more 
elastic than it would be if it were dependent upon demand conditions 
alone; but, on the other hand, it is less than infinitely elastic and 
accordingly leaves room for movements in the terms of trade as envis- 
aged in the classical theory. 

It thus seems apparent that, for the case of two countries trading in 
many commodities, Graham’s theory and the classical theory have much 
in common. Whether this is also true for more complex cases in which 
the number of countries as well as the number of commodities is large 
seems to me to be doubtful. I suspect, in other words, that the reciprocal 
demand technique breaks down when the number of countries exceeds 
two. If so, Graham’s theory still represents a substantial departure from 
the classical doctrines. In any event, what is important is not the partic- 
ular technique employed, but the conclusions to which it leads; and in 
this regard Graham’s contribution is his repeated emphasis on the fact 
that the process of adjustment is as much dependent upon conditions of 
supply as upon conditions of demand. If his emphasis on the conditions 
of supply seems at times to be too great, it constitutes, at any rate, a 


"G. A. Elliott, op. cit., p. 25. 
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healthy antidote to the tendency so apparent in recent years to 
discuss many international problems entirely in terms of elasticities of 
demand. 

Graham, however, was by no means alone among his contemporaries 
in stressing the influence of supply conditions on the international terms 
of trade. During the inter-war period there were at least two other lines 
of development in the theory of international trade, and while both of 
these were more heavily indebted to the classical doctrines than was 
Graham’s theory, they both attached considerable importance to supply 
conditions as factors influencing the terms of trade. The first of these 
alternative lines of development was a partial-equilibrium approach 
which considered only one commodity at a time and was used primarily 
in discussing the incidence of particular tariffs. Although it appeared in 
several places, the partial-equilibrium approach was perhaps best ex- 
plained by Haberler." This approach expressed the demand for im- 
ports of a given commodity in a given country as a derived demand, in 
monetary terms. The demand at a given price was described as the 
difference between the total amount demanded at that price and the 
amount domestically produced. And from this it was apparent that the 
elasticity of demand for imports of a given commodity is normally 
greater than the elasticity of total demand for that commodity, since 
import elasticity is dependent upon the elasticity of domestic supply as 
well as upon conditions of demand. 

The second line of development during the inter-war years was more 
intimately related to the classical theory. It was largely the work of 
Lerner,*® Haberler, and Leontief” and its central feature was the 
so-called “product-substitution curve.” The product-substitution curve 
depicted the alternative combinations of two commodities, A and B, 
which could be produced within a given country with a given amount 
of resources. It was usually constructed on the assumption that A can be 
substituted for B only at increasing cost in terms of resources. This 
approach thus led to the conclusion that comparative advantage is a 
relative matter—trelative, ż.e., to the pattern of production—and that 
complete specialization is unlikely even with perfect competition. Like 
Graham’s theory, the product-substitution approach thus envisaged a 
situation in which a country is both an importer and a producer of a 
given commodity. And like Graham, the alternative theory empha- 


* Gottfried Haberler, The Theory of International Trade (Macmillan, 1937), Chap. XV. 


77 A, P. Lerner, “The Diagrammatical Representation of Cost Conditions in International 
Trade,” Economica, Vol. XU (1932), pp. 346-56. 


2 Haberler, The Theory of International Trade, Chapter XII. 


“W, W. Leontief, “The Use of Indifference Curves in the Analysis of Foreign Trade,” 
Quart. Jour. Econ., Vol. XLVIT (May, 1933), pp. 493-503. 
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sized that the elasticity of demand for imports is dependent upon 
the elasticity of substitution on the side of production as well as upon 
the over-all elasticity of demand. Unlike the Graham theory, however, 
the product-substitution approach did not assume that the elasticity of 
substitution between products is infinite, and accordingly left room for 
greater movements in the terms of trade than those envisaged by 
Graham. In this respect it is more general than Graham’s theory. In its 
practical application, however, the product-substitution approach has 
thus far been limited largely to the case of two commodities and two 
countries, and in this respect it is less general than Graham’s approach. 

In the briefest possible manner, I have attempted to show why I do 
not regard Graham’s theory as a complete break with the traditional 
theory of international trade. His theory, rather, is one of- several 
strands of thought, all emanating in one way or another from the classi- 
cal theory, and all emphasizing to a greater extent than did Mill and 
Marshall the rôle of supply conditions in governing the terms of inter- 
national interchange. Graham no doubt stressed the rigidity of the 
terms of trade more than some of his contemporaries, but the difference 
in this respect was one of degree and not of principle. For this reason, 
we may look forward, I hope, to a gradual fusing of Graham’s doctrines 
with the traditional theory of international trade. 

When he came to a practical application of his basic ideas, Graham 
was on much more controversial ground. It is to these practical problems 
that I now turn. 

IV 


Almost all of the proposals Graham made with respect to economic 
policy were derived from his fundamental concept that, in a complex 
trading situation, discrepancies between supply and demand for the 
products of any country can be eliminated by appropriate shifts in out- 
put without any substantial changes in the terms of trade. Consider, as 
a first example, his views concerning tariffs. The classical economists 
who inherited Mill’s ideas believed that the national interests of any 
one country in international trade are to some extent opposed to the 
interests of other countries. Basing their case on the theory of reciprocal 
demand, these economists argued that a given country, by means of 
tariffs, can alter the term of trade in its own favor, thereby gaining an 
advantage at the expense of the rest of the world. Since such an oppor- 
tunity for manipulating the terms of trade is presumably open to each 
country individually, it follows from the classical theory that free trade 
will not be the natural outcome, as some free-traders have supposed, of 
each country following its own self-interests. The classical theory sug- 
gests, to the contrary, that an unfettered and uncoordinated pursuit of 
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national self-interests is more likely to culminate in a tariff war and in a 
process of international negotiation which has much in common with 
the market situation in oligopoly or bilateral monopoly. 

With this classical theory of tariffs, Graham largely disagreed. Al- 
though he recognized that the countries producing certain primary 
products may be in a vulnerable position and may not be able to pro- 
tect themselves against adverse movements in their terms of trade, he 
held the view that the opportunities for such deliberate manipulation of 
the terms of trade are extremely limited if not non-existent. “In the 
world as it is,” he said, “with many countries producing commodities in 
common, and with most or all commodities somewhere on the margin 
of producers’ indifference as regards various other commodities, the 
chance of shifting the normal international ratio of exchange through 
the imposition of protective duties is always small.’ If this is correct, 
it follows that tariffs or other trade restrictions can seldom be used as a 
rational means of promoting the interests of a country as a whole; 
rather, they will normally appear in their more familiar rôle of pro- 
tecting one segment of a country’s economi at the expense of other 
segments of the same economy. 

_ Most economists will probably agree to a very considerable extent 
with Graham’s arguments concerning tariffs. In the light of Graham’s 
theory, it seems probable that the classical schedules of reciprocal 
demand did exaggerate somewhat the possibilities of manipulating the 
terms of trade by means of tariffs. Nevertheless, it is my own opinion 
that Graham did not attach sufficient importance to the possible magni- 
tude of movements in the terms of trade between industrial countries 
and producers of-primary products. He recognized, as noted above, that 
the countries which specialize in primary products do not have many 
alternative lines of production and are therefore vulnerable to trade 
obstructions imposed by the industrial countries. But is it not also true, 
to some extent at least, that the industrialized countries are vulnerable 
to tariffs imposed by the primary producers? There are many agricul- 
tural products and raw materials—coffee and other products of tropical 
regions are examples—-for which there are few if any alternative sources 
of supply outside of the undeveloped countries which specialize in these 
products. Moreover, the demand of the industrial countries for such 
products is likely to be inelastic, and this means that tariffs imposed by 
the undeveloped countries will effect a noticeable improvement in the 
tariff-imposing countries’ terms of trade. Thus, for certain problems of 
trade between industrial and non-industrial countries the classical recip- 
rocal demand schedules are useful tools; and the possibilities of large 


"2 The Theory of International Values, p. 178. 
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and sustained movements in the terms of trade between primary 
products and manufactures are greater, I believe, than Graham’s theory 
would suggest. The network of world trade, although complex, is not yet 
sufficiently complex, in my judgment, to stabilize the price ratios be- 
tween manufactured goods and primary products. Even with this reser- 
vation, it remains true that Graham’s theory, by: emphasizing a feature 
of the adjustment process which was not given sufficient attention in the 
classical theory, makes an important contribution to the analysis of 
trade barriers. pi 

Far more controversial than his views on tariffs are Graham’s views 
and proposals concerning foreign exchange markets, and particularly 
his views with respect to exchange rates. Since he believed that dis-. 
turbances in the balance of international payments could be rectified 
without significant changes in relative prices, Graham paid virtually no 
attention to the possibilities of unstable exchange rates which might 
arise if the demand for various commodities were inelastic. At one point, 
for example, he said, “Whatever the evils that may arise from any 
adverse combination of elasticities of demand or supply, . . . they cannot 
be held accountable for a persistent lack of balance in the international 
accounts.”** And at another point he characterized as “solemn non- 
sense” the view that depreciation of a country’s: currency may not im- 
prove that country’s balance of payments.” In general, he was of the 
opinion that a deficit in a country’s balance of payments is a purely 
monetary affair, ż.e., it is an indication that the country’s prices and 
money incomes are too high, relative to prices and incomes elsewhere. 
In Graham’s view, then, the appropriate remedy for a deficit is either a- 
monetary contraction or a devaluation of the currency. Basing his agu- 
ments on his theory of international prices, he asserted that neither of 
these remedies for a deficit would have a significant effect upon a 
country’s terms of trade, but would simply alter the ratio of inter- 
national prices, including both export and import prices, to domestic 
prices, In the same vein, he insisted that the current dollar shortage is 
purely a matter of overvaluation of the deficit countries’ currencies.” 


4 Tbid., p. 303. 
** Ibid., p. 297. 


* Thus, on page 295 he said, “There is a perennial shortage of any valuable thing in 
the sense that not everyone can get all he wants of it on terms satisfactory to him. But 
in a free market there is, on the other hand, never a shortage of anything in the sense 
that the amount offered, at the price obtainable in such a market, falls short of the amount 
demanded at that price. It is, in fact, the function of (upward) price movements to elimi- 
nate any such shortage. The shortage of dollars, in the market sense, is explicable on pre- 
cisely the same grounds as the shortage of any other economic good the price of which 
is kept below what a free market would establish. We should never forget that exchange 
rates are prices.” 
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Whether one agrees or disagrees with these conclusions with respect 
to foreign exchange markets depends almost entirely, in my opinion, 
upon the length of time envisaged for the process of international ad- 
-justment. If interpreted as statements of long-run tendencies, most of. 
Graham’s conclusions would probably be accepted by virtually all econ- 
omists. If interpreted as arguments for free exchange rates as an 
immediate remedy for all balance-of-payments disturbances, on the 
other hand, the conclusions are highly questionable. For Graham’s 
theory of international adjustment is entirely a long-run theory of 
adjustment, whereas most of the balance-of-payments problems, includ- 
ing the disturbances of the inter-war period as well as the current 
dollar shortage, are essentially short-run problems. Any differences 
which may arise between Graham’s policy recommendations and those of 
other economists are thus likely to center about the difficult question of 
what constitutes a “long-run” or a “short-run” for the purpose of inter- 
national economics. 

The long-run character of Graham’s theory is apparent from even a 
casual examination of his numerical examples. In all of these examples, 
an extremely high degree of mobility of resources within a given country 
is always postulated. In some of the examples, for instance, a three-fold 
or four-fold increase in the output of particular industries and a corre- 
sponding reduction in the output of other industries may be required, 
within a given country, to restore international equilibrium. In other 
examples a country’s output of a particular commodity may be com- 
pletely eliminated and an entirely new industry established to take the 
place of the eliminated product. It is. true, of course, that Graham’s 
examples are extreme cases, inasmuch as the shifts in international 
demand which he postulates are exceedingly large. Even after making 
due allowance for this fact, however, it remains true that Graham’s 
theory assumes a high degree of mobility of resources within each 
country. And it is perhaps unnecessary to say that a movement of capital 
and labor from one industry to another frequently requires a protracted 
period of time. Indeed, adjustments of this sort sometimes continue over 
several generations. 

Graham was well aware that his theory is a long-run theory. He 
. emphasized throughout the book that he was dealing with “normal” 
values and not with “market” values. Moreover, he explicitly recognized 
at several points in his argument that demand conditions play an im- 
portant part in determining the terms of trade whenever factors of pro- 
duction are not completely mobile between one industry and another. 
The second of his two journal articles contains a statement on these 
problems which seems to me to be worth quoting at considerable length. 
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So far as short-run effects are concerned, . . . the neoclassical analysis 
is of great value. . . . In periods too short to permit of shifting of re- 
sources through the gradual process of decay of existing fixed capital and 
the growth of new forms thereof, in a word, too short to permit of a 
change in long-run conditions of supply, the character of demand sched- 
ules is, indeed, of predominating import. Where inelastic demand (or 
inelastic supply) schedules are involved, moreover, short-run changes in 
the terms of trade may be very violent. .. . Short-run phenomena, more- 
over, are sometimes affected but slowly by the forces making for long- 
run equilibrium. At the present time [1932], for instance, any transition 
toward the long-run equilibrium position appropriate to such disturb- 
ances as may have occurred in the years just prior to the outbreak of the 
depression is hindered by the prevailing uncertainty and by the fact that 
all goods now seem difficult of sale. In such circumstances “short-time” 
phenomena may dominate the situation for a rather lengthy period.”® 


If this careful and explicit distinction between long-run and short-run 
adjustments.in international trade had been carried over into all parts 
of Graham’s book, I should probably have had few, if any, occasions to 
disagree with the author’s policy recommendations. But one has the feel- 
ing that in discussing such problems as exchange rates and dollar short- 
ages Graham tended to lose sight of the essential difference, which he 
elsewhere indicated, between the short-run and the long-run. How else 
can his strong statements concerning the effectiveness of exchange-rate 
adjustments be explained? In other words, in his policy recommenda- 
‘tions, Graham did not succeed in bridging the gap between a long-run 
theory and a short-run problem. ` 

It would be most unfortunate if the confusion between the long-run 
and the short-run which characterizes the discussion of economic policy 
in Tke Theory of International Values should discredit the impor- 
tant contributions which Graham has made to the pure theory of inter- 
national trade. For, as a long-run theory of adjustment, Graham’s 
doctrine emphasizes a point which, in the present world of exchange 
controls and other governmental controls, is in constant danger of being 
overlooked. In particular, Graham’s theory of adjustment shows that, 
witk a reasonable degree of flexibility of prices and exchange rates 
there would be a strong underlying tendency toward international 
equilibrium. To put the matter another way, the international economic 
system has a high degree of long-run stability. If the factors of produc- 
tion are sufficiently mobile within each country, a state of international 
balance can ultimately be achieved without serious adverse movements 
in the terms of trade of the deficit countries. 


2 The Theory of International Values,” Quart. Jour. Econ. (Aug., 1932), p. 615. 
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Such long-run stability, however, is by no means inconsistent with 
substantial short-run fluctuations in the terms of trade; and it is the 
possibility of these short-run movements, aggravated by inelastic 
demand for imports in many countries, which makes some of our present 
problems so difficult to solve. Long-run stability, in other words, does 
not guarantee, as Graham’s book frequently seems to imply, that a sys- 
tem of free-market exchange rates would be an effective and efficient 
system under present conditions. Reasonable flexibility of exchange 
rates is not synonymous with freely fluctuating rates, and the former 
may be desirable while the latter are not. ‘There is considerable evidence, 
to be sure, that in attempting to alleviate their short-run problems 
many countries have adopted policies which stand in the way of the 
long-run adjustments envisaged by Graham. But what is required in this 
event is not a widespread adoption of long-run solutions and a complete 
neglect of the exigencies of the moment, but a reasonable compromise 
between long-term and short-term measures. The great merit of Gra- 
ham’s book is not that it presents a solution of both types of problem, 
but that it shows clearly the direction in which the long-term solutions 
are to be sought. 


THE PROBLEM OF CONTROLLING RESOURCE FLOWS 
IN WARTIME* 


By EDWIN B. GEORGE AND ROBERT J. LANpRY** 


During the past few years there has been a spate of volumes on our 
World War II experience with production and distribution controls— 
various routine “official” accounts, analyses by historians who weren’t 
there and the usual run of reminiscences. Much of the material fails to 
grapple with the crucial problems still unsolved. Not so with Wartime 
Production Controls. One or more of its authors participated in every 
major battle concerning the formulation and execution of wartime 
industrial mobilization policy from 1941 through 1945. They know 
where to find the issues that matter. It is their purpose in this book to 
locate, define, and resolve such issues forthe planners in any future 
conflict we may find ourselves. And since the cold war is already more 
than tepid and growing hotter by the moment, their offerings deserve 
intensive analysis. . 

In undertaking this review it was first thought that the observations 
could be put in the form of a seriatim commentary upon the book’s 
various sections. But experimentation made clear that the book did not 
lend itself to such treatment even within the compass of a review article. 
It is appropriate, however, to outline briefly the contents. After two 
esentially introductory chapters, discussing respectively the key prob- 
lems in the field and the prewar business and government background of 
the wartime techniques, the volume proceeds to the wartime record. In 
Chapter III, the authors summarize early developments in materials 
control procedures. Chapters IV and V trace the origin of general 
preference, conservation and limitation orders for materials, compo- 
nents and end-products, and the 1940-1941 experience in detailed priori- 
ties planning. The next three chapters deal with the evolution of the 
basic War Production Board control techniques. Chapter VI deals with 
the Production Requirements Plan; Chapter VII with the efforts to find 
a control instrument free from the serious conceptual and administra- 
tive weaknesses of this mechanism; and Chapter VIII with the upshot 
of this search—the Controlled Materials Plan. In the following chapter 


* A review of Wartime Production Controls, by David Novick, Melvin Anshen and 
W. C. Truppner (New York, Columbia Univ. Press, 1949). 
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(IX), the authors list and elaborate upon the major problems to which 
CMP did not provide any good solution—with a view to warn future 
national emergency administrators against beginning “with the assump- 
tion that CMP represented either perfection as a technique or a control 
that could be expanded in scope within the same framework to eliminate 
the material control problems that plagued the War Production Board 
throughout the war” (p. 194). This viewpoint is then driven home 
forcefully in seven chapters analysing the serious difficulties met with in 
handling a number of products and situations. The penultimate and final 
chapters present, respectively, a summary statement of the authors’ 
conclusions as to the lessons taught by World War II and their sugges- 
tions with respect to the kind of planning necessary to prepare us for 
possible future conflicts. There is an excellent, lengthy and almost read- 
able index. 

A work dealing forthrightly with many controversial subjects inevi- 
tably invites criticism, especially from those who, like the reviewers, 
operated from different seats in the same areas during the war and have. 
since kept in close touch with subsequent war planning activities both 
as observers and as consultants to the National Security Resources 
Board. The reviewers will be rather critical on some important matters. 
It is essential to stress at the outset, however, that on balance the 
authors have rendered a really outstanding service. Despite its length 
and concern with highly debatable matters upon which they usually 
held strong views, the book contains few independent generalizations. 
Moreover, the amenities have been preserved to an almost painful 
degree. The authors knew the detail of WPB operations as few others in 
the administration knew it and maintain admirable restraint in its pres- 
entation. The importance of each fact introduced is merely as a datum 
that somehow or other had to be fitted into a grand design. It was 
always this they had in mind. And they built such a structure within 
which to point their morals and place their positive recommendations. 

The volume is hardly a primer for students in management since both 
the problems and the endless attempts at solution of them were beyond 
simplification. Nonetheless, it will prove most illuminating to several 
groups of persons. It should be read by all veterans of WPB who 
never had time for an over-all view. And it is an absolute “must” for 
any economist or political scientist who has had or may have any 
occasion to deal with the problems of planning and controlling resource- 
use under conditions of total war. With all due regard to the economists 
who laboured so valiantly and so successfully at their tasks in the 
Office of Price Administration, it seems fair to say that the job of indus- 
trial wartime pricing in the real economic sense—the continuous process 
of evaluating changes in the relative urgency of competing demands for 
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our resources and of redirecting resource flows in line therewith—was 
done in good part in WPB. Both in its description and analysis of this 
process and (with two notable exceptions) in the suggestions it makes 
with respect to desirable forward planning policies, the work under 
review seems to stand head and shoulders over any other published to 
date. 

With these observations, we turn now to an ceann of the book’s 
message. The best way would seem to be to consider in order the 
authors’ five well-presented recommendations, in each case summarizing 
their own summary exposition and then making such comment thereon 
as is appropriate within the space available. 


Recommendation 1: To Create a Civilian Agency Charged with 
Responsibility for Industrial Organization 


By this proposal the authors intend to urge establishment of a peace- 
time government Industrial Mobilization Agency to serve as the key 
planning and operating organization for industrial mobilization. Its 
paramount authority in this field is to be made clear by directive, and 
other interested groups, notably the military services, must adapt their 
own mobilization plans and procedures to those of IMA. Structually, the 
agency is to handle all control operations relating to the output and dis- 
tribution of munitions, materials, components and civilian-type items. 
Connection with other agencies handling military operations, labor, 
transportation and utilities is to be maintained through a top advisory 
board comprising representatives of these organizations as well as 
civilian members representing business, the unions, and the public 
interest, and through three permanent assistants fulfilling liaison func- 
tions—one with the military agencies, one with industry, and one with 
labor. Within the organization there would be a permanent general 
manager of operations reporting to the administrator on a line basis. He 
would supervise some twelve specialized research and operating units, 
each concerning itself with both planning and current operations in its 
sphere, and which together cover designated aspects of the problem of 
controlling the flows of materials, intermediate products and end- 
products during wartime. It is only by creating and insuring efficient 
operation of this or a similar organization that we can “make adequate 
provision for the essential industrial planning, organization or method- 
ology which ... [are] pre-requisites of effective industrial mobilization 
for national defense” (p. 413). 

In commenting upon this-suggestion, it is perhaps best to begin with 
some historical background. According to the authors, their proposal to 
establish an IMA is nothing new. The final War Industries Board 
report, submitted by Bernard M. Baruch in March, 1921, urged the 
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creation of such a peacetime setup. Furthermore, a similar rudimentary 
organization, centering upon a National Security Resources Board, 
recently came into being under the National Security Act of 1947. If the 
programs envisaged by these schemes could be put into effect, the 
authors argue, their own proposals would be pointless. The reasons for 
advancing the latter, they say, lie in an (unspecified) inherent contradic- 
tion between the tasks of the NSRB and the Munitions Board and in 
what they regard as unprofitable NSRB preoccupation with broad 
policies and programs at the expense of constructive work on the prob- 
lems of policy execution. Their suggestions seek to resolve the contra- 
diction and to transfer the emphasis on policy formulation to policy 
implementation. 

The question immediately raised by this argument is whether, in 
defining the structure and functions of IMA, the authors are really (as 
they think) outlining a streamlined peacetime War Industries Board or 
National Security Resources Board. In our judgment, this is not the case. 
In the Baruch report, the recommended agency for industrial mobiliza- 
tion was given specific control over not only materials, components, end- 
products and facilities, but prices and labor; and by direct inference, 
control over power and transportation. The NSRB mandate, although 
somewhat obscure, nonetheless explicitly embraces control over labor 
as well as materials, etc., and is difficult to interpret as excluding any 
of the other items. In both instances, the control authority runs far be- 
yond that which the authors would confer upon IMA. What they 
envisage, at least in any tangible way, is simply a polished and internally 
integrated WPB. 

As we shall note shortly, the book under review gives us a very 
thorough account of the “WPB-type” problems—those met with in 
developing consistent and comprehensive physical controls over ma- 
terials, intermediate products and end-products—and presents a very 
judicious set of recommendations with respect to action in this area in 
future conflicts. In war, however, we must have other controls over the 
same resources and controls over complementary resources. The change 
from peacetime to wartime input and output patterns must be so rapid 
and so radical as to preclude achievement through use of a free price 
system coupled with general fiscal and monetary controls, simply by 
appropriating money to the military to wrench supplies away from 
private consumers. But direct controls will not turn the trick, failing 
effective synchronization. We submit that a top priority task for our 
present-day war planners is to integrate the various quasi-independent 
civilian control agencies that “ran” World War II. That means pri- 
marily distributing functions and authority in a manner minimizing the 
administrative gaps between those with general assignments. There 
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must be generous provision of bridges at the working level and of a frm, 
powerful and sensitive hand at the apex. In recognizing the requirements 
and proposing boldly to meet them by merger, the War Industries Board 
report and the National Security Act were on the right track. 

The authors have hardly anything to say on the problem. One should 
doubtless give some weight to their engagingly modest disclaimer of 
competence to do so on grounds of lack of experience. The omission, 
however, is difficult to reconcile with the attempt to provide an organiza- 
tional structure for a permanent agency designed to absorb current 
NSRB functions; and in any event no master plan can legitimately 
dodge the issue.* That the relationships among functions are virtually 
as important to the successful fulfillment of each as are its own particu- 
lars is not difficult to show. Those between WPB and OPA and between 
materials and manpower controls in World War IT will illustrate the 
point. 

Even with heavy excess profits taxes in effect, war does not destroy 
the interdependence of production, distribution, and price. Under the 
Second War Powers Act, the War Production Board could legally 
order what it wished to be made and where it wished it to be sent. With 
no thought of outright rebellion, many individual firms would find 
reasons to edge away from the strict letter of the instructions toward 
the pattern of output which OPA’s rules made most profitable. Further- 
more, there is a limit set, particularly by the heterogeneity of consumer 
goods, to the detail that a production agency can prescribe. On the other 
hand, OPA was frequently charged with attempting to maintain output 
and price lines unchanged from the base period——-despite the absence 
of any firm check on the prices of the raw material inputs. (In point 
of fact, the charge as thus stated does not take sufficient account of 
such factors as high volume and negligible sales costs.) Reciprocally, 
OPA’s job would have been much more difficult without WPB’s produc- 
tion and distribution controls. Complete allocation sets a limit to effec- 
tive demand, as there could be no proper applicants without tickets. Not 
so with partial allocation, which would merely leave a smaller supply 
for an even more incontinent demand at the controlled price. 

Another quirk was that we had no “austerity,” which from the admin- 
istrative viewpoint means that we had few compulsory standards for 


* This is not to say that interrelationships are so strong that action in any given field 
sets limits to what it is possible and proper to do in other fields. If, say, one agrees that 
we shall in any event need to exercise all the control over materials and products that is 
feasible and will yield a net advantage, the formulation of controls can proceed inde- 
pendently of work undertaken elsewhere. Their limits wil be set merely by the difficulties 
confronting any control apparatus in that field. But even if this is the case, as it may 
prove to be in substantial degree, the major problem of coordination to achieve the most 
efficient (or even a sufficient) utilization of resources will remain. 
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our consumer output (not counting conservation orders). WPB divi- 
sions were beginning to approximate a set of standards in some fields 
toward the end of the war. To the extent that they did so, OPA was 
helped. It is difficult to price something that changes form or composi- 
tion as soon as it is identified, and this was one of the customary routes 
of escape from OPA’s clutch. Some unknown part of the upgrading and 
depreciation of quality that was blamed on OPA’s severity would have 
followed the mere existence of control. Some of the upgrading would 
have occurred without any escape motive at all, under the pressure of 
immense demand. Any price would have been beaten in chameleon-type 
lines, failing standards. And the Taft-Andresen Amendment, rightly or 
wrongly, manacled the OPA with regard to the setting of such stand- 
ards, thus increasing its dependence on WPB. OPA in turn must subsi- 
dize marginal domestic production for WPB—also, otherwise “uneco- 
nomic” imports, although myriad relations with foreign governments 
complicate that feature beyond any possibility of interest to present 
readers. 

Turning to the second case of conflict, one would not ordinarily 
expect manpower controls to be separated from controls over other re- 
sources. In fact, until 1942 they were not. separated, the appropriate 
power residing in the chairman of the WPB. In the spring of that year 
the chairman saw fit to cast them loose. Among his reasons were the 
lack of immediate manpower emergency, the cruel pressure of urgent 
problems, and the desire of labor groups for autonomous handling of 
their problems and interests. It might have been foreseen that spreading 
shortages would soon envelop manpower and that autonomy in so vital 
an area would then raise new and perhaps insoluble problems of coor- 
dination. However that may be, it was done, and the logical difficulty 
promptly arose of how to re-merge the separate controls—or more 
accurately, how to link together the separate entities. So far as we can 
see, the problem was never solved during World War II. The failure did 
not cause much more than inconvenience in 1942-1943 as scope for ab- 
normal additions to the labor force, room for some rise in length of 
workweek, technical difficulties in accelerating the war program and a 
rather leisurely rate of growth in the armed forces allowed us to meet 
war needs without a manpower draft, synchronized allocation of labor 
and non-labor resources, or consistent wage and price controls. But as 
the aggregate production program hit its peak and the armed forces 
reached their full quotas, manpower threatened to become our tightest 
bottleneck and the dangers arising from lack of a comprehensive con-> 
trol system became painfully evident. With all due respect to the WMC 
and the Selective Service Administration, we suspect that had not the 
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European theatre closed down we would have been in a bad fix by the 
fall of 1945. . 

The first difficulty stemming from this separation of powers was that 
in principle, ‘although not in degree, our half-free, half-compulsive, 
union-sensitive control machinery was causing us to slip into the same 
dilemma that Robertson discerned in the postwar British economy: 
“The crux of the matter is that, generally speaking, the housewife’s 
shillings and pence can be relied upon to go where they are told, and 
generally speaking, the Ministry of Labor’s men cannot.’” So long as 
the labor situation was such as to insure adequate interindustry move- 
ment in response to the permitted wage differentials favoring war indus- 
tries, U.S. Employment Service relocation efforts, and draft deferments, 
no serious difficulties arose. But when this ceased to be the case, there 
was lacking both the power and the will to enforce movement directly 
and, in many cases, even to approach the problem by indirect routes. 
Admittedly, we shall often be able to adapt ourselves to geographic 
labor immobility by modifying contract placement plans as envisaged 
by the Area Production Urgency Committee setup operative in the 
latter days of the war. But there are always limits to this and there 
are other forms of immobility; and we really didn’t have the devices to 
effect movement when movement was necessary. 

A second major source of trouble stems from ill-coordinated estimates 
of non-labor and labor resource availabilities and from a corresponding 
lack of synchronization between the operation of the control systems 
applicable to these. Knowledge of the.existence and character of these 
weaknesses during World War II is too widespread to require extended 
discussion here. But few who are familiar with actual developments 
will deny that the attempts at bottleneck-breaking represented (once 
again) by the PUC employment ceiling and labor referral techniques in 
force during early 1945 were inadequate to handle the job looming 
ahead at that date. It may be said, without injustice, that we were in 
poor shape all along the line. We lacked any really good idea of what we 
could do, given various degrees of effectiveness in the employment of 
our manpower—and a fortiori a good idea of what could be done with 
fully effective distribution and use. And, obviously, we lacked the appa- 
ratus to assure achievement of any given degree of effectiveness in these 
respects—that is to say, we lacked the power to conduct a real man- 
power draft and the machinery for retraining, relocation, etc., necessary 
to make sure that such a draft would yield the desired results. 

We are conscious that a mere enumeration of the foregoing conflicts— 
and similar ones abounded in other World War II relationships—is not 
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by itself conclusive evidence that a fully implemented War Industries 
Board or National Security Resources Board setup is tke right answer. 
There is as serious danger in rigid over-all control as in the apparent 
absence of adequate coverage during the last conflict. There is some- 
thing else to be done before one plans any organization at all. That is to 
diagram the institutional strains and pressures in our political economy, 
estimate their strength and be perfectly callous in distributing authority 
in the manner best calculated to curb them without risking destruction 
by them. One could even argue that for this purpose the administrative 
history of World War II might properly be written as a history of feuds. 
Beginning with a previously cited detail, was the friction between-OPA 
and WPB mainly a product of the incompatibility among men of 
different training, and thus never susceptible to cure through merely 
educational and synchronizing processes? Why did real bitterness 
develop between OPA and the Department of Agriculture, and was it 
bound to occur? Was it ever possible for the WPB’s original Office of 
Civilian Supply to determine requirements for agriculture, the railroads, 
the power and petroleum industries, etc., and to be accepted as spokes- 
man by those intensely self-conscious entities? Why did the Petroleum ~ 
Administration for War exercise absolute authority over both the 
domestic and foreign allocation of petroleum products after its enabling 
executive order made it responsible to WPB for the one and to the 
Board of Economic Warfare for the other? 

More serious than the easy seizure of autonomy by “deputized” 
agencies was the subsequent struggle of top administrators to limit its 
exercise and the relative ineffectiveness in some cases of even executive 
orders to which they finally agreed. Can our political blocs again put 
successful pressure on Congress to weaken the food, manpower, and 
economic stabilization programs? Was it inevitable that administrative 
orders of the WPB should occasionally make overlapping grants of 
authority to its own constituent units, presumably in purchase of 
temporary or formal peace, or that actual working relationships among 
individuals were frequently determined by trials of strength rather than 
the clauses of official directives? On another occasion, will there in the 
nature of things be the same lag in controlling the prices of agricultural 
‘commodities and of labor? More generally, why were both inter-agency 
and intra-agency delegations of authority and functions so frequently 
irrational? Presumably not because of administrative weakness alone. 
And if not, how are irresistible pressures to be recognized as such and ` 
taken into account? Briefly, how much, if any, of this record was 
inherent in any American experiment with State control in an “all-out” 
war, and certain to happen as it did, and how much could have been 
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checkmated by planners’ foresight and administrative vigor and deter- 
mination? 

These questions are evidently much easier to ask than to answer. 
Their investigation should be one of the top priority projects in our 
current planning work. We are convinced, however, that the upshot of 
such study will suggest the strong desirability of a central control 
agency much closer to that represented by the War Industries Board 
and National Security Resources Board models than to anything we 
had in World War II and that efforts to develop the appropriate frame- 
work should take the form of retaining NSRB and modifying, if neces- 
sary, its present control plans and proposals rather than of replacing 
this agency by IMA. 


Recommendation 2: To Lodge in this Agency Authority for Determin- 
ing the Magnitude of the Military and Civilian Portions of the Program 


More broadly than its phraseology suggests, this recommendation is 
meant to equip IMA with powers ranging from appraisal of resource 
availabilities to the contract-placement stage of implementing basic 
allocations to claimants. 

It is the authors’ position that, broadly speaking, virtually all the key 
operations within this area should be conducted by the civilian agency. 
More specifically, they propose that IMA be given final authority to do 
four jobs: assemble the basic supply and requirements data for each item 
thought to require control; pre-assess the feasibility of given strategic 
plans in the light of such information—that is to say, determine whether 
a given constellation of military programs can be met within the limits of 
our resources, having regard for the war-supporting activities it entails, 
and disapprove constellations failing to satisfy this test; allocate availa- 
ble resources in line with the balance sheets underlying an approved 
constellation; and actually place, or at any rate clear the appropriate 
claimants’ placement of, the major contracts that are necessary to im- 
plement the allocations. Of these tasks, the authors hold the last (never 
assumed by WPB) to be the most important. Whatever other steps are 
taken, they contend, we cannot expect real success unless this is done. 
It is definitely a sine qua non of effective industrial mobilization. “The 
nature of authority for execution which is implied by this grant of power 
[z.e., in recommendation 2] rests in the phrase ‘determine the magni- 
tude’—the experience of two world wars has demonstrated that effec- 
tive determination requires lodging the contracting (or contract clear- 
ance) power firmly in the civilian contro] agency” (p. 418). 

In elaborating upon the recommendation, the authors devote most of 
their space to the problems of constructing the complex statistical appa- 
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ratus that the first task will require. There are several points in this 
stimulating discussion that invite comment, especially the authors’ list- 
ing of important problem areas for intensive study brought to light by 
World War II experience and their failure to note some lines of 
approach that warrant careful scrutiny (notably the Leontief input-out- 
put technique). By and large, however, the readily accessible literature 
on all these matters covets anything we could say in brief compass. It 
will be more fruitful to use our space to comment upon some important 
issues that the authors either take for granted or do not define clearly. 
Of these, two are of paramount interest. The first is the contract 
clearance problem. The second concerns the inherent contradiction be- 
tween NSRB and the Munitions Board, to which the authors refer on 
page 413. 

A careful reading of the authors’ whole text makes clear that they 
regard civilian clearance of military contracts as the keystone not only 
in their second recommendation but in the whole IMA structure, and 
believe this judgment to be the outstanding conclusion to which one is 
led by study of our wartime record. Affirmations to this effect appear 
again and again (see, e.g., pp. 136-37, 192-93) in the book’s historical 
chapters and are set forth bluntly and without qualification no less than 
five times in the summary chapters. The strongest of this last group of 
statements is the following (p. 389): “The heart of the control problem 
is the contracting function. Demonstration of this prime fact is the most 
important single lesson to be learned from a review of wartime industrial 
mobilization.” 

It will be evident to anyone familiar with our war planning activities 
that this contention, if valid, is of the highest importance, since it is 
thought generally that the armed services will offer violent resistance 
to civilian contract clearance control. We propose, therefore, to com- 
ment upon the subject at some length. In doing so, it is most illuminat- 
ing first to examine its World War I history, or at any rate the authors’ 
version thereof: and then to consider the real or alleged part played 
by abdication of such control in aggravating our resource mobilization 
problems in the last conflict. 

The matter of World War I experience with civilian procurement 
control can be dealt with briefly. We regard the authors’ performance 
here as puzzling. They assert repeatedly that their proposal finds com- 
plete vindication in the record of that war. On pages 385-86, for ex- 
ample, it is said that ‘‘there was nothing in any of the efforts at pro- 
gramming and control attempted during World War II which placed 
the control at the most effective point—procurement. We had completely 
forgotten one of the major lessons learned from the experience of 
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World War I.” Later (p. 388) they state: “It is important that the 
procurement experience of World War I, forgotten in World War II, 
be made a part of the authority of the [T[MA].” And as we have seen, 
their final word on the subject rests their recommendation on “the ex- 
perience of two world wars.” Yet what picture of 1917-1918 experience 
do they draw (pp. 28-30)? A sorry one indeed. The procedure proved 
to be very costly in terms of manpower, paper work, delays in con- 
tract placement. It contributed little to quantitative procurement con- 
trol. By the close of the war recognition was general that it did not 
provide the information necessary to insure fulfillment of future re- 
quirements. Only the war’s end prevented our arrival “at the point at 
which the entire clearance procedure could be expected to collapse of its 
own weight” (p. 29). To contend that this experience establishes the 
need for or even desirability of civilian contract clearance is to fly 
directly in the face of the evidence. The case for such clearance must 
be sought elsewhere. 

We turn now to the second and perhaps more relevant matter, viz., 
the World War II record. Our observations here can best take the form 
of answers to two questions. First, of how many serious difficulties met 
with in resource mobilization during this conflict can “autonomous” 
military contract placement be said to have been a necessary cause? 
Put the other way around, this question is: In how many such cases 
cannot the root causes be found in shortcomings of our control appa- 
ratus or supply-requirements balance sheets. that from subsequent 
experience we now know (or have good reason to think we know) how 
to avoid henceforward? And, secondly, whatever the number of cases 
may be, is there a firm basis in fact or logic for believing that in and 
of itself civilian contract clearance activity would have led to much 
improvement? 

Answering the first question, every informed person, we believe, 
concedes that uncontrolled or insufficiently controlled military and 
civilian “take” was responsible in good part for whatever degree of 
resource malallocation took place during 1941-1943 and perhaps for 
the much smaller degree occurring thereafter. But the reviewers none- 
theless cannot recall a single major instance of such malallocation that 
was traceable exclusively or even primarily to the military’s control 
over the mechanics of placements of its own contracts. Our impression 
that there were few, if any, finds strong support in a review of the 
(impressively rare) alleged examples the authors offer, and in some 
equivocal comments appearing even where they are asserting the need 
for civilian hands at the switch. 

In the former connection, let us examine the two large groups of 
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examples they offer (p. 32 and pp. 198-99).* Consider first their ac- 
count, given in the second group,’ of our sad experience with “water” 
in stated aircraft requirements for aluminum extruded shapes. Con- 
jointly with the aircraft schedules, such bill of materials’ inflation gave 
rise to a demand for extrusions that the industry could not meet. De- 
spite this fact, WPB never sought to force a reduction in the stated 
program, but merely held allotments to the level consistent with extru- 
sion capacity. Ordinarily, the authors imply, such action (or failure to 
act) would have bred serious difficulties, if not chaos. In this case, how- 
ever, overestimate of extrusion requirements allowed us by and large 
to provide all the shapes that plane producers could absorb. According 
to the authors, this accident saved the day, closing “the gap between 
plan and reality” and thus contributing inadvertently to the success of 


*Space does not permit ad koc comment upon their frequent sweeping allegations of 
malallocation, although the basic criticism of these would usually be similar to that made 
above. One of these charges, however, seems to advance for civilian contract clearance 
an argument quite different from that dealt with in the body of this review and thus 
requires examination. On page 33, it is said that since, under CMP, the claimant agencies 
were not forced to cut back their contracts to the levels consistent with fulfillment of 
the programs that CMP allotments would support, we had even under this system 
continuance of “unwarranted demand upon noncontrolled materials such as lumber, 
textiles and chemicals”—a fact that, the book argues, made imperative the development 
of elaborate control schemes for these items. It is argued too that “in the component 
areas—this overdoing . . . compelled the introduction of very detailed scheduling controls, 
which were in fact more specific controls than CMP.” 

Unless we are mistaken, the authors are here contending, not that a comprehensive 
and consistent distribution control system plus general power to pre-assess the feasibility 
of a given strategic plan would fail to turn the trick, but rather that recourse to contract 
clearance would obviate or at least permit drastic simplification of the control apparatus. 
This, we believe, is a proposition that the bulk of their book and their discussion of IMA 
functions implicitly (and in our judgment correctly) deny. However the problem may 
appear in theory, the practical position is that for several reasons we shall in any event 
require the control apparatus and its paper-work—notably to provide a common currency 
to convert all “approved” requirements into actual demands; to supply data relating 
actual inputs to actual outputs in order to make possible a continuous check upon the factors 
used in estimating program requirements; to calculate attrition rates; and to keep tabs on 
producer performance by program and product in order to maintain close contact with 
our supply position and to police distribution. Briefly, and as the authors emphasize else- 
where (see, ¢.g., p. 144) we need the elaborate control machinery to provide essential 
programming information that “in the nature of the case” can arise only from current 
experience. The relationship is thus assymetrical: The control apparatus plus the general 
feasibility pre-assessment can obviate contract clearance, but recourse to contract clearance 
cannot obviate the contro] apparatus. Since this is so, a clearance procedure would be of 
dubious value even if it were costless and readily acceptable to the military. In the real 
state of affairs, the case against its institution is much stronger. 


*The authors submit this batch of cases in order to illustrate the rôle that, in their 
judgment, accidental overestimates of material requirements played in enabling CMP to 
work rather than to show the consequences arising from lack of civilian control over 
military contract placements. This last factor, however, occupies a central position in 
their presentation of two of their four cases in point. Our textual discussion relates only 
to these two examples. 


m 
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CMP. Here we have an illustration that is both irrelevant and incor- 
rect. To justify their position, the authors would have to show that 
in their example (1) the failure to cut the aircraft program directly, 
rather than indirectly vie extrusion allotments, had led to wasteful 
accumulation of components and noncontrolled materials arising, say, 
from a demand reflecting similarly inflated requirements and im- 
plemented through general preference ratings, and (2) such accumula- 
tion was attributable to overprogramming per se rather than to lack of 
what we now know or suspect to have been feasible control over the 
allocation of such resources. Since they do not charge wasteful accumu- 
lation, the example is irrelevant and the second question does not arise. 
And their argument is incorrect on its own showing for the reason that, 
in so far as contract-letting in and_.of itself is the key operation, we have 
here a case in which civilian clearance and review would have done 
damage to a vital program. That is to say, the civilian agency would 
have forced cutbacks that were quite unnecessary in the real situation. 
(We shall return to this point below.) ` 

The Maritime ship-program example, given in both groups (pp. 32, 
199) has even less force. In this case, it is said. (p. 32), “propulsion 
equipment and other heavy items required for the final assembly of 
ships remained under contract even though sufficient steel to complete 
the assembly was not allocated to the Maritime Commission. The suc- 
cessful maintenance of the Maritime Program on a reasonably balanced 
level was not due to any curtailment arising from an attempt by the 
Commission to limit its procurement to the quantities of steel allotted, 
but rather to slippages in deliveries of propulsion equipment and actual 
completion of ships on the ways.” Here the authors not only do not 
claim malallocation, but state explicitly that the outcome was favorable. 
In this case, we share to some extent their view that this was so because 
we got some breaks. But quite apart from the fact that the demand 
for propulsion machinery, e.g., bore an (admittedly loose) relationship 
to the basic steel allocation through B-product materials allotments, 
it seems to us rather clear that a comprehensive distribution control 
apparatus of the sort they regard (correctly, we believe) as feasible 
would have forestalled the potential difficulties. This conclusion holds 
a fortiori if the civilian agency possesses the right to pre-assess (and 
re-assess in the light of experience) general program feasibility. 

Finally, they recall the case of aircraft contracts in the third and 
fourth quarters of 1943, claiming that here manufacturers were en- 
couraged to acquire all the uncontrolled resources thought necessary 
to meet the basic plane schedules although aluminum allocations were 
less than 85 per cent of stated needs for this material. Upon analysis, 
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this proves to be much the same example as that set forth above, and 
is subject to much the same criticisms. 

In addition to these instances, the authors scatter a few others 
throughout the book (see the reference on page 385 to conflicting tank 
and plane demands for universal motors). But a close examination of 
these leads one to the conclusion implicit in the foregoing remarks: 
None of the cases present any difficulties that could not and would not 
be overcome given realistic supply-requirements balance sheets, civilian 
pre-assessment of the war program’s general feasibility and a control 
apparatus which the authors regard both as feasible and as necessary 
to impose for other reasons. 

The same inference, we think, can often be drawn from the context 
of statements in which their purpose is to argue otherwise. To illustrate 
this fact, we have chosen a paragraph (pp. 192-93) that presents their 
charges in very strong language: 


In its attack on the uncontrolled expansion of military programs CMP 
had one important advantage over PRP. Its machinery of requirements 
accumulation and allotment distribution compelled the procuring services 
to consider the feasibility of their goals by juxtaposing production sched- 
ules and the controlled materials required to carry them out. The PRP 
technique obscured this relationship. But the crucial step of outright 
contract cancellation was rarely, if ever, taken. The inclination toward 
incentive scheduling on the part of some of the services, and manufac- 
turers’ freedom under CMP to use their preference ratings to buy parts 
and materials other than the controlled materials, combined to bear with 
unnecessary and often disturbing pressure on the supply of many items in 
shorter relative supply than the controlled materials. In this way, 
although CMP effected a partial redemption of the War Production 
Board’s failure to seize and hold control over the letting of contracts— 
the real source of power in the war production economy—by no means 
did it realize a total solution. 


We ask the reader to delete provisionally the assertion on “real source 
of power” in the last sentence above. Essentially what remains? We had 
an uncontrolled expansion of military programs (and, one may add, very 
loosely controlled expansion of many other programs), before CMP. 
This plan, however, brought into the picture for only three materials 
a control pattern much less ambitious than the authors have in mind 
for future use—and without feasibility pre-assessment. The very mod- 
est coverage, we agree, did not “realize a total solution.” But by their 
own admission it did effect a partial redemption—a point they state 
again somewhat more generously on pages 197-98 in conceding that 
(as had been foreseen) CMP led to a “general lowering of demands 
for some noncontrolled materials to the point where judgment and 
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intelligence could be brought to bear on the problems of distribution.” 
Moreover, apart from the mess that had been allowed to develop, the 
prime reason for the inconsistencies still remaining, we suggest, is 
that which the authors themselves give in noting manufacturers’ 
freedom under CMP to use their preference ratings to buy parts and 
materials other than the controlled materials—lack of passably eff- 
cient controls over the other areas. And one of the most obvious in- 
ferences to be drawn from the book is that during the war we de- 
veloped for even the toughest areas schemes that either in actual opera- 
tion or (if not put into effect for one reason or another) in the judg- 
ment of many men familiar with machinery operative somewhere in 
the system were passably efficient. 

It will be useful perhaps to summarize one case to which the authors 
devote many pages, namely, lumber. Here regulation confronted for- 
midable obstacles. The character of demand and the structure of the 
producing industry combined to render infeasible a CMP-type of con- 
trol apparatus. As a result of the first factor, it was very difficult to 
estimate over-all requirements, to say nothing of requirements on a 
claimant-by-claimant basis. On the supply side, although rough over-all 
estimates could be had, the variety of grades and specifications made 
these of lesser value than, say, those for copper or steel shapes. Direct 
contracts being the exception, their clearance was impossible and in- 
direct clearance via end-products requiring lumber was never under- 
taken throughout the war. Yet in these circumstances, we were able 
within six months after recognition that lumber was “critical” (late 
1943) to develop distribution control machinery so successful that the 
book rightly bestows paeans of praise upon it. A large part of the 
credit for the control system must be given to our earlier experiences 
with PRP and CMP and to its ingenious architects, among whom our 
authors were prominent. The immediate point, however, is that it was 
able to do the job in a field intrinsically much more difficult to handle 
than those covered by CMP and one into which contract clearance did 
not enter at all. 

To this point our object has been mainly to ask whether such evi- 
dence as is to hand suggests that in and of itself full direct control by 
the military over its own procurement was a major cause of any of the 
serious resource alocation problems we encountered during World 
War II. In a sense, however, the basic problem here—and we come now 
to our second question—is not to determine if this was the case, but 
to inquire whether, in so far as it may have been, the authors’ proposed 
remedy—the institution of civilian contract clearance—would have 
improved matters. It is a brave man who would answer affirmatively. 
As said above, the authors themselves, in reviewing the sizable appa- 
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ratus required for the much smaller World War I job, concede that the 
procedure would involve a heavy gross cost in the shape of a large staff, 
floods of paper, delays in contract placement—conceivably intolerable 
when large and rapid changes in program mix become necessary—and 
the frictions resulting therefrom. And would there be any benefit, to 
say nothing of a more-than-compensating benefit? The only set of 
conditions guaranteeing even a gross gain would be one in which the 
civilian agency, although unable to exert adequate direct control over 
the military’s use of resources, had simultaneously (1) accurate in- 
formation concerning the prospective supply-demand position, (2) suffi- 
client control over war-supporting (z.e., essential civilian, essential 
foreign and indirect military) demands to insure that these would 

never exceed their appropriate levels, and (3) knowledge that planned | 
military programs were larger than could be met consistently with 
satisfaction of the war-supporting needs. Under these conditions direct 
contract pruning alone could save the day. Merely to state such a set 
of conditions, however, is to cast doubt on the likelihood of their 
occurring. Yet under all other conditions civilian contract clearance 
would appear to be a highly dangerous and/or unnecessary procedure. 
With controls but without realistic supply-demand data, the clearance 
activity would in all likelihood cause damage as often as good. The 
aircraft case noted above illustrates this point. With accurate balance 
sheets but without adequate control over use in either direct military 
or war-supporting lines, cuts in military procurement would be merely 
stabs in the dark. Lacking both supply-demand information and con- 
trols (the lumber case in 1942-1943), the whole procedure would be a 
farce. With adequate controls and adequate balance sheets—the state 
of affairs that we were approaching at an encouraging speed from mid- 
1943 to V-J day—civilian contract clearance activity would be an ex- 
pensive luxury. 

The upshot of these considerations is that we are really defending 
the prime implicit thesis of the book under review against a few unwary 
remarks that unfortunately dominate what from the average reader’s 
viewpoint are its key chapters. The authors appear to make two largely 
offsetting errors. They consider lodgment of contract clearance au- 
thority in civilian hands to be a sine qua non of efficient industrial 
mobilization, whereas this is of uncertain value at best and a source 
of serious waste and danger at worst. But at the same time they regard 
this as the most important conclusion to which their analysis leads, 
whereas the volume’s vital contribution lies elsewhere—in its detailed 
and cogent proofs (1) that given accurate supply-requirements balance 
sheets and civilian authority to pre-assess the over-all feasibility of a 
given strategic plan, the necessary and sufficient conditions for effective 
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mobilization are a comprehensive and consistent complex of controls 
over resource flows and the will and authority to use such instruments; 
and (2) that if we exploit sensibly our heritage of World War Il ex- 
perience, it will be possible to develop the balance sheets and construct 
the control apparatus. Their basic mistake, we believe, is to imagine 
that just as the force generating disruptive monetary inflation in war- 
time is excess spending, so “autonomous” military contracting power 
is the root source of disruptive wartime real inflation. With adequate 
control machinery, this is not the case. Given such machinery, allotment 
paper constitutes the sole valid currency, and excessive over-all demand 
can at bottom result only from one or some combination of those 
factors that cause excessive over-all allotment issue—overestimate of 
prospective supply and/or underestimate of the derived demand to 
which a given “mix” of end-products will give rise and/or overestimate 
of the average propensity to hold in reserve allotment tickets (the so- 
called rate of attrition.) To reiterate, these facts (and their obvious 
implications with respect to the need for assignment of the feasibility 
pre-assessment to the civilian agency and for advance preparation of 
the control machinery and the techniques for deriving realistic balance 
sheets) constitute the book’s real message and supply the. major justi- 
fication for an IMA closely resembling that outlined therein. It would 
be tragic if the battle for such an agency were to be lost because of 
insistence upon a side point about which the military are prepared, for 
rational or irrational reasons, to fight to the last ditch. 

Turning to the second point mentioned above, our comments must be 
conjectural since the authors nowhere indicate in what they think the 
inherent contradiction between NSRB and the Munitions Board con- 
sists. If this has to do with procurement policy, we have nothing to add 
to the foregoing remarks. But presumably they have in mind the alleg- 
edly conflicting assignments of authority to these agencies made in the 
1947 National Security Act. In defining a major task of the National 
Security Resources Board to be “to advise the President concerning the 
coordination of military, industrial and civilian mobilization, including 
. . . the relationship between potential supplies of, and requirements 
for, manpower, resources and productive facilities in time of war,” this 
legislation implicitly empowers NSRB to determine (subject to appeals 
to the President) the economic feasibility of military programs. How- 
ever, a part of the Act (Section 213, paragraph (c) sub-paragraph (4)) 
has been read by some of the military as giving this responsibility to 
the Munitions Board. The issue has long been and, we understand, 
still remains a subject of debate between the two boards. In our 
opinion, NSRB seems clearly to have the better case. But it should 
be made absolutely clear, by amendment to the Act if necessary, that 
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the civilian agency is to be the final arbiter, as our authors propose. As 
said before, they are perfectly correct in contending that it would be 
disastrous to confer such authority upon the military departments. 


Recommendation 3: To Give the Agency Responsibility for the Con- 
tinuous Development of Methods and Procedures for Executing 
Determined Policies 


This recommendation underscores the fact that the key problems 
(and the sources of our greatest World War II failures) lie in the field 
of policy execution—‘‘the real problem is neither what to do... nor 
how much to do... [but] kow to do it” (p. 4); emphasizes the crucial 
importance of placing the task of solving these problems in civilian 
hands; and outlines just what the solutions involve. 

The bulk of the book is concerned, explicitly or implicitly, with 
closely packed analysis relating to the policy-execution issue. As a 
result, the authors’ treatment defies complete summary within the 
space at our disposal. It is possible, however, to set forth their basic 
contentions, These fall under three general headings: location of au- 
thority; character of control machinery; timing of action. 


Location of Authority 


Authority to execute policies with respect to production and distri- 
_ bution controls must be given to IMA. The peacetime government 
agencies are hopelessly ill equipped to handle the task. “The manage- 
ment job in a publicly developed industrial mobilization in a free 
enterprise economy presents problems of organization, methods and 
procedures which are unique in government experience” (pp. 420-21). 
And the military, obviously, should not be allowed to exercise any such 
power, any more than in the case of feasibility pre-assessment. Rather, 
‘the recommendation entails that it be laid down to the military services 
“as an incontrovertible operating instruction . . . that the authority of 
IMA is paramount and that their own mobilization plans and pro- 
cedures must be integrated with the over-all industrial mobilization 
plans and procedures developed by IMA” (p. 417). 


Character of Control Machinery 


It is, of course, on this subject that the authors fave most to say. - 
In compressed form, their main points seem to be as follows: 

1. With respect to coverage by énd-use, it is important that in prin- 
ciple the control apparatus cover all uses of the various items under 
IMA direction. It is abundantly clear from the wartime record that 
efforts to run a half-free, half-slave system or otherwise to compro- 
mise the maximum operating requirements of the control is a source 
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of gross trouble and inefficiency, at best, and is absolutely fatal, at 
worst. It is a major “constructive lesson of the War Production Board’s ` 
wartime experience [that in this sense] a ‘little’ control does not work” 
(p. 391; cf. p. 379). 

2. With respect to coverage by size of user and size of order, the 
World War II record suggests the opposite. From the record, it is 
plain that as a result of our industrial concentration, a very small 
percentage of plants in the manufacturing and closely allied fields 
account for most of the materials, fuel, and power consumption, employ | 
the vast bulk of the non-farm private labor force and make most of the 
intermediate and end-products (see, e.g., pp. 332, 346-47). Extending 
intricate controls beyond such outfits, it was found, tends to burden 
heavily—perhaps to wreck—-administration of the controls and at the 
same time militates against utilization of the really detailed apparatus 
and reporting forms required for the most effective regulation of the 
large users. Maximum control coverage, in iis sense, is self-defeating. 
The solution, as again World War IT experience shows, lies in exemp- 
tion of small users and small orders, i.e., the subjection of such producers 
and purchases only to general wartime operating rules. 

3. With respect to control machinery, a comprehensive system for 
each item and the closest possible integration of such systems are in 
order. The keynote is (as it is in the case of coverage) that one must 
number among the war’s most important discoveries in the industrial . 
mobilization area “the similarity of successful control techniques in all 
industries and for all raw materials” (p. 331; cf. p. 267). But this 
generalization does not exclude significant differences in structural de- 
tail. Broadly speaking, the following comments indicate the lines along 
which a solution to the problem i is to be sought: 

a. In so far as feasible, it is desirable to employ a control over pro- 
curement flow preponderantly vertical in character and based largely 
on IMA assigned allotments. This was, in fact, the CMP technique. 
(Under CMP, practically none of the tonnage except that for Mainte- 
nance and Repairs Operation, small orders, and some branches of 
construction was made and delivered on self-assigned authority. In 
most cases, a significant part of the CMP allotments [those for so- 
called B-products] was made horizontally; but in all these instances 
the share of vertical allotments to A-product makers was much larger.) 
Such machinery most easily yields through time the information about 
input-output ratios necessary to check program feasibility and best 
provides the statistical data required to link non-labor inputs to the 
programs from which they arise and thus to police policy implementa- 
tion. 

b. For cases in which vertical control will not do, resort to the 
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CMP-B product method—horizontal allotments by the control au- 
thority—is the next best step. This will be found applicable to many 
materials and components. Presumably such items will be brought into 
the core of the central control apparatus. 

c. Where industrial structure and character of demand combine to 
preclude use of an apparatus resting mainly upon a vertical or hori- 
zontal system of IMA-assigned allotments to regulate demand, special 
control instruments will be necessary. As a rule, this condition will 
prevent direct placement of the subject materials or intermediate 
products in the central control machinery. 

d. With respect to the classes of materials and products mentioned 
in (c), the policy objective should be to employ the same general con- 
trol procedure—the derivation of supply-requirements balance sheets, 
the paring of demand to effect balance, and the issuance of procurernent 
authorizations in line with the resulting program pattern—applied to 
other resources and to synchronize the review and allocation process 
for all items through interlocking report forms. In this fashion, one 
would make possible the simultaneous examination of all requirements 
and thus be able to keep the level and composition of demand con- 
sistent with prospective supply of the limitational factors, whether or 
not these prove to be “controlled” resources or “non-controlled” re- 
sources in the CMP meaning of these terms. 

The book nowhere summarizes its various conclusions on this sub- 
ject or specifically states that (one way or another) World War II 
history demonstrates the feasibility of an adequate, integrated con- 
trol system covering all key items. Close review, however, suggests 
this. Although somewhat skeptical (see p. 204) with respect to ex- 
tending the CMP control technique, the authors concede that it could 
be used successfully for a few other major materials and for many of 
the important components (pp. 282-83). The feasibility of a wholly 
or largely B-product approach for many other items is made clear. 
The provision of the necessary apparatus in more complex cases is 
indirectly shown to be possible through argument that either actual 
performance records (e.g. in the'case of lumber) or direct inference 
from analysis of the root difficulties and of control proposals for one 
reason or another never put fully into effect (e.g., in the case of cotton 
fabrics) indicate that even the most difficult World War H cases were 
manageable. Finally, with respect to direct integration of controls over 
items directly subject to the central control mechanism with those 
lying outside the latter, it is held that failure to adopt the proposal 
(pp. 201-2) to this end made in the middle of the last war was due, 
not to objective inadequacies therein, but to the feudal system that 
had arisen during the planless days: “This proposal was completely 
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unsuccessful in winning support from the staffs of the materials di- 
visions. The special interests had dug themselves in to resist all further 
encroachments upon determined lines of authority” (p. 202). In short, 
the best of World War II experience appears to provide the makings of 
the requisite control structure. 

This is not to say that the only remaining problem is exploitation of 
such experience. Indeed, the authors are careful to highlight the serious 
weaknesses still existing at V-J Day and to issue repeated warnings 
(see especially pp. 421-22) against resting content with even the final 
fruits of the wartime experimentation and planning. Nonetheless, the 
main point seems unmistakable. If we fully capitalize the best achieve- 
ments of World War II in the sense of (a) bringing laggard perform- 
ance up to their level and (b) effecting feasible integration of systems 
that must even so remain diverse, we should be able to discharge the 
control job with tolerable efficiency. 

4. There is a very complex relationship between the succesful opera- 
tion of the system of controls and its elaborate statistical apparatus. The 
latter is, in fact, necessary not only to activate the control machinery 
but in good part to provide the factual basis for deriving the supply- 
requirements balance sheets upon which rest the allocations that, in 
turn, are the very raw materials of the control apparatus. Conversely, 
the control system is an indispensable source of data required for its 
smooth functioning. This doubtless pains pure logicians. It is true, 
furthermore, that we can always use and will have supplementary in-. 
formation, and that, at the outset, we shall have to rely wholly upon 
outside sources for supply and demand estimates. But the brute fact 
is that the progressive refinement of such estimates essential to really 
effective allocation depends largely upon the statistical data gener- 
ated by the control process itself. This is especially the case with re- 
quirements. Bills of material were incredibly inaccurate during 1940- 
1943, and despite some improvement thereafter remained weak reeds 
throughout the conflict. (Illustratively, the bills for Army trucks sub- 
mitted by the auto-makers—that is to say, those submitted for a quasi- 
prewar product by an industry that knew more about and had better 
bills of materials than any other—gave figures far in excess of actual 
production needs as late as 1944.) “A second consideration of great im- 
portance in selecting the over-all control was the facility with which 
a mangement agency .. . could derive meaningful and useful informa- 
tion from the operations of the control system. All during the war, it 
was repeatedly demonstrated that meaningful information had to be 
derived as a by-product of administrative control. Divorced from the 
. . . action governed by the control technique, statistical data were 
difficult to obtain and, in addition, were rarely tailored to provide 
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the information required for the solution of administrative problems or 
the formation of policy decisions” (p. 142; cf. p. 368). 

5. Essential to the realization of the “austerity” civilian program that 
will underlie feasibility pre-assessment tests, is direct restriction of 
output. for civilian use in many fields, in order to conserve materials or 
intermediate products or to release labor and facilities for war produc- 
tion, or both. This calls for: (a) a detailed review of World War II 
experience with L orders (ż.e., regulations prohibiting, or restricting 
to some percentage of past performance, the output of certain items) 
and M orders (ż.e., regulations prohibiting, or restricting in some 
fashion, the manufacture of some products from critical materials) ; 
(b) careful scrutiny of German, British and our own (abortive) ex- 
perience with concentration of permissible civilian output in a small 
number of plants; and (c) the development of programs in each of 
these areas for use when occasion arises. 

6. The forementioned concentration among producers and consumers 
suggests that one very effective way to exercise control would be 
through the medium of a WPB representative located at each of the 
main plants or offices of each large outfit. . 

Briefly, this agent would have the following tasks: to observe closely 
the operation of the basic control system, assisting plant officials in the 
interpretation of regulations and preparation of accurate reports, and 
relaying to Washington the fruits of his observations as a basis for 
judging the present and prospective regulations and reporting forms; 
to keep his eye on the plant’s supply position and to check capacity 
figures, especially in the areas where effective capacity is a major func- 
' tion of product “mix” and thus difficult to express globally; to handle 
compliance operations that are awkward to conduct from the outside 
(é.g., inventory checks); to take care of special requests for informa- 
tion; and principally to serve as plant information center for the 
control authority and claimant agencies on war production materials. 
It is thought that such action, in conjunction with a judicious use of 
small-order and small-buyer procedures and carefully drawn L, N, 
and’ M orders, would have made possible a very effective over-all op- 
erating apparatus involving self-administration for small users and pro- 
ducers, application authorization techniques for medium size consumers 
and suppliers, and personalized administration for the large outfits. 
A proposal for installing the plant representative system was submitted 
in mid-1943, but never put into effect. This was a serious mistake. 
“Failure to move in this direction reflected‘the same obstinate ad- 
herence to the ‘total control principle’ which was marked in the refusal 
to liberalize restrictions for small orders. The controls to which WPB 
was committed were of larger magnitude; they generated more paper 
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and occupied the time and talent of a large staff; they created an 
infinity of burden for medium and small concerns but they were cer- 
tainly less rather than more efficient and probably less rather than 
more effective” (p. 350). 


Timing of Action 


It is very important to make certain that the whole structure of policy 
making and policy implementation—the delegation of final authority 
to derive the basic supply requirements balance sheets, feasibility pre- 
assessment, the development of the comprehensive and centralized con- 
trol apparatus and provision of the tools to operate same—be ready for 
use Immediately the emergency arises. To neglect its preparation or to 
shelve it temporarily in favor of ad koc measures until we reach an 
“all-out” stage (as against, say, gradual imposition of some of its fringe 
requirements) is to invite disaster. In this connection, the message of 
World War II can be read only one way. Once planless planning (ż.e., 
co-existence of important controlled and important uncontrolled or 
only nominally controlled areas) gains a foothold, redemption is a long, 
costly process at best and perhaps can never be complete. Once control 
authority, however comprehensive in principle, is scattered among 
independent agencies with overlapping functions and flimsy intercon- 
necting bridges, the door is wide open for inconsistencies that in costli- 
ness may equal absence of control. And once feudal subdivisions are 
allowed to proliferate within any given agency, major conflicts are 
inevitable. 

The authors are at their best in this whole area; and their best is 
very good. After checking off those points to which we can only say 
“Amen,” we have left scarcely any that call for critical comment and 
few with respect to which it seems desirable to offer some observa- 
tions—mainly supplementary in nature., 

The first, and perhaps most important, concerns the current state 
of NSRB research. We have not had more than casual contact with this 
agency for a year or so, but grapevine information suggests that there 
is an uncomfortably large amount of truth in the authors’ statement 
(p. 413) that its “activities ... to date and the outlook and interest 
of many of its personnel suggest a continuance of the relatively un- 
profitable preoccupation with policies and programs to the exclusion 
of [work upon] methods and procedures.” In fact, we may be facing 
worse than mere vegetation. It is reported that the MB already has a 
staff working zealously on forms, etc., with the result that it may easily 
emerge as the main “going concern” in this field. 

The risk that such an assumption of authority will be beyond re- 
covery is a grave one. The authors are quite correct in urging that 
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the work should be done and that NSRB (or IMA) should do it. 

Secondly, we see no reason why extension of IMA authority to em- 
brace control over prices, labor, transportation, power and fuel would 
entail any alteration in the proposed control machinery. Moreover, 
such extension would strengthen the case for appointment of plant 
representatives and for small-user exemptions. But much work will 
need to be done in resolving difficulties both with peacetime agencies 
and with the labor unions. Such work cannot be initiated too quickly. 

A third comment relates to the detail of control methods. The au- 
thors, who were among the major proponents of PRP, tend, no doubt 
unconsciously, to overestimate the merits of this system and to under- 
estimate those of CMP. The present writers may have a bias in the 
opposite direction, but harbor the definite impression that the authors 
are much too pessimistic with respect to the scope for CMP-type con- 
trols. In our judgment, it is important that the planners scrutinize 
carefully the items that were subjected to other forms of control during 
World War II before deciding that these cannot be better handled 
through a CMP mechanism. 

Finally, it seems to us important that the control agency explore 
carefully the possibilities and difficulties of decentralizing administra- 
tive operations geographically, so long as the control authority is re- 
served to the ceritral outfit. The authors devote only a small section 
(pp. 340-44) to this subject, giving as their reason the fact that its 
complexity places thorough analysis beyond the book’s scope. This 
seems to have been a fair decision. Their observations, however, and 
especially the inconclusiveness of their final summary remarks may 
lead a prospective administrator to decide against further study, thus 
disappointing their hope “of encouraging exploration of this important 
subject.” The result might be a serious loss in operating efficiency. 

None of these observations, or others we might add, really affect 
the authors’ basic position. This is, in the main, excellent and well 
presented. We trust that the responsible authorities will act in accord- 
ance therewith, using the book as a storehouse of “leads” in their 
attempts at implementation. 


Recommendation 4: To Maintain in the Civilian Agency a Nucleus 
Staff which Will Work Continuously on These Problems 


The objective of this recommendation is evidently to assure proper 
discharge of the IMA policy execution assignment in so far as this 
involves development of concrete control machinery. Briefly, the au- 
thors’ thought is that the proposed staff undertake to develop the 
- detailed methods and procedures for basic policy implementation and 
to test these through periodic dry runs, pushing such work to the 


CONTROLLING RESOURCE FLOWS IN WARTIME 347 


point of placing educational orders and (under experimental conditions) 
outfitting peacetime military procurement with the forms, applications, 
allotment paper and all the other administrative instruments that must 
be brought into play in the war economy. Through such experimentation, 
they believe, we shall be able to build in advance an adequate control 
apparatus. 

In our judgment, this suggestion is admirable both in substance and 
in timing. The direct gain from its acceptance would be large and 
perhaps vital, even were all the parties agreed as to the existing (or 
appropriate) delegation of authority in this sphere. But with the whole 
subject now in such a state of uncertainty, despite NSRB’s mandate, 
it has the further technical advantages (1) of placing the industrial 
sector of the economy on notice that we shall fight the next war with 
integrated controls, and (2) of compelling the military agencies to 
modify their methods and procedures in so far as such action is neces- 
sary to fit into the master industrial mobilization framework. The effect 
of attempting to implement the proposal, therefore, would be not only 
to set in motion activities to give substance to the recommended general 
‘control system before its introduction becomes imperative, but to force . 
into the open and resolve disputes concerning the appropriateness of 
the system itself. The earlier this is done, the better. 


Recommendation 5: To Provide for a Trained Civilian Reserve | 


‘The basis of this recommendation, of course, lies in the fact that, 
even with the best pre-planning and foresight, a rapid expansion of 
administrative personnel will be necessary if and when war hits, In 
more detail, the proposal is to establish a civilian corps resembling the 
ROTC organizations of the military services, involving temporary 
appointment to the IMA staff of individuals in industry, the universities 
and the federal agencies, and their training in the recommended indus- 
trial mobilization techniques. The graduates would then be subject to 
draft if and when a national emergency arises 

This suggestion is in reality an extension of the fourth recommenda- 
tion, and in our view has much the same points in its favor. The inherent 
desirability of having a reserve corps is manifest. Two incidental values 
may be worth special mention. As in the case of the functions imputed 
to the proposed nuclear staff, an “educational” program would 
promptly precipitate fundamental issues that otherwise might be per- 
mitted to drag and even fester. It would also help to disabuse the minds of 
any bureaucrats-to-be of beliefs conceivably sown by private WPB 
industry division histories that what was done would do again—a 
prospect that could be worse than the absence of any instruction at all. 
We would, however, emphasize the advantage of employing university 
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clinics as well as training classes in Washington and of providing for 
refresher courses. Moreover, it is not our intention at the moment to 
insist on the exact set of relationships that the authors’ reference to an 
ROTC form of organization suggests. There lurk in so specific a pro- 
posal legal and technical difficulties that will require a good deal of 
resolving.-But there will at least be general agreement that strategically 
situated individuals throughout American industries and educational 
institutions should be thoroughly schooled in the structure, control plans 
and proposed instruments of the mobilization agency, and in turn assist 
in their development. The degree and terms of any ultimate obligation 
to enter government service if emergency summons, can be left to later 
decision, but the enterprise itself does not brook delay. It is likewise to 
be assumed that the grand plan for “extension courses” will be worked 
out. in collaboration with the Munitions Board, and the needs of that 
agency suitably accommodated. 

In re-reading the foregoing remarks, we are conscious of the degree 
to which they by-pass legitimate comment upon much of the authors’ 
_ history as history. Despite the fairness and detachment with which they - 
have sought to describe actual wartime developments, extended criti- 
cism of a few of their case histories could be written. But such an 
approach, we believe, would have been a mistake for the reason that _ 
save in two respects with which we have dealt at perhaps painful length 
—civilian contract clearance and the general scope of the central control 
agency-—the differences do not involve the substance of the evidence 
underlying their proposals as to “what we should do” or affect the 
genuine merits of these proposals. “Push-button war” publicists to the 
contrary, we cannot afford to be without the apparatus the authors 
envisage if and when M-day comes. And since experience suggests that, 
whatever formal power the President may have to declare such a day, 
its use is likely to be delayed until the last moment, it is essential that we 
be ready to put the machinery into full operation in a matter of days. 
The preparatory job, still largely undone, seems to us one of our most 
urgent tasks. It behooves all those who accept the authors’ proposals, 
with or without the few modifications suggested in this review, to exert 
pressure for immediate action. 


AN ALTERNATIVE APPROACH TO THE CONCEPT OF 
WORKABLE COMPETITION 


By Jesse W. MARKHAM* 


I 


Economists, recognizing the shortcomings of the theory of perfect 
competition in framing public policy for oligopolistic markets, recently 
have endeavored to define a more realistic standard of economic per- 
formance—workable or effective competition.’ Since the concept owes 
its creation to a public policy need and not to the logic of abstract 
theory, it can, at best, be divorced only in part from value judgments. 
To the unswerving socialist, nothing short of complete government 
ownership and control of all economic activity may make for a worka- 
ble society. To him, no economy is workably competitive if it is pri- 
vately competitive.. Yet a proponent of unlimited free enterprise would 
probably view any economy not subject to governmental intervention 
as workably competitive. Thorough-going antitrust sympathizers may 
reject any definition of workable competition that falls noticeably 
short of pure competition. On the other hand, economists who sub- 
scribe to the Schumpeterian theory oi creative destruction may willingly 
accept, in fact, insist upon the acceptance of, far less. Nor is it quite 
clear that the degree of competition clamored for by constituents of each 
school of thought is always compatible with the economic framework of 
the society they hope to create or maintain. Those who insist that 
workable competition falls little short of perfect competition, in their 
efforts to preserve a free enterprise economy, may be unwittingly lead- 
ing us toward stringent state controls. For, it is difficult to visualize the 
maintenance of atomized industries by any means other than strong 
police power. On the other hand, passive acceptance of a high degree of 
concentration in many industries on the theory that other entrepreneurs 
with other products will destroy it through a natural evolutionary 
process may be an invitation to industrial fascism. 

That the term workable competition defies precise definition, even in 
the presence of agreed upon standards of workability in some political 

* The author is assistant professor of economics, Vanderbilt University. The paper has 


profited considerably from criticisms made_by Professors George W. Stocking and Roland 
McKean of the Vanderbilt University economics department. 

* The term workable competition was first used by J. M. Clark in his article “Toward 
a Concept of Workable Competition” Am. Econ. Rev., Vol. XXX, No. 2, Pt. 1 (June, 
1940), pp. 241-56. . 
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or moral sense, becomes evident when one attempts to define the “indus- 
try” to which the concept is to be applied. Concentration ratios are often 
employed to indicate the degree of monopoly which exists in a particular 
industry, but concentration ratios in themselves might be quite meaning- 
less unless they relate to a well-defined market. For example, E. I. du 
Pont de Nemours and Co., Inc. is the sole producer of a particular syn- 
thetic yarn known as nylon; but du Pont accounts for only about 10 
per cent of total synthetic yarn production and accounts for only an 
infinitestimally small percentage of total domestic yarn production of 
all kinds. Obviously, therefore, any measure of du Pont’s monopoly 
power in the textile industry is dependent upon whether one has in mind 
the domestic nylon market, the synthetic yarn market, or simply the 
yarn market. 

Most definitions of workable competition have been patterned 
largely after the traditional definition of perfect competition. That is to 
say, the definitions consist of listing a set of conditions the fulfillment 
of which determines whether or not a specific industry is to be judged 
as workably competitive. By and large, none of these definitions pre- 
sents insuperable difficulties so-long as their application is limited to 
near-perfectly competitive industries and well-defined market areas; 
i.e., although few would argue that the American cotton textile industry 
has traditionally fulfilled all the conditions of perfect competition, it is 
unlikely that any would argue that competition in cotton textiles has not ` 
been effective or workable. Most of our industries, however, are not 
so highly competitive that they differ but little from purely competitive 
industries nor are market boundaries in our economy always clearly 
delineated. When applied to monopolistically competitive and oligopolis- 
tic markets, the weaknesses of most definitions of workable competition 
begin to appear. Yet, these are the market areas with which public 
policy is largely concerned. This paper purports (1) to set forth the 
actual conditions that exist in a fairly typical oligopolistic industry—the 
rayon yarn producing industry; (2) to demonstrate the difficulties that 
arise when an attempt is made to determine the workable competitive- 
ness of an industry by applying to it a specific set of conditions; and (3) 
to suggest an alternative approach to the problem of defining workable 
competition that may possibly be more useful for purposes of public 
policy. 

II 

Apart from the fact that the author has made a rather extended study 
of the industry, the rayon yarn industry offers itself as a particularly 
good candidate upon which the various definitions of workable compe- 
tition may be tested. Since the industry is composed of a limited num- 
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ber of producers, it falls far short of fulfilling one of the most essential 
conditions of pure competition. On the other hand, market practices in 
the industry have never precipitated an antitrust case.” Hence, at the 
outset, there is no basis for a priori judgment or public policy bias. In 
addition to these features, however, the industry poses many of the 
debatable questions that would necessarily arise in the process of 
determining whether or not an industry is workably competitive. The 
significant characteristics of the domestic rayon yarn industry are as 
follows :* 

1. Rayon is produced in the United States under the viscose, acetate 
and the cupramonium processes.* All basic patent rights to these 
pracesses have become public property. The American Viscose Corpora- 
tion monopolized the industry until 1920, at which time its American 
rights to the Cross and Bevans and Topham patents expired. Since 1920, 
approximately twenty new firms have entered into rayon production 
under one of the three processes listed above. A number of small firms 
did not survive the 1930-1933 depression. Concentration ratios have 
declined rapidly since 1920. Currently, the largest producer accounts 
for 33 per cent of total domestic output and the four largest producers 
account for about 75 per cent. 

2. The rayon industry is an oligopoly nominally consisting of four- 
teen firms. If cognizance is taken of inter-company affiliations, however, 
the actual number of financially independent producers is eleven. The 
chief limitation to the number of firms is an economic one: The long- 
run cost curve for the firm, at least to the extent it is indicated by 
available plant cost curves and other data, places the rayon industry 
among the natural oligopolies. Economies of scale obtained through 
rapid expansion of capacity by entrenched firms have made it increas- 
ingly difficult for new firms to enter the industry since 1930 in spite of 
the gradual dissemination of technical “know how” and the expiration 
of several special patents that occurred over the past twenty years. 


? The Federal Trade Commission investigated charges against the ten largest viscose 
yarn producers (1934-37) that they conspired to fix prices between October, 1931 and 
May, 1932. Charges were made by a large textile fabricator. The Federal Trade Com- 
mission issued a cease and desist order in 1937 but mentioned no specific price-fixing 
practices. Viscose ‘Co., ef al; Docket No. 2161; Summary of Decisions of the Federal 
Trade Commission. 

* These characteristics have been taken from a larger study by the author entitled 
“Price and Output Behavior in the Domestic Rayon Industry.” The original study was 
presented as a Ph.D, thesis at Harvard University, September, 1948. It is currently being 
revised for publication. Although, for purposes of this paper, the features of the rayon 
industry could as well be hypothetical as real, documentation of them may be found in 
the thesis deposited in the Harvard University Library. 


* Although there are important chemical differences among yarns produced under the 
three processes, rayon yarn will be treated as a homogeneous commodity in this paper. 
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However, two new rayon producers, Beunit Mills, Inc., and the United 
Rayon Corporation, have entered the field since the War and were 
planning to have plants in operation before the end of 1949. 

3. The industry has been characterized by a very rapid rate of expan- 
sion of production facilities but only during the period between 1920 
and 1930 was any of this increase due to the entrance of new firms. A 
sharp secular decline in price (12.8 per cent per year) and rate of 
return on investment (100 per cent 1915-19 to 6.9 per cent 1930-38) 
has accompanied the rising trend in investment and output. Therefore, 
trends in prices, prifits and investment are consistent with those which 
would have been expected under highly competitive conditions. 

4. The rayon price series indicates a high degree of short-run sta- 
bility relative to rayon sales and to natural fiber yarn prices. Prices 
often remain unchanged for from one to two years. However, over the 
course of several business cycles rayon price has moved in almost per- 
fect consonance with silk and cotton yarn prices. Both synthetic and^ 
natural fiber yarn producers view the yarn market as highly competi- 
tive. There are several logical explanations for the short-run stability of 
rayon price: (1) The prices for all variable cost factors (wages, chemi- 
cals, wood pulp, etc.) are extremely stable. (2) All rayon producers are 
large corporations; it is generally conceded that this form of business 
organization transmits price changes to the market much more slug- 
gishly than do small-owner controlled corporations and proprietorships. 
(3)Rayon producers seem to feel that a stable yarn price stimulates 
long-run demand; it eliminates possible inventory losses and the neces- 
sity of hedging by textile fabricators. (4) Few producers initiate price 
changes independently; most producers usually wait for a large pro- 
ducer to initiate a price change (see 5, below). 

5. The price relationship among rayon producers has varied some- 
what with respect to particular phases of the business cycle, but there 
is fairly conclusive evidence of price leadership. The largest rayon pro- 
ducer has been the first to announce a list price change in all but a few 
instances; the two largest producers have accounted for ninety per cent 
of all list-price revisions since 1926. However, in periods of severe de- 
pression such as 1930-32 and, to a less extent, 1934 and 1938, many list- 
price changes merely took de jure recognition of de facto market prices. 
There is tremendous pressure upon producers, particularly smaller pro- 
ducers, to maintain close to maximum capacity output for cost con- 
siderations. Short-run plant cost curves have a steep negative slope that 
continues all the way to installed capacity ouput. The smaller the plant, 

* Many statistics textbooks use the rayon production series to illustrate the applicability 


of the Gompertz curve. See F. C. Mills, Statistical Methods, rev. ed. (New York, 1938), 
pp. 671-75. 
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the steeper the slope over the range of 75 per cent to 100 per cent of 
installed capacity. Thus, when the rayon market becomes severely 
depressed, small producers will shade prices in order to maintain a high 
rate of output rather than abide by list prices and commit financial 
suicide. Also, extremely tight rayon markets have occasionally given 
rise to premiums above list price of varying magnitudes and, since the 
War, there has been some variation in quoted prices among producers 
for the first time in the history of the industry. Market conditions 
intermediate to an acute yarn shortage and a severe depression, how- 
ever, appear to be characterized by close agreement between list price 
and net realized price and by identical quoted prices for all producers. 

6. Similar to the price series, the rayon output series is highly stable 
in the short-run relative to the deliveries series. Generally, irregular and 
seasonal fluctuations in demand are absorbed by inventory fluctuations. 
Several factors account for the reluctance on the part of rayon pro- 
ducers to curtail output to meet temporary market disequilibria: (1) 
Rayon is produced by a continuous process; plant shut-downs are costly 
and several weeks are usually required to get plants back up to top 
operational efficiency. (2) As indicated above, total unit costs increase 
rapidly as output is contracted below capacity. This is true when all 
variable factors may be adjusted to the new production schedule; the 
increase in unit costs is aggravated in the immediate short-run that 
would probably include seasonal and irregular fluctuations in demand 
for which complete adjustment of variable factors is seldom if ever 
made. 

7. By way of an appraisal of the above points, the arbitrary power 
that rayon producers may exercise over their price is extremely limited 
if we concede that producers attempt to maximize profits. In no case has 
output curtailment in the industry proceeded by as much as 25 per cent 
of installed capacity without an accompanying price reduction. A con- 
fluence of several economic forces accounts for this price breaking 
point: (1) Large firms have reasons for suspecting off-list selling when 
only 75 per cent of installed capacity operations is necessary to fill 
orders at existing list prices. (2) Total unit costs (under conditions of 
stable factor costs) are considerably higher when firms operate at 75 
per cent of installed capacity than when they operate at 100 per cent. 
(3) The prices of the competitive natural fibers have probably been 
noticeably reduced by the time textile fabricators are demanding only 
75 per cent of capacity rayon output; hence, it behooves the nominal 
price-leader or some other firm to reduce rayon prices in order to 
regain part of its market lost to natural fibers and thereby maintain a 
higher level of output. 

8. Although rayon producers do not seem to be willing to engage in 
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. much price competition when the market is “normal,” they vigorously 
compete among themselves in other ways. The rate of technological 
innovation in the rayon industry has been almost unbelievably high. 
For example, output per man-hour increased about tenfold between 
1925 and 1938. Also, numerous acid recovery systems have been devised 
to cut costs. In their efforts to produce at a cost lower than their rivals, 
rayon producers have engaged in vigorous competition. Further, rayon 
producers have aggressively explored and exploited the long-run 
demand possibilities for their product. The quality of rayon has been 
steadily improved or altered so that it could reach new fabric markets. 
In 1920 rayon was, at best, a cheap silk substitute. Today rayon is 
used in the production of all kinds of wearing apparel and household 
and industrial fabrics. 

9. The domestic rayon yarn industry has received a considerable 
amount of tariff protection.® Since the passage of the Tariff Act of 1930, 
domestic producers have been relatively free from foreign competition. 
Under the recent Geneva Trade Agreement, however, import duties on 
rayon yarn were reduced by 50 per cent on January 1, 1948. Although 
it is too early to tell what the long-run effects of tariff reduction upon 
the domestic yarn market will be, rayon imports increased considerably 
in 1948. | 

Obviously, these are not all of the characteristics of the domestic 
rayon yarn industry that must be determined before a final verdict can 
be rendered upon the workable competitiveness of the industry. How- 
ever, for illustrative purposes, they serve as a tolerably good testing 
ground for the applicability of some of the more familiar definitions of 
workable or effective competition. They at least serve our purpose suff- 
ciently well to bring into sharp relief the extent to which one must en- 
gage in making value judgments in any such process. 


Ill 


There have been several serious attempts made to define the term 
“workable competition.” In no case, however, has an author set forth 
conditions so completely devoid of value judgments or so all-embracing 
that he feels free to acclaim the universal applicability of his definition. 
Professor J. M. Clark, the creator of the term, places much emphasis 
upon rivalry among selling units and the “free option of the buyer to buy 
from a rival seller or sellers of what we think of as ‘the same’ product.” 


“When discussing the workable competitiveness of the domestic rayon yarn market 
in this paper, the tariff policy will be accepted as a datum. Public policy can always be 
directed toward making any domestic market more or less competitive than it now is by 
eliminating tariffs, subsidizing imports, imposing higher tariff walls, etc. 

"John M. Clark, op. cit., p. 243. 
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Professor Clark concedes, however, that the “specific character of 
competition in any given case depends on a surprisingly large number of 
conditions——so many, in fact, that the number of mathematically possible 
combinations runs into the hundreds of thousands—and suggests the 
possibility that every industry may be in some significant respect differ- 
ent from every other, or from itself at some other stage of develop- 
ment.’”* 

On a number of counts, the domestic rayon industry would be worka- 
bly competitive under Professor Clark’s definition. He himself would 
probably place the rayon industry under the following caption in his 
classification of competition scheme:°® 


Il. Modified, intermediate or hybrid competition. 
A. Standard Products, few producers. The most important cases 
involve formally free entry, but no exit without loss. 
3. Quoted prices, sloping individual demand curves. 
b. Demand schedules indefinite (limited freight absorption). 


There is room for little doubt about the existence of rivalry among 
the producers of rayon. In depressed markets rivalry has taken the 
form of price cutting and price shading. Even during normal market 
periods when the price leader’s list price seems to have prevailed in the 
industry there has been intense rivalry among producers in the form of 
cost cutting and quality competition. Except possibly for the brief inter- 
val between October, 1931, and May, 1932, when the price-fixing con- 
spiracy was alleged, it can be fairly concluded that rayon purchasers 
have had a real option before them as to their source of supply. At times 
when all producers rigidly adhered to the price leader’s quoted price, the 
buyer’s option was limited to quality and grading differences among 
producers, However, to the extent buyers regard rayon, nylon, silk, 
cotton and wool yarns as “the same” commodity, they have always had, 
in addition to the above, a real price option. Hence, on most counts the 
rayon yarn industry would qualify as workably competitive under Pro- 
fessor Clark’s definition. At least, any disagreement with this conclu- 
sion would evolve from a different interpretation of such terms as 
“rivalry,” “option,” and “the same” commodity. 

To Professor Stigler, “An industry is workably competitive when 
(1) there are a considerable number of firms selling closely related 
products in each important market area, (2) these firms are not in 
collusion, and (3) the long-run average cost curve for a new firm is not 
materially higher than that for an established firm.”*° The workable 


° Ibid., p. 243. 
” John M. Clark, op. cit., p. 245. 


George J. Stigler, “Extent and Bases of Monopoly,” Am. Econ. Rev., Vol. XXXII, 
No. 2, Pt. 2, Suppl. (June, 1942), pp. 2-3. 
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competitiveness of the rayon industry under Professor Stigler’s defini- 
tion would depend upon the interpretation given to the term “closely 
related products.” If all textile yarns are in some sense to be considered 
as closely related, and the competition among them in specific market 
areas indicates that they should be so considered, the rayon industry (as 
a small segment of the total yarn market) would be considered as 
highly competitive under the above definition. If, however, the product 
of one rayon producer be considered as closely related only to other 
rayon, other features of the definition come into play and the conclusion 
is not so evident. The workable competitiveness of the rayon industry 
would then depend upon how Professor Stigler would answer the follow- 
ing questions: Do fourteen producers constitute “ a considerable number 
of firms?” Do sporadic price shading and price cutting so invalidate the 
normal acceptance of price leadership that it could be fairly concluded 
that rayon producers neither tacitly nor explicitly avoid price competi- 
tion? Unless both of these questions could be answered in the affirmative 
there would be some doubts as to the amount of price competition that 
has characterized the domestic rayon industry. Even under the more 
restrictive interpretation of the term “closely related products” the 
industry would be considered workably competitive in periods when the 
rate of sales is extremely high or low relative to installed capacity. But 
in instances where all firms have operated somewhere between 80 per 
cent and 95 per cent of installed capacity and have passively adhered to 
the price leader’s price, the industry may not qualify as workably 
competitive because of the second provision of Stigler’s definition.” 

Corwin Edwards has also defined workable competition in terms of 
the structural characteristics in a particular market. They are as 
follows :*” 


1. There must be an appreciable number of sources of supply and an 
appreciable number of potential customers for substantially the same 
product or service. Suppliers and customers do not need to be so nu- 
merous that each trader is entirely without individual influence, but 
their number must be great enough that persons on the other side of the 
market may readily turn away from any particular trader and may find a 
variety of other alternatives. 

2. No trader must be so powerful as to be able to coerce his rivals, nor 
so large that the remaining traders lack the capacity to take over at least 
a substantial portion of his trade. 

3. Traders must be responsive to incentives of profit and loss: that is, 
they must not be so large, so diversified, so devoted to political rather 


4 "This would depend upon whether Professor Stigler considers the temporary acceptance 
of a price leader’s price as a “tacit avoidance of price competition for fear of retaliation 


of close rivals.” See his footnote, op. cit., p. 3. 
2 Corwin Edwards, Maintaining Competition (New York, 1949), pp. 9-10. 
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than commercial purposes, so subsidized, or otherwise so unconcerned 
with results in a particular market, that their policies are not affected 
by ordinary commercial incentives arising out of that market. 

4. Matters of commercial policy must be decided by each trader 
separately without agreement with his rivals. 

5. New traders must have opportunity to enter the market without 
handicap other than that which is automatically created by the fact 
that others are already well established there. 

6. Access by traders on one side of the market to those on the other 
side of the market must be unimpaired except by obstacles not deliber- 
ately introduced, such as distance or ignorance of the available alterna- 
tives. 

7. There must be no substantial preferential status within the market 
for any important trader or group of traders on the basis of law, politics, 
or commercial alliances. 


The structural characteristics of the rayon market since 1932 would 
seem to fulfill the requirements of workable competition by this inter- 
pretation even under the more rigid definition of an industry. Pro- 
fessor Edwards states that there must be an appreciable number of 
sources of supply, but neither suppliers nor customers need to be so 
numerous that each trader is entirely without individual influence. 
There must, however, be no agreement among rivals with respect to 
commercial policy. It would appear, therefore, the oligopolistic mar- 
kets are ruled out under the above set of conditions only when indi- 
viduals firms act in concert to an extent that implies either an agree- 
ment or the possession of coercive power by a large producer. The 
off-list selling by individual rayon producers in periods marked by a ` 
noticeable decline in demand, the differential premiums for quick de- 
livery when yarn shortages appear, and the quoted price differentials 
among producers since the war would probably constitute sufficient 
evidence that rayon price is not a result of a collusive agreement. Al- 
though American Viscose has generally led the industry in effecting 
list price changes, on several occasions the admitted purpose of the 
price revision was to bring list price more in line with the de facto 
price. Also, several other producers have occasionally taken the initia- 
tive in revising price schedules. 

These features of rayon price behavior would seem to be com- 
patible with the structural characteristics required of a particular 
competitive market as set forth above. There is evidence that each 
firm considers the effect his actions will have upon his rival’s behavior, 
but there is a sufficient amount of independent pricing over the period 
of a business cycle to give buyers a variety of options among sellers. 
When this type of price behavior appears in a market, fourteen pro- 
ducers probably constitute an “appreciable number of sources of 
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supply.” It is not likely that Professor Edwards would have considered 
the industry to be workably competitive during the ’twenties. From 
1920 to 1930 the American Viscose Corporation was sufficiently large 
relative to its rivals to exert a substantial amount of coercive power. 
Also, and this logically follows, the remaining producers did not col- 
lectively control enough productive capacity to be able to take over a 
substantial portion of the trade that usually went to the American 
Viscose Corporation. l : 

Although it is possible to classify the domestic rayon industry among 
the workably competitive industries by an application of any. one of 
the above definitions, it should be reiterated that results obtained from 
the application of each involves a value judgment. Hence, it is un- 
likely that any prescribed set of market characteristics would either 
obtain the approval of all economists or could uniquely determine the 
workable competitiveness of any given industry. Those who reject any 
set of conditions that falls noticeably short of the classicists’ ideal of 
perfect competition would find few workably competitive markets. 


Those who place much reliance upon the dynamics of creative de- 


struction would find many more. In the absence of known conse- 
quences of an active pursuit of either of the foregoing implied policies 
toward industrial markets, it is perhaps just as well that policy making 
has never been left to either of these two groups to the complete ex- 
clusion of the other. Even within each group that harbors no ideologi- 


cal conflict it is most unlikely that all would ascribe to any single set ` 


of market conditions universal applicability. In any case, the work- 
able competitiveness of a particular industry is open to debate only 
after the structural characteristics of its market and the dynamic forces 
that have shaped them have been appraised. 


IV 


A relatively small number of large producers (hence, fairly high con- 
centration ratios), short-run price stability, and the acceptance of a 
price leader appear to be the most obvious differences between the 
rayon market and the competitive market of the classicists. In an 
industrialized society in which perfect competition cannot be expected, 
are those differences sufficiently inimical to the public welfare to con- 
clude that competition in the domestic rayon industry is “unworkable”? 
An answer to this question involves an appraisal of these differences 
against the background of the dynamic aspects of the rayon industry 
and an examination of the changes that an enlightened public policy 
would envisage in order to eliminate them. 

Although concentration ratios have been high in the rayon industry, 
rapidly declining prices and profit rates, the gradual decline in the rela- 


a 
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tive position ofthe largest and four largest producers, and the in- 
crease in the number of rayon producing firms over the past twenty- 
eight years are consistent with that which would be expected under 
conditions of competition. In 1920 the American Viscose Company 
was a highly profitable (156.83 per cent return on total investment! ), 
patent-protected monopoly which sold 150 denier rayon for $4.50 per 
pound. By 1940 there were fifteen rayon yarn producers, the average 
annual rate of return for the industry was about 7 per cent, and the 
price of rayon yarn had declined to $0.53 per pound. Over the twenty- 
year period the quality of rayon was greatly improved and domestic 
output increased from 10.1 million pounds to 380.1 million pounds 
per year. Currently, American Viscose accounts for only 33 per cent 
of total domestic output and the four largest firms, for about 75 per 
cent. Two new firms have recently entered the industry. Hence, with 
respect to the number of firms, the degree of concentration of produc- 
tive capacity, and the secular behavior of prices, profits and output, 
competitive forces seem to be accomplishing automatically what would 
presumably be the objectives of an enlightened public policy. Profits 
and prices are declining while output is increasing; the number of firms 
is Increasing and the degree of concentration is decreasing. 

Both the short-run stability and the price leadership which char- 
acterize rayon price behavior stem from the oligopolistic features of the 
rayon market. It has been previously pointed out, however, that there 
have been a number of significant departures from the general price 
leadership pattern. Several downward price revisions admittedly have 
merely taken de jure recognition of de facto prices. Also, although 
rayon prices are more stable than natural fiber prices, there is much 
interdependence among all textile prices. Any appreciable change in 
silk or cotton prices has immediate effects in the rayon market. Since 
natural fiber prices are usually accepted as being highly competitive, 
it should follow that closely related commodity prices geared to them 
take on some of their competitive aspects. In any case, the only ob- 
vious way to eliminate practices born of oligopolistic rationality is to 
eliminate the foundations of the oligopoly market, t.e., increase the 
number of independent producers in the industry. Hence, the crucial 
question becomes whether or not public policy could be directed toward 
reducing the market control of the larger producers more effectively 
than it is already being accomplished by competitive market forces. 
A final decision as to whether the rayon industry is workably competi- 
tive or not, is contingent upon how this question is answered. 

Economies of scale in rayon production have been referred to else- 
where in this paper. That the largest plants currently producing rayon 
are the most efficient plants can be established beyond any reasonable 
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doubt. It can be fairly safely concluded, therefore, that nothing could 
be gained at present by placing a limitation upon the size of rayon 
plants. Short-run price flexibility, if obtained by this method, is hardly 
worth the social costs involved. But the twenty-eight rayon plants are 
controlled by fourteen firms. Could anything be gained by limiting each 
firm to one plant? An answer to this question hangs largely upon the 
interpretation of all the available evidence. Estimates made by construc- 
tion engineers and the financial statements of individual firms indicate 
that economies of scale are obtained by increasing the size of the firm. 
Nor is there any evidence that any single firm in the rayon industry 
has expanded beyond the point where further economies are impos- 
sible. Therefore, to farm out all plants to an independent producer 
would, assuming that buyers could be found, entail some duplication 
in overhead (research, physical and chemical testing laboratories, man- 
agement, sales offices, etc.) and thereby raise costs. On the other hand, 
it is quite likely that an increase in the number of rayon producers 
from fourteen to twenty-eight (again assuming that buyers for all 
plants could be found) would eliminate some short-run price inflexi- 
bility and make price-leadership more difficult. However, strong com- 
petition from other yarns already limits the amount of control the price 
leader may exercise over rayon price. Also, since rayon producers have 
maintained a high level of output in the short run because of cost con- 
siderations, they have rendered inadmissible a number of arguments 
against short-run price inflexibility; there is no resultant unemploy- 
ment to attribute to the “administered” rayon price. Hence, at the 
present stage of development of the domestic rayori industry, it would 
probably be unwise to place legal limitations upon the size of the firm, 
particularly since the number of firms is still increasing. The expected 
gains to be derived from such a policy do not clearly offset the ex- 
pected losses. 


V 


In concluding that the rayon industry is workably competitive, the 
author lays no claim to having found a more workable definition of 
workable competition. Indeed, he would be among the first to admit that 
others might easily have arrived at totally different conclusions. It 
might, however, not be amiss to state, by way of summary, the guiding 
principles employed in including that the domestic rayon industry falls 
within the workably competitive segment of the American economy. 

One of the obvious shortcomings of those definitions of workable 
competition which set forth a necessary set of conditions is that they 
neglect the dynamic forces that shape an industry’s development. It 
is difficult to visualize a set of static conditions that would not include 
some mention of the number of firms. Yet, no one would expect to find 
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“a fairly large number” of firms in an industry one or two years after a 
single firm’s patent rights to a production process had expired. Should 
such an industry be judged a priori unworkably competitive because 
it does not meet with a stated number of conditions? If changes in the 
structural characteristics of an industry over time are to be admitted to 
the concept, a stated set of conditions is not only inapplicable to all 
industries at once but also loses its applicability to the same industry 
at different stages of development. Further, one might well ask 
whether it is ever worthwhile to conclude that a particular industry is 
not workably competitive by a static definition if there are no visible 
means whereby public policy might be directed toward making the 
industry more competitive. To apply rigorously a stated set of condi- 
tions might put us in the extremely embarrassing position of having 
caught a host of criminals before we have devised an appropriate penal 
or reform system. 

A possible alternative approach to the concept of workable com- 
petition may be one which shifts the emphasis from a set of specific 
structural characteristics to an appraisal of a particular industry’s 
over-all performance against the background of possible remedial ac- 
tion. Definitions of workable competition shaped along these lines 
might accept as a first approximation some such principle as the fol- 
lowing: An industry may be judged to be workably competitive when, 
after the structural characteristics of its market and the dynamic 
forces that shaped them have been thoroughly examined, there is no 
clearly indicated change that can be effected through public policy 
measures that would result in greater social gains than social losses. 
Tautological through this type of definition might be, it at least avoids 
the pitfall of listing specific market conditions that can have very 
limited general applicability. Also, it would ascribe paramount impor- 
tance to that which should be uppermost in the minds of those who 
formulate public policy—the possibility of prescribing appropriate 
remedial action. For, unless the concept of workable competition is 
to be an instrument of public policy, there is little reason for differ- 
entiating between workable and pure competition. But to frame defini- 
tions for public policy purposes without taking cognizance of the 
different structural features among industries and within the same 
industry at specific stages of development, and without recognizing at 
the outset the political and economic limitations placed upon policy- 
‘making authorities, would be to ignore the primary purpose of such 
definitions, i.e., to indicate wherein an industry does not operate in 
the public’s interest and what appropriate remedial action is possible. 
It seems hardly necessary to point out, however, that definitions of 
workable competition which follow the above suggested pattern, like 
all others, will not be divorced from value judgments. 


UNION WAGE DECISIONS AND EMPLOYMENT 


By Grorce P., SAULTZ AND CHARLES A. Mvers* 


The end of a seller’s market in many unionized industries and the 
strategic importance of union wage decisions in the economy underline 
the significance of a question which has increasingly concerned econo- 
mists: are a union’s wage decisions influenced by the possible effects 
of those decisions on the-employment opportunities of its members? 
Until recent years there was more or less general agreement in the 
literature of labor economics that many unions took into account the. 
relation between wage demands and employment in the particular firm 
or industry.* But in 1947, in a series of articles, one of which appeared 
in this Review,’ Arthur M. Ross argued: “The volume of employment 
associated with a given wage rate is unpredictable before the fact and 
the effect of a given rate on employment is undecipherable after the — 
fact. The employment effect cannot normally be the subject of rational 
calculation and prediction at the time the bargain is made, and union 
officials are normally in no position to assume responsibility for it.’* 

This latter view rests upon the conception of a trade union as a politi- 
cal institution, whose leaders must continually balance the pressures 
from the rank and file, rival factions in the union, rival unions, employ- 
ers, and government. Such a “model” is consistent with the postwar 
emphasis on “rounds” of wage increases emanating from “key bargains” 
and would, in fact, help explain assertions, like the one by Dunlop, 
which follows: 


We have reached the stage where a limited number of key bargains 
effectively influence the whole wage structure of the American economy. 
When these strategic wages have been determined, for all practical pur- 


* The authors are, respectively, assistant professor and professor of industrial relations 
at Massachusetts Institute of Technology. 

*As examples, see Sumner H. Slichter, Union Policies and Industrial Management 
(Washington, Brookings Institution, 1941), pp. 345-69; John T. Dunlop, Wage Policies 
of Trade Unions (New York, Macmillan, 1943), pp. 61-66; Joseph Shister, “The Eco- 
nomics of Collective Wage Bargaining: A Case Study,” Jour. Pol. Econ., Vol. LI (Aug., 
1943), pp. 338-47; and Harry A. Millis and Royal E. Montgomery, Organized Labor 
(New York, McGraw-Hill, ist ed., 1945), pp. 389-438. 


* Arthur M..Ross, “Wage Determination under Collective Bargaining,” Am, Econ. Rev., 
Vol. XXXVII (Dec., 1947), pp. 793-822. 

* Arthur M. Ross, Trade Union Wage Policy (Berkeley and Los Angeles, Univ. of Calif. 
Press, 1948), p. 80. The articles referred to above were republished in this book. 
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poses wage rates are determinable throughout the rest of the system 
within narrow limits.* 


The same line of thinking, which would reorient explanation of wage 
changes from economic to political forces, is, in effect, supported by 
recent discussions of the theory of the firm, especially the firm’s short- 
run reactions to changes in costs. Reynolds, for example, develops the 
importance for the determination of price of a “firm’s long-range market 
strategy vis-à-vis competing firms.” He then observes, 


Once the price has been set, output is determined solely by the firm’s 
estimate of how much can be sold at this price. Cost considerations are 
not directly involved in the output decision. 


It follows that there is no reason why a wage increase (or any other cost 

. Increase) confined to the firm in question should have any effect on out- 
put, unless a level of costs is reached which’forces the firm to suspend 
operations entirely.® 


Thus, with no compelling economic forces operating in the short run— 
no “employment effect” of a wage increase—the stage is set for the 
determination of wages by political pressures. 

Are the output and employment decisions of an individual firm un- 
responsive, within a reasonably short period of time, to changes in 
wages (or other) costs? If there were a response, would unions always 
and inevitably ignore it? Evidence which we have recently collected 
suggests that the answer to these questions may, for many situations, 
be “no.” This evidence, in its broad outline, will be presented in this 
paper. Two subsidiary, though important, questions must also be raised, 
if this discussion of union reactions to an “employment effect” is to 
prove constructive. First, what are the sources of pressure which may 
compel union decision-makers to recognize a possible “employment 
effect”? In what way are these pressures expressed? Second, what are 
the types of situations in which wage decisions are most likely to be 
influenced by the volume of work available to union members? 

The new evidence on which we base our analysis is drawn from two 
recent field-research projects. The first was a study of the highly com- 
petitive and only partially unionized men’s shoe industry, and more 
intensively, of that portion of the industry centered in southeastern 
Massachusetts.’ In this region, a strong independent union, a “brother- 

“John T. Dunlop, “American Wage Determination: The Trend and Its Significance,” 


Addresses at the Economic Institute on Wage Determination and the Economics of 
” Liberalism (Chamber of Commerce of the U.S., Washington, Jan., 1947), p. 42. 


“Lloyd G. Reynolds, “Toward a Short-Run Theory of Wages,” Am. Econ. Rev., Vol. 
XXXVIII (June, 1948), pp. 297-98. 

"This study was made by one of the authors during 1947-48, when he held a Social 
Science Research Council fellowship. The aid of the Council is here gratefully acknowledged. 
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hood” of fourteen craft units, bargains with some thirty firms, many 
of which are members of a manufacturers’ association. The second 
study was directly concerned with the effects of unemployment in an- 
other New England industrial community, where the partial shutdown 
of a large textile mill contributed substantially to a peak unemployment 
of about 13 per cent of the labor force in April, 1949. Here we were 
interested, in part, in the effects of unemployment on wage settlements 
made under collective bargaining. 


I 


Wage decisions are made on many other occasions than at the time 
of a general wage settlement.” For example, union leaders must take a 
position on individual piece rates and work loads;* they must decide 
when to enforce the union scale and when not to;® they must adjust 
to new products constantly being introduced; they must make decisions 
on questions involving technological changes and on proposals to “ra- 
tionalize” the plant wage structure, as in job evaluation; and, in some 
industries, they must decide what “grade” of merchandise is being 
produced in order to determine what scale of wages is appropriate. 
Finally, programs of union-management cooperation are often moti- 
vated, initially at least, by a need to adjust costs to lower levels when 
this is not possible through general reductions in wages. 

Taking, as we must, then, the whole. gamut of wage decisions for 
examination, we turn now to the shoe study for evidence that employ- 
ment opportunities can affect wage decisions. The discussion will center 
upon these points: (1) the existence and function of the “grade 
system” of relating labor costs to product prices, (2) the flexibilities 
within the piece-rate structure, and (3) the general wage movements. 
Following this discussion, we shall take up the findings in the second 
study, as they relate to wage decisions and employment. | 

The grade system, as it exists in the Massachusetts shoe industry, 
is a method of determining the labor cost on a pair of men’s shoes: the 


"Ross apparently considers only general wage movements, for these are the questions 
which he poses as crucial for a study of the union’s “operating decisions”: “Should the ` 
wage provision of the agreement be re-opened? What should be the union’s initial demand? 
Should the employer’s initial offer be accepted? .. . Should the union consent to arbitrate? 
Should a strike be called?” Op. cit., p. 11. 

8 Cf. Sumner H. Slichter, op. cit., p. 292: “Piecework may help unions and union em- 
ployers to adjust themselves to changed business and market conditions.” Thus, though 
“concessions are politically difficult to grant ... the union can make concessions by 
consenting to lower piece rates, which may be yielding very high earnings, or by accepting, 
for new operations, piece rates which are quite favorable to the employer.” 

? Ross does mention, though in a footnote, that “in some industries it. is common for 
union members to work below the scale by secret agreement with the employer.” Op. cit., 
p. 14 (footnote 21). 
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higher the selling price, the higher the labor costs, with piece rates on 
individual operations varying proportionately. Though the system is 
objectionable from many points of view,” it has persisted for at least 
thirty years as the basis for the industry’s rate structure. This can be 
explained only by relating the union’s wage decisions to employment 
opportunities of the membership. For over two decades, a great shift 
down in the price preferences of footwear consumers has resulted in 
a smaller and smaller potential market for higher-priced shoes, and, as 
a result, a constantly dwindling volume of business for the quality- 
minded manufacturers in this region.** In turn, consequent unemploy- 
ment and underemployment of local shoeworkers placed great pres- 
sure on the established level of piece prices, and the grade system repre- 
sented a more acceptable adaptation to that pressure than a general 
wage reduction. As the Skoe Workers’ Journal stated with resignation 
in 1928, “As long as shoes are sold at different price levels, they will 
be made at varying labor cost.’”” 

The grade system was started, then, and has continued in operation 
as an adaptation to the declining volume of business available on estab- 
lished lines of shoes. Thus, the very existence of the differentiated 
labor costs which the “system” implies provides a striking example of 
the importance of the “quantity axis” in wage bargains. Furthermore, 
the grades have functioned as the mechanism through which the union 
and individual manufacturers have worked out their season-to-season 
and year-to-year problems. The sorts of adjustment for which the grade 
system has proved an appropriate mechanism all relate to the stimula- 
tion of local employment through wage decisions. They may be classi- 
fied into three general types: (1) a means for making general wage 
reductions without giving the appearance of having done so; (2) a 
means for discriminating between the “ability to pay” of the various 
price-grades of shoes; and (3) a means for discriminating between the 
“ability (or willingness) to pay” of various companies. In each of these 
types of adjustment, the primary orientation has been toward increas- 
ing the volume of production by changing piece rates (labor costs) in 
particular factories. 

2 The worker is dissatisfied when he receives a different return for doing substantially 
the same operation on two “racks” of shoes, simply because one carries a “pink tag” and 
the other an “orange tag.” The manufacturer finds it difficult, if not impossible, to get 
superior workmanship on his better shoes. The union finds the system difficult to police, 


always being suspicious that some manufacturer is “juggling tags,” in order to make 
his high-grade shoes on a lower labor cost. 

“For example, shoe production in the region declined from 20.3 million pairs in 1920 
to 9.3 million in 1940. Wages paid shoeworkers in the region’s largest city fell from $14.5 
million to $3.8 million over the same period, while employment declined by a little over 
50 per cent. l 

* Boot and Shoe Workers’ Union, Shoe Workers’ Journal, July 28, 1928, p. 17. 
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In 1935, as a result of discussions between the union and the manu- 
facturers, a 10 per cent reduction in wages seemed in prospect, in order 
“to stop the loss of business and get new business.” Discussing the 
possibilities presented by this situation, however, some of the manu- 
facturers expressed doubt as to whether such a reduction in wages would 
be of much help to them: “10% won’t help long. It will affect other 
Districts; they will try to get 10% off... I can’t see it, when you talk 
percentages; I think it is very dangerous.” As a result of this feeling, 
no general wage cut was made. But what was done amounted to the 
same thing: while manufacturers in the lowest grade were granted a 
reduction, those in other grades were “given” the next lowest piece rate 
“list,” though no real change was made in the quality of shoe which 
they produced. A de facto reduction was achieved without creating a 
“pattern” for competing production centers to follow, thereby enabling 
local manufacturers to attract some additional business. Further, by 
making the change through the mechanism of the grade system, the 
union was able to refuse an adjustment on the highest-priced shoes, 
where, they reasoned, their small concession (percentagewise to selling 
price) could not become an effective stimulus to increased sales. 

The series of events which took place early in 1938 were similar 
to the 1935 experience recounted above. In addition, the grade system 
became the vehicle for further company-by-company arrangements 
which had as their central referent a specific wage-employment bargain: 
the union agreed to “submit a stated Jabor cost” in return for a guaran- 
tee of daily production. For example, late in 1938, union officials signed 
an agreement providing, in part, as follows: 


1. The Company agrees that from the period of November 15th, 1938, 
until April 30th, 1939, they shall produce 140 dozen pairs of shoes daily 
for a period of five days each week. It is understood that the production 
of $5.00 shoes shall not exceed 40 dozen pairs daily during this period. 

2. In consideration of the above commitments on the part of the Com- 
pany, it is agreed by the Union that they shall furnish the Company with 
a new price list to apply to $5.00 shoes, this price list not to exceed 60¢ 
per pair on a plain black oxford commonly referred to as a base shoe.?* 


In another case, a manufacturer who also operated successful selling 
outlets stated, in response to questions from union officials, that he was 
buying shoes “outside” cheaper than he could make them in his own 
factory. He presented the union with invoice and cost slips and, after 


From minutes of a meeting of the union’s General Price Committee (a wage com- 
‘ mittee), l 


“From minutes of a meeting of the manufacturers’ association. 
**From minutes of a meeting of the union’s General Price Committee. 
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some independent investigation by the union, a contract similar to the 
one just cited was signed. These bargains were not infrequent and 
exceptional; on the contrary, they represent the dominant theme of 
wage activity in this section of the industry: the adjustment of wages 
to the realities of business and employment conditions. 

A second area, which may be disposed of briefly, where wage deci- 
sions have reflected the level of employment is the settlement of indi- 
vidual piece rates. It must be apparent now that the orientation of 
these rates is, basically, toward the product market, rather than to- 
ward working conditions in particular factories. It would, in fact, be 
difficult or impossible to administer a set of rates strictly in accordance 
with variations in job requirements.** As a result, the piece-rate system 
is “administered” in accordance with bargaining power, the basic ele- 
ment of which is the employment prospect. With new styles constantly 
working their way through the factory, the union has obtained high 
rates and many “extras” during times of high-level employment, espe- 
cially in the period immediately following World War II. On the other 
hand, “quality drives” in the periods of low business activity and varia- 
tions in the number of work steps required,’ without demands for 
changes in piece rates have had the effect of adjusting wage costs down- 
ward. Even though this may take place in the absence of a positive 
union decision, a wage decision is nevertheless implicit. Altogether, 
then, piecemeal changes in the rate structure and in work requirements 
have been an additional and important source in the adjustment of 
wages and labor costs to employment conditions. 

During the years between 1933 and 1948, there were four periods 
involving general wage movements in this region. Though there is not 
space here to describe all these events, conclusions from them will be 
summarized and a few of the episodes from which these conclusions 
are drawn will be described. 

First of all, political forces have sometimes been quite potent in the 
determination of a general movement in wages. The shoeworkers’ union 
in this region has been particularly subject to these pressures since 
it is (1) a democratic organization, allowing the membership consid- 
erable freedom to criticize actions of the leaders and providing for 
secret-ballot referenda for the election of officers every two years, 

“The difficulty results from the great number of types of shoes produced in a single 


factory, from the infinite. variations between pieces of leather, and from constant change 
in the quality of work demanded. 


“For example, a good job of edgesetting requires the performance of all the work steps 
twice, though the improvement over a “one-set” edge is not apparent until the shoe has 
been worn for several weeks. In many shoe factories during the war, the foremen “looked 
the other way” while the workers collected a “two-set” piece price for doing a “one-set” 
job. After the war, the “two-set” requirements were again enforced. 


368 THE AMERICAN ECONOMIC REVIEW 


and (2) a bona fide independent union, faced, on the one hand, with 
the Boot and Shoe Workers’ Union (AFL) from which it seceded in 
1933, and, on the other, with an aggressive CIO affiliate, the United 
Shoe Workers of America, which has. considerable strength in New 
England. Thus, union leaders have stated that they need to “get 10 
per cent and get it quick to stop this agitation” and the manufacturers 
have been impressed by the argument that they must “make some move 
in a hurry.” 

But, to test the thesis that employment considerations have no place 
in the decision-making process of unions, situations must be found 
where the “political” and “economic” forces push. in opposite direc- 
tions. We need go back no further than 1947, 1948, and 1949 to find 
such a situation in the Massachusetts men’s shoe industry. These were 
years of generally rising living costs and widely publicized “rounds” of 
general wage increases. During this period, furthermore, the rival USWA 
conducted a strong though unsuccessful campaign to discredit the 
Brotherhood and win an NLRB election; and two close contests for 
president, vice president, and secretary-treasurer of the BSAC were 
held. In the first of these, the incumbents held their positions by narrow 
margins, but in the second, they were defeated.** Despite all these 
circumstances, there were no general wage increases in the district. 
Several half-hearted requests were made by the former officials; how- 
ever, the new ones passed up an opportunity to reopen the wage ques- 
tion, signing a contract effective until January, 1951. Why were the 
Brotherhood officials not forced to press demands for a general wage - 
increase? Certainly they would have’been if political considerations 
were controlling. But employment and payrolls in the region’s shoe in- 
dustry both declined from their 1946 level during this three-year 
period. Many of the union’s members were unemployed and others 
were working only part time. As one of the union’s officers explained, 
“Our problem right now is shoes not wage rates.” 

An even more dramatic example of the relationship between em-. 
ployment and this union’s wage decisions occurred in 1940, and in- 
volved a piece price list (labor cost) submitted by the union and used 
by the manufacturers in bidding on a large order of Army shoes. The 
background for this bid was one of generally depressed conditions in 
the region’s shoe factories, unsuccessful attempts to obtain a share of 
three previous government orders, and a union election campaign culmi- 
nating three days after the bids were to be opened. After some contro- 
versy in the local papers as to who was responsible for the inability of ` 


* The officials were defeated in an election held in August, 1949, but not over the issue 
of general wage increases. 
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local firms to get government business, the union announced that it had 
“available a price list which is comparable item for item with prices 
now being paid by the largest manufacturer of service shoes in the 
country.”™ Under the stimulus of this general reduction in piece prices 
on service shoes, several manufacturers pared their other costs to the 
bone and bid successfully for the business against the country’s largest 
shoe companies. 

Here union officials had made a considerable wage concession in 
order to gain employment opportunities for the membership. Further, 
if the results of the secret-ballot election held a few days after these 
bids were opened is an indication of the feelings of the rank and file, 
this action must be judged a political success: all the union’s incumbent 
officials were re-elected by landslide margins. 

Altogether, then, the record in this section of the industry indicates 
that “political * forces “have” peen more important a5 a pressure on 
general [ wage movements, than on piece ‘rates under the “grade system.” 
Even with respect to general wage movements, they have been domi- 
nant considerations only when accompanied by the permissive condi- 
tion—an encouraging employment prospect. In more adverse circum- 
stances, however, general wage decisions have been more strongly in- 
fluenced by the possible ‘ ‘employment éffect” despite concurrent and’ 
important election campaigns; and when all types of wage activity are 
considered, the influence of employment prospects on wage decisions 
must be regarded as decisive. 


II 


Our findings in the other study tend to confirm these conclusions. 
In this case, the permanent layoff of large numbers of textile workers 
between September, 1948, and February, 1949, precipitated a local em- 
ployment crisis, which was aggravated by further layoffs in almost all 
of the city’s other industries by the spring of 1949. During the period, 
general wage negotiations were conducted with most of the unionized 
firms and, in many of them, questions were raised as to the appropriate 
piece rate on new jobs, the work loads on standard operations, or the pro- 
ductivity on hourly-rated jobs. All these questions involve wage de- 
cisions of one sort or another, which provide information relevant to 
the issues raised in this article. 

In all the firms where negotiations were conducted during the period 
of our study, the drop in local and, often, company employment was 
judged to have affected wage negotiations, and, in about 80 per cent of 
the cases, this factor was the dominant influence on the settlement. Union 


* This statement was made in a local newspaper, August 20, 1940. 
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officials felt that local union members did not have the necessary en- 
thusiasm for pressing wage demands. This they attributed in turn to 
these fears of their members: (1) that a strike might develop, causing 
hardship where unemployment had already reduced the family income, 
and costing jobs if the employer proved strong enough to win the strike 
by replacing part of his present work force; and (2) that higher labor 
costs forced on the employer might cause him to lose more of an already 
Scarce item: business. Examples follow. 

1. One company operating in a competitive industry settled for no 
wage change, despite large company profits for the preceding year. 
Union officials were apparently concerned about the impact of a wage 
change on job opportunities within the company, for they pointed out 
to the membership in a mimeographed statement that “in our own area 
and in other areas .. . factories are being permanently closed,” and 
“the important thing for the employees and the company is to keep 
production at a good level and to keep the factories going at the maxi- 
mum number of full: weeks of work.” The membership apparently 
agreed, for the rank-and-file vote in favor of this settlement registered 
a 4-to-1 majority. 

2. In two other cases, not in the same industry, the AFL and CIO 
unions involved had usually made large wage demands and had ob- 
tained several sizable increases during preceding years. At this time, 
however, the unions asked for two additional paid holidays. But after 
one bargaining session, this demand was dropped and the contract 
settled with no change. Employee representatives on the negotiating 
committees had been on “short time” for several weeks and were im- 
pressed with employer arguments that increased costs at this time 
threatened his ability to attract orders. In still another company, a 
union leader explained his failure to press for wage demands with this 
statement: “You can’t push that guy anywhere except out of busi- 
ness.”’*° ` 

3. In another case, a six-cent general increase was given by the com- 
pany in exchange for acceptance of a job evaluation and time study 
plan which, by raising work standards without major changes in plant ' 
Jayout, brought labor costs to their original level. Why didn’t the 
union insist on more pay for more work? The CIO International officer 
stated that he could not work up any “steam” in the local people, who 
were “scared for their jobs and wanted their weekly income.” 

4. In a company where employees were organized into several craft 
unions affiliated with the AFL, the International representative of a 
small but strong group told this story: 


” Reynolds’ statement that costs and output decisions are not related in the short run 
does allow for this case where the firm is forced to suspend operations entirely. 
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I wish I could think only in terms of the added costs to the company 
of our demands. They don’t amount to anything since we have so few 
members. However, I have to think of the effect of my increase on the 
whole plant because the other unions will insist on parity of treatment. 
But the company can contract out for the work of our local. If our ac- 
tions cost them too much in terms of total plant payroll, they will do 
just that; then our men will be out of some very good jobs. 


Here the apparent inelastic demand for the labor of a-small group 
was not real, since special circumstances made the effects on total wage 
. costs of primary consideration. 

5. Several union representatives, generalizing on their experience 
in this community and elsewhere, made the following statements in 
interviews: 


In the past seven years, there has been no question that we could get 
pattern wage adjustments in many plants. Business had the money to 
pay. But now things are getting different. We have to consider whether, 
if we get a wage increase now, there will be as much work for our mem- 
bers. If a plant is operating forty hours a week, they may be able to 
continue to give that much work if we take no increase and just settle 
for a wage reopening clause. But if we demand and get an increase, the 
men may get only four days’ work a week. Those are the things we take 
into account now. 


We may settle for a reopening with no increase, in hopes that things are 
better later. We know there have been substantial layoffs at the company 
and in the community. 


When I am called in by local people to help prepare contract demands, 
I ask them: “How many days are you working a week? How much back- 
log of orders is there? How does business seem? What is happening in the 
other plants in the area? Is there much unemployment?” If they say, yes, 
as they are saying now, I tell them, “Well, there’s your answer.” 


The day-to-day types of wage decisions also present several interest- 
ing examples of responses to depressed conditions in this community. 
In one small, job-lot plant, organized by an AFL affiliate, most of the 
work is performed by the piece, with rates set by bargaining rather 
than by more “scientific” techniques. Labor costs amount to almost 
half the total costs. The plant, along with the rest of its industry, had 
been operating on a four-day week. When, on several occasions, the 
possibility of bidding in additional orders at reduced prices was pre- 
sented, union representatives (who were, at the same time, workers in 
the plant) made concessions as they set their prices for the prospective 
work. In this way, by reducing their wage per unit, they increased their 
depleted weekly income. 
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Another small textile company, making a fairly well standardized 
product, had been forced to curtail operations by 50 per cent and the 
prospect for future business did not seem bright. The employer raised 
the question of work loads with the union, recalling that his factory 
was popularly known as an “old ladies’ home.” After several negotiating 
sessions, work loads were increased by about 25 per cent on almost all 
operations performed in the plant, without any change in the hourly 
rates. 

III 


The influence of actual or potential employment conditions on wage 
decisions is illustrated, then, by events which took place in both labor 
markets we studied. In some of these cases, of course, unemployment 
affected wage decisions simply by reducing the union’s control over its 
membership. The great majority of instances cited, however, cannot 
be reconciled with the view that union wage decisions do not take 
into account the “employment effect.” Instead, these wage decisions 
were based on a probable or an assured effect on employment. But, 
perhaps these illustrations could be dismissed as inconsequential, as 
“the exceptional case which is so widely celebrated in the literature of 
labor economics.”** To meet this criticism squarely we must explore 
two additional problems. First, the way in which the “employment 
effect” exerted its pressure must be examined; and, second, the types 
of situation where union decisions respond to employment prospects 
must be identified. Then we can consider whether such situations are 
the “exceptional case.” 

An understanding of union wage decisions must, if it is to have any 
predictive value, be based on an understanding of the union itself. 
Fortunately, Ross has provided an acceptable “model” of the trade 
union as a “political agency,” though we differ with him as to the range 
of possibilities which this “model” admits.” He stresses, correctly for 
many situations, the institutional and personal needs which union ac- 
tivity must satisfy, emphasizing the “distinction between the union 
and its members.” For other cases, though, he may be inaccurate in 
relegating the provision of benefits for the rank and file to the role of 
“formal rationale,” just “an incident to its [the union’s] activities.’’°* 
Let us see what these variations in emphasis, all within the “political” 


* Ross, of. cit., p. 80. 

"= One of the authors has previously suggested, in fact, that research in this area be 
addressed to “forces or pressures that are pushing people in the situation, such as (1) pres- 
sures for prestige or power, (2) outside pressures of other employers or unions, trade 
associations, advisors, and financial interests,” and so on. Charles A. Myers, “Approaches 
and Problems in Wage Research,” Am. Econ. Rev., Vol. XX XVII (May, 1947), p. 369. 


I Ross, op. cit., p. 22. 
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model of the trade union, mean with respect to the process and pres- 
sures involved in the making of union wage decisions. 

There are at least four possible lines of pressure which might lie be- 
hind a union’s wage decision in a context of concern over present or 
prospective job opportunities. First of all, as a result of pressure to 
build their own reputations as “militant fighters” and to uphold the 
prestige of their own union vis-à-vis rival institutions, union officials 
could refuse to make any wage concessions. They could probably make 
an appealing case for their position before the rank and file, maintaining 
their own status at the top of the union’s hierarchy.“ Ross takes the 
position that this is, in fact, the typical case. An excellent illustration 
supporting his point of view was presented by Gladys L. Palmer in her 
study of the tactics of three Philadelphia textile unions, as they faced 
serious economic changes. In her description of the Tapestry Carpet 
Workers’ struggles, she states: 


Although over a period of years, numerous occasions were offered when 
they might, by concessions in rates, have saved the union or salvaged 
some employment for their members while unemployment was steadily 
increasing in the trade, they steadfastly refused to do so. They “went 
down fighting.’’?® 


Ross does concede, however, a second alternative: that the economic 
environment may “generate political pressures which have to be 
reckoned with by the union leader.” But what are these pressures? 
Apparently, the principal motivating force is the employer, making 
full use of the union’s survival needs to attain his concessions: 


Thus it is the employer rather than the unemployed or potentially un- 
employed worker who forces the decision in the normal case. From the 
standpoint of the union, the purpose of agreeing to the cut is to maintain 
the bargaining relationship on as satisfactory a basis as possible. What 
appears as a danger is not that employment will fall off but that the 
employer will become hostile. It is the loss of friendly relationships, 
bargaining units, and collective agreements, rather than the loss of jobs, 
which is most to be avoided.”* 


“On this point, Slichter has noted: “Despite the influence of the ambitions and rivalries 
of leaders upon union policies, the usual situation does not appear to have been that the 
leaders have been too aggressive for the rank and file. On the contrary, when leaders have 
been displaced or segments of unions have broken away from the parent organization, 
the revolt has almost invariably been against officers who were too conservative and slow- 
moving.” Sumner H. Slichter, “Wage Policies,” Proceedings of the Academy of Political 
Science, Vol. XXII, No. 1 (May, 1946), p. 7. 

Gladys L. Palmer, Union Tactics and Economic Change (Philadelphia, University of 
Pennsylvania ‘Press, 1932), p. 48. 


= Ross, opr cit., p. 15. 
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This is undoubtedly an accurate description of what happens in some 
cases; but it is hazardous, for the Boot and Shoe Workers’ Union was 
overthrown in southeastern Massachusetts for just such behavior.” 

These two lines of pressure, one oriented to the needs of the union’s 
leaders and of the union as an institution and the other emanating from 
the employer, both seem to envisage the rank and file in a more or less 
passive rôle. Is it conceivable, though, that loss of jobs and lowered 
income through underemployment could become a matter of grave 
concern to workers? Two additional lines of pressure on union deci- 
sions could result from such concern. First, the union’s bargaining 
power may be impaired by rank and file unwillingness to go out on 
strike. As we have pointed out in connection with our second field study, 
workers have held negotiators back because of (1) inability or un- 
willingness to forego income when other members of the family are 
already unemployed, and (2) fear that the employer might defeat a 
strike and replace part of his present work force. 

Second, many occasions have been noted where rank and file pres- 
' sure has oriented union wage activity primarily toward a consideration 
for employment, toward incomes rather than wage rates. A particularly 
striking example, taken from the shoe study, occurred just after the 
present independent union had won recognition from the manufactur- 
ers. The union was in the throes of wage negotiations with the manu- 
facturers’ association. One of the district’s largest companies, however, 
was not in on these negotiations, having refused to recognize the new 
union. This company had even granted a 10 per cent increase in pay 
as an inducement to get men back to work under jurisdiction of the 
union to which they had formerly belonged. Upon recognizing the new 
union, the company wished to withdraw its offer of a 10 per cent in- 
crease. The union’s officials, understandably under such circumstances, 
refused to consider the request. The company then threatened to do 
what it had done on past occasions—buy large quantities of shoes from 
other companies for sale in its own stores. After two union meetings 
in which representatives of the factory’s crew pleaded for consideration 
of their jobs, restoration of the former wage scale was reluctantly 
agreed to, on condition that the company would “keep the business 
of the cheaper grade of shoes that they had planned to purchase out- 
side the city.” In this case, then, a wage concession designed to stimu- 
late employment resulted from strong rank and file pressure, despite 
strong “political” forces in opposition. 

We have previously cited several other instances where concern over 

"For a discussion of Boot and Shoe Workers’ Union activity, see Thomas L. Norton, 


Trade-Union Policies in the Massachusetts Shoe Industry, 1919-1929 (New York, Columbia 
Univ. Press, 1932), Chaps. V and VI. 
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the volume of work has forced union leaders to modify demands or look 
for ways to grant concessions.** More often than not, as indicated 
earlier, these concessions have been made outside the context of gen- 
eral wage bargaining, in ways which were more attractive politically. 
The operation of the grade system in the men’s shoe industry, of course, 
is a case In point. 

The meaning of this section to our central question may be sum- 
marized in three statements: (1) the model of a trade union as a 
“political agency” is congenial to the explanation of union wage deci- 
sions; (2) the concept of a “political agency” admits a wide range 
of pressures applied to union leaders, including the four possibilities 
outlined above; (3) rank and file pressure for wage decisions oriented 
toward the effect on employment is an important alternative among 
the possible lines of pressure arising in a context where work is rela- 
tively scarce. 

IV 


The case against a relationship between wage decisions and the 
volume of employment in a given company does not rest, however, with 
the assertion that “union officials are normally in no position to assume 
responsibility for it [employment]|.”” We have quoted Reynolds earlier 
as arguing that “there is no reason why a wage increase (or any other 
cost increase) confined to the firm in question should have any effect 
on output, unless a level of costs is reached which forces the firm to 
suspend operations entirely.”*’ Similarly, in discussing the “fiction of 
the ‘wage-employment’ bargain,” Ross identifies four links by which 
the wage rate is connected with the demand for labor: wage rate to 
labor costs; labor cost to total cost; total cost to price; and price to 
volume of sales and production. He finds that there is “a great deal 
of free play at each link in the chain’’*® and that “as a result, the initial 
and final links are so loosely connected that for practical purposes they 
must be regarded as largely independent.’”** 

"The interest of local groups in their own employment opportunities, in fact, raises 
serious policing problems for International Unions. Barkin’s discussion, in relation to the 
men’s clothing industry, is revealing on this point: “Following the standardization of these 
costs, the union has faced the problem of enforcement. So Jong as the observance of these 
rates rested with local groups, they each tended secretly to undercut existing labor costs 
to induce a larger proportion of the work to be directed toward their area.” Solomon 
Barkin, “Industrial Union Wage Policies,” Plax Age, Vol. VI, No. 1 (Jan., 1940), p. 5. 

See also Dwight Edwards Robinson, Collective Bargaining and Market Control in the 
New York Coat and Suit Industry (New York, Columbia Univ. Press, 1949), for discus- 


sion on the problem of “collusion between workers and manufacturers to evade contract 
terms” (p. 24). 


* Reynolds, loc. cit., pp. 297-98. 
Ross, op. cit., p. 80. 
* Ibid., p. 90. 
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But after arguing the looseness at each link, though not always in 
a convincing way,” Ross takes up certain instances in the textile and 
garment industries where ‘“‘wage-cost-price-employment relationships 
were relatively clear and predictable.”** He explains these “exceptional” 
cases by noting the following conditions: (1) the piece-rate method of 
compensation, under which “wage rates were closely linked with unit 
labor costs”; (2) “labor cost was a fairly substantial proportion [23.1% 
and 19.7%, respectively] of total cost; moreover, at the same time that 
wages were cut, the employers agreed to take other measures to reduce 
overhead and material costs”; (3) the “competitiveness of the industry”’ 
meant that “selling prices were closely related to total costs”; and 
finally (4) prices and volume were associated because of the existence 
of non-union competition. 

We agree that these are conditions under which an “employment 
effect” might be expected. At least three other conditions, which might 
sometimes be important should be added, however. First, the distinction 
made by Gordon is useful, between “the ‘job shop’ type of business, 
which quotes on individual orders to particular specifications and pro- 
duces only after the sale is made, and the type of business which is. 
geared to continuous production of one or more products, for which 
production plans are made and prices are quoted in advance of sales.’’** 
Reynolds seems to have thought only in terms of the latter type of 
business.” Second, important pressures may develop where the work 


“For example, Ross cites a summary statement from the TNEC Monog. No. 5, Indus- 
trial Wage Rates, Labor Costs and Price Policies (Washington, 1940) an “important study,” 
to substantiate his claim that “there is no assurance that a given change in wages will be 
associated with a corresponding change in labor cost, or with any predictable change what- 
ever” (Ross, op. cit., p. 80). He overlooks the fact, however, that in two of the four indus- 
tries described in the study, the relationship between wage rate and labor cost changes 
was extremely close. Thus, the study of the shoe industry states that “wage-rate changes 
in company X and company Y have been followed with few exceptions by proportionate 
changes in unit costs” (TNEC, op. cit., p. 13); and in textiles. “In both mills general 
changes in wage rates resulted in almost exactly proportionate changes in Jabor costs 
per yard” (Zbid., p. 49). 

Ross also presents an extensive set of statistics covering 19 industries (op. cit., pp. 82- 
85) in an attempt to show that Average Hourly Earnings and Unit Labor Costs have 
“frequently moved in opposite directions,” but he does not mention that, in 72% of the 
cases he presents, they moved in the same direction—in fact, in 12 out of 19 industry 
groups, they moved together at least 75% of the time. The average year-to-year divergence 
of earnings and costs is quite modest in most cases, and might be negligible if changes 
in output per man-hour, common’ to all competing firms, were taken into account, Con- 
sidering the fact that each industry group includes within itself a host of different products, 
these figures seem far from convincing as proof of Ross’ contention that wage rates do not 
have an intimate relationship with the labor costs of a particular firm competing to sell 
in a particular product-market. 


3 Ibid., p. 91. 

“R. A. Gordon, “Short Period Price Determination in Theory and Practice,” Am. 
Econ. Rev., Vol. XXXVIII (June, 1948), p. 282. 

3 Reynolds, op. cit., p. 297. 
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force is underemployed; thus, cases where the number of jobs is in- 
volved should be distinguished from cases where the quantity of work 
available to those already employed is the issue in question. The chances 
for a concession of some sort might be greater, of course, in the latter 
case, since those making the “sacrifice” would be the direct bene- 
ficiaries. Finally, whenever a real threat develops of the discontinuance 
of a group of jobs or all jobs in a plant, the people involved may con- 
sider the possibility of altering labor costs in an attempt to retain their 
positions. 

Given these various conditions, which, sometimes singly but prob- 
ably more often in combination, may give rise to a wage change oriented 
toward an “employment effect,” the question really becomes, “Are 
these conditions so ‘exceptional’ that they may be ignored in the 
search for the forces important in wage determination?” We think 
not. 

First of all, incentive methods of wage payment are not uncommon 
in American industry, despite the widely publicized opposition of some 
unions to them. A postwar survey made by the Bureau of Labor 
Statistics, for example, estimates that 30 per cent of the plant work- 
ers in the manufacturing industries sampled were paid on an incentive 
basis.°° The “substantial proportion” of labor cost to total cost in 
textiles and clothing does not seem particularly high; in fact Ross cites a 
Federal Trade Commission analysis which reports over half the in- 
dustries studied to be in this “substantial” category, or higher.*’ It is 
impossible to classify all American business into “continuous produc- 
tion” or “job shop” categories; but “job shop” conditions do exist in 
such diverse industries as men’s and women’s clothing, independent 
foundry operation, and the manufacture of specialized machinery, to 
name a few. Under these conditions, especially, pressure from an 
underemployed work force may be strong. 

In discussing the question of the “competitiveness of the industry,” 
we are really interested here in the extent to which firms can pursue a 
relatively independent price policy. A great deal of emphasis has 
been placed on concentration of industry in the American economy, but 
perhaps the effects of this concentration on market control have been 
over-emphasized. One student of the problem who takes this view states, 
“But.a widening of markets has taken place on a large scale since the 
rise of big business—the two processes were, in fact, closely joined,” 
and “Regarding the situation as a whole, there is no reason to speak 


“U, S. Bureau of Labor Statistics, Supplementary Wage Practices in American Indus- 
try, 1945-46, Bulletin No. 939 (Washington, 1948), p. 5. 

"Ross, op. cit p. 80. Emphasis should not be placed solely on the per cent of labor 
costs to total costs, since, if other elements of the cost structure are fairly well fixed 
as between firms, even a small labor cost differential may become of crucial importance. 
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of ‘the decline of competition.’ ”’** An idea of the importance of the 
number of markets involved may be gained by noting that employ- 
ment in five industries where there is clearly no single-firm control of 
the market—textiles, apparel, leather goods, furniture, and lumber— 
amounted to over one-fourth of the total employment in manufacturing 
in 1947.°° Thus, the number of markets in which firms must struggle 
for customers is too great to be dismissed as inconsequential. 

Unions have made tremendous increases in their membership, of 
course, during the last fifteen years and further gains may well be in 
prospect. Nevertheless, BLS classification of the per cent of workers 
under agreement in various industry groups shows that important 
sources of non-union competition still exist even in manufacturing;* 
in fact, the industries included in the “80-100% organized” group ac- 
counted for less than half the workers.“ Even when the organization 
of an industry is fairly complete, local attempts may be made to stimu- 
late employment, posing for the national union the type of policing 
problem mentioned earlier. It is under these circumstances, further- 
more, that cooperative efforts may be made with employers toward the 
reduction of all the elements of total cost, with labor’s adjustment 
worked out through some other means than an out-and-out wage reduc- 
tion. This was the real significance, as we have seen, of the “grade 
system” in the Massachusetts men’s shoe industry. 

At the national level in well-organized industries, furthermore, con- 
cern over industry employment may have important effects on union 
policies. The International Fur and Leather Workers’ Union, for ex- 
ample, recently agreed to return to the prewar “‘two-price” system, as 
a means of stimulating employment in the slack season. ‘This agreement, 
the result of “rotten” business in 1949, specified an 11 per cent reduc- 
tion in wages from January through June.*? And the unions in both 
the men’s clothing and ladies’ garment industries are well known for 


8M. A. Adelman, “Effective Competition and the Anti-Trust Laws,” Harvard Law 
Review, Vol. XXI (Sept., 1948}, pp. 1295 and 1296. . 


1. S. Bureau of Labor Statistics, Handbook of Labor Statistics, 1947 ed., Bull. Ne. 
916 (Washington, 1948), pp. 15-16. 

“ For example, 40 per cent or more of the workers in the following manufacturing indus- 
tries were not covered by union agreements in 1946: baking, chemicals excluding rayon 
yarn, flour and other grain products, furniture, hosiery, jewelry and silverware, knit 
goods, leather luggage, handbags, novelties, lumber, paper products, pottery including 
chinaware, shoes, cut stock and findings, stone and clay products, beverages (non-alcoholic), 
confectionery products, cotton textiles, dairy products, and silk and rayon yarn. U. S. 
Bureau of Labor Statistics, Extent of Collective Bargaining and Union Recognition in 
1946, Bull. No. 909 (Washington, 1947), p. 2. These industries employed about 30 per cent 
of the workers in manufacturing during 1946. 


“ Ibid. 
* New York Times, Dec, 31, 1949, p. 6. 
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their willingness to cooperate with management in reducing costs, in- 
cluding labor costs, by more efficient production methods. This is their 
method of protecting the jobs and wages of union members. 

Finally, the experience of war and postwar years should not form 
the basis for general statements on the question of union responses to 
employment problems. When job opportunities equal or exceed the 
number of available workers, why should anyone worry about the 
amount of labor employed as a result of a particular wage level? Union 
leaders, “judging their market,” could make the wage rate their sole 
concern. In the spring of 1949, however, Labor’s Monthly Survey 
advised AFL unions, “Perhaps your employer’s prospects are excellent; 
but if his profit margin is being squeezed by price declines, your future 
will be more secure if you help him improve his competitive position.’’** 
In a similar vein, Taylor writes, “We now have industries where this 
second criterion of whether a union will take a wage increase if it means 
a significant loss of jobs or of work opportunity is of tremendous im- 
portance.”** 


V 


In summary, the essential point of this paper is that some unions, 
faced with a particular set of labor market and product market con- 
ditions, do take into account the probable effect of wage demands on 
the level of employment for their membership. These situations are by 
no means “the exceptional case,” as Ross has maintained, except in 
periods of full employment and rising prices. On the contrary, the con- 
ditions which make it necessary for unions to consider “the employ- 
ment effect” are found in a number of industries, particularly those in 
which (a) there is strong competition in the product market, and (b) 
the industry is not completely organized. . 

These conditions become especially important when firms in an in- 
dustry face a buyer’s market and must compete vigorously for sales. 
As employment slackens in the particular firm, or in the industry gen- 
erally, rank-and-file sentiment generates political pressures which union 
decision-makers must take into account. In the situations we have ex- 
amined, it was this rank-and-file sentiment, rather than the desire of 
union leaders to maintain good relations with employers, which seemed 
to have the greater effect on wage demands. 

The employment effect, of course, must be taken into account in a 
political setting, for clearly a union is a political institution. But the 
economic environment within which a particular union functions, no 


“AF of L, Labors Monthly Survey, Vol. 10, Nos. 5 and 6 (May-June, 1949), p. 3. 
“ George W. Taylor, “Criteria for Wage Determination,” The Conference Board Manage- 
ment Record, Vol. XI, No. 6 (June, 1949), p. 241. 
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less than the political environment generated by rival unions and rival 
factions within the union, influences policy decisions. It is a mistake to 
assert that either the economic or the political pressures are all-impor- 
tant. The realistic fact is that the range of pressures which confronts 
the average union leader is so broad that no simple single-factor analysis 
is adequate. 

American unionism is not a unitary phenomenon. As H. A. Millis 
was fond of saying, “There are unions and unions.” Generalizations 
which are meant to apply to all unions, therefore, are difficult to sup- 
port. This is the essential weakness in the position that the employment 
effect is of no importance in union wage decisions, or that it is found 
only in the exceptional case. The range of environmental situations in 
which unions operate at any one time or over a period of time is great 
enough to permit or impose a variety of pressures and policies, includ- 
ing a consideration of the effect of wage levels on employment in the 
particular firm or industry. The increasing importance of union wage 
decisions in the economy makes it imperative to consider more care- 
fully the dominant pressures on policy-makers in a number of indus- 
tries, over a significant period of time. 


INDIVIDUAL SAVINGS IN 1947 AND 1948 
By James N. Morcan* 


The amount people save out of their incomes is an important quantity in 
our economy. It is vital that we have good estimates of saving, or consumption, 
and of their change through time. For the past three years there have been 
available three separate and at least partially independent estimates of personal 
saving. The following table should be sufficient to convince anyone that it is 


ESTIMATES OF PERSONAL SAVING 


Billions of Dollars 


1946 1947 1948 ° 
U.S. Department of Commerce, Personal Saving 10 5 12 
S.E.C. Total Liquid Saving by Individuals 13 s 4} 
5.E.C. Total Gross Saving by Individuals 33 345 . 35 
Survey of Consumer Finances 16 14 12 





Sources: Survey of Current Business, July, 1949, or September, 1949, p. 12; S.E.C. stica 
Release, June 27, 1949; Federal Reserve Bulletin, January, 1950, August, 1948; survey con- 
ducted by Survey Research Center. 


important to know how these estimates are made, how they differ in definition . 
and coverage, and something about their possible range of error. 

The chief purpose of this note is not to give detailed explanations of these 
data, nor detailed reconciliations of them, but to illustrate their use in 
attempting to answer the question: “What was the change in saving of the 
household sector of the economy between 1947 and 1948?” Since conclusions 
as to why business conditions have changed are often made on the basis of 
changes in the estimated saving of individuals—though on the basis of ex post 
statistics alone we cannot really prove what caused these changes—it seems 
doubly important to find out how individual savings have changed. In particu- 
lar, was there a connection between the “increase” in personal saving in 1948 
as shown by the Commerce Department, and the slowing down of business 
activity toward the end of 1948 and early in 1949? 


Definitions and Sources 


It is necessary for this purpose to say something about the sources of these 
estimates, the definitions they use and the area they cover. We have space 
here only to indicate a few facts relevant to the question at hand. How is 


* The author is on leave from Brown University to study consumer behavior at Survey 
Research Center under a grant from the Carnegie Corporation. He is indebted to the follow- 
ing for helpful suggestions and criticisms: Dr. George Katona, Dr. Lawrence Klein, and 
Mr. Kent Winter of Survey Research Center, Professor Gardner Ackley of the University 


of Michigan, and Dr. George Jaszi, Chief of the National Income Division, Department of 
Commerce. 
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the Commerce figure for “personal saving” arrived at? Briefly, estimates are 
made of “personal disposable income” and of consumer expenditures. Per- 
sonal saving is the difference between these two figures. 

This income figure includes the income of all unincorporated businesses, in- 
cluding farms, and of non-profit institutions. In addition to involving some 
difficult estimations, particularly of business proprietors’ income, this means 
that “disposable personal income” is easily misinterpreted. The estimate is 
really one of all non-corporate plus non-profit-institution income after taxes. 
The derivation of the disposable personal income data will not be discussed 
here, since only the inclusion of the farms, unincorporated businesses, and non- 
profit institutions is important for this problem. 

Any attempt to separate farmers and business proprietors as people from 
their business accounts as businesses is fraught with difficulty, but without 
some separation the meaning of the composite remains ambiguous. The sav- 
ings figure is not saving by individuals gua individuals, and the use of “per- 
sonal disposable income” as a divisor to indicate changes in, say, food 
expenditures—as a percent of personal disposable income—remains a de- 
batable procedure. There is reason to believe, and evidence in the detailed 
data in the Survey of Consumer Finances, that the saving behavior of farmers 
and businessmen is quite different from that of other people. It may be that 
the better solution is to keep farmers—including their farm accounts—and 
businessmen-——including their business accounts—as separate groups. Cer- 
tainly the saving motivation, and the conditions they face, are quite different 
for the three groups: farmers, businessmen, and other people. Simon Kuznets 
and others have made some rough estimates of individual (non-entrepre- 
neurial) saving for earlier years, and found them remarkably stable over the 
cycle.? In the absence of a specific decision to collect data suitable for build- 
ing current annual aggregates with these components, however, estimates must 


*For details about the construction of Commerce estimates see the following: W. H. 
Shaw, “The Gross Flow of Finished Commodities and New Construction,” Survey of 
Current Business (Apr., 1942), pp. 13-20; Edward F. Denison, “Consumer Expenditures 
for Selected Groups of Services, 1929-1941,” Survey of Current Business (Oct., 1942), 
pp. 23-30; W. H. Shaw, “Consumption Expenditures, 1929-1943,” Survey of Current Busi- 
ness (June, 1944), pp. 6-13; Marvin Hoffenberg, “Estimates of National Output, Dis- 
tributed Income, Consumer Spending, Saving, and Capital Formation,” Rev, Econ. Stat., 
Vol. XXV (May, 1943), pp. 113-23. Consumption expenditures are estimated separately 
for 63 groups of commodities, roughly as follows: Adjust manufacturers’ output for 
changes in inventories to get sales F.O.B. factory. Add estimated transport costs to get sales 
at delivered prices. Distribute these sales among wholesalers, retailers, and direct consumers. 
Census data extrapolated from 1939 by retail trade data are used for the most part in this 
and succeeding adjustments. For wholesalers, imports are added and an adjustment made for 
changes in wholesalers’ inventories to get cost of goods sold by them. Inventories are 
estimated on the basis of Census data on the ratio of inventory to cost of goods sold. A 
wholesale mark-up is added to get sales by wholesalers. Exports are subtracted. For re- 
tailers, the same process is used, adjusting for changes in inventories, and adding retail mark- 
up to get sales at prices paid by consumers. For consumption expenditures on Services, 
Commerce makes estimates of sales of services, and allocates their consumption between 
individuais and businesses. 

? Simon Kuznets, National Income and Its Composition, 1919-1938 (New York, Na- 
tional Bureau of Economic Research, 1941), Vol. I, pp. 280-81. See also his analysis of other 
estimates of personal saving, pp. 292-305. 
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be quite rough. We do, however, have earlier estimates on which to build. 

The second estimate of personal saving is that given since 1933 by the 
Securities Exchange Commission. This is a more “direct” estimate arrived 
at by estimating the change in the aggregate net equity of the household 
sector of the economy, with a few inevitable business inclusions. The liquid 
saving estimate is net; the total gross saving figure includes new house 
purchases and durable goods purchases without any deduction for deprecia- 
tion. Unlike the Commerce figure, this S.E.C. figure can be broken down 
easily into components on the basis of the financial or real form in which the 
increased net worth of the individual sector appears. For the liquid savings 
figure, the components are the increase in currency and bank deposits, 
deposits in savings and loan associations, private and government insurance 
and pension reserves, state and local government securities, federal govern- 
ment securities, and corporate and other securities, and the decrease in mort- 
gage debt and in other debt. The more liquid of these forms inevitably include 
the savings of unincorporated businesses. 

The S.E.C, liquid saving estimate can be partially reconcile: with the Com- 
merce personal saving figure by adjusting it for changes ir “nition and 
coverage. We shall not go into the details of this reconciliatio. `s, except 
as necessary for the problem’at hand. The reconciliation invo.  ‘argely 
adding to the S.E.C. liquid saving figure, farm and business compo. `s of 
saving, plus new house purchases. 

The third source of information on saving is in the Surveys of Consumer 
Finances made for the Federal Reserve Board by Survey Research Center, 
Institute for Social Research, University of Michigan, and published in the 
Federal Reserve Bulletin. The purpose of these surveys is, of course, not to 
estimate dollar income and savings, but to collect current information on the 
distribution of income, assets, savings, purchase expectations, consumer atti- 
tudes, etc., and changes in these and other details of consumer financial pic- 
ture. The distributions are not only more accurate, but more interesting than 
aggregates estimated from them. The data come from a scientifically designed 
small sample of about 3,500 spending units each year.* The savings estimates 
are derived from a long series of questions relating to the liquid asset position 
of the individual and the rest of his spending unit at beginning and end of 
the year, purchases and sales of non-liquid assets, change in debt, payments 
on life insurance, etc.” Savings include increases in liquid assets, profits 
put back in business or farm, debt repayments, total life insurance and annuity 


*For more detail see Table 6 of the National Income Supplement to the Survey of 
Current Business (July, 1947), and for later data, Table 6 of the same journal (July, 
1949). See also I. Friend, “Personal Saving in the Postwar Period,” Survey of Current 
Business (Sept., 1949), especially Table 1, p. 12. 


*See: Roe Goodman, “Sampling for the 1947 Survey of Consumer Finances,” Jour. 
Am. Stat. Assoc., Vol. 42 (Sept., 1947), pp. 439-48; Roe Goodman and Eleanor Maccoby, 
“Sampling Methods and Sampling Errors in Surveys of Consumer Finances,” Internat. 
Jour. of Opinion and Attitude Research, Vol. 2 (Fall, 1948), pp. 349-60. See also: “Ap- 
pendix: Methods of the Survey of Consumer Finances,” appendix to Part I of the 
1948 Survey of Consumer Finances, Federal Reserve Bulletin (June, 1948). 


"See the appendixes to Part IV of the 1948 Survey, Federal Reserve Bulletin (Aug., 
1948), or to Part VIII of the 1949 Survey, Federal Reserve Bulletin (Jan., 1950). 


~ 
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payments, additions to houses, house purchases (net), repayments on mort- 
gage principal, purchases minus sales of securities, etc. 


Reliability 


There is a tendency to assume that an aggregate figure based on data 
covering most or all the population is bound to be more accurate than an 
estimate based on a small sample, The approximate standard error of sampling 
for the change in aggregate saving as estimated in the Survey of Consumer 
Finances is two billion dollars for 1947-1948.° This means that the two billion 
dollar drop in saving shown in the Survey figures is not statistically significant. 
However, if we wish to test the hypothesis that savings rose by two billion 
or more, we can say this: There is less than one chance in forty thai the actual 
results of the two surveys would have been obtained if savings had actually 
risen by two billion or more. Of course, there may also be a systematic bias 
in reported income and saving, and this cannot be measured. It is easily 
possible that this systematic reporting error is more important in absolute 
amount than the measurable errors, but it is quite likely that it affects the 
year-to-year change in savings very little. Change in saving would be ef- 
fected only if there were considerably more or less bias one year than the 
next, or a change from underreporting to overreporting, which seems un- 
likely. The twelve billion estimate for 1948 may not be very accurate, but 
the conclusion that saving by individuals did not change very much in 1948 
seems well founded. 

It is interesting to note that even after adjustment for definitions and 
coverage, the unexplained statistical discrepancy between the S.E.C. and 
Commerce estimates is usually greater than a billion dollars, and often varies 
by this much or more from year to year. The reader should not conclude that 
these three sources of information are not useful. The important thing is that 
only by combining the information from all three sources can we draw well- 
founded conclusions about what has been happening. 


Change in Savings, 1947-1948 


Did the savings of individuals rise, fall, or stay the same between 1947 
and 1948? The best way to arrive at an answer to this question is to compare 
the three sources of information: 

First, how can the $.E.C. and Commerce estimates of the change in saving 
be compared? This has already been done for the most part by the reconcilia- 
tion in Table 6 of the National Income issue of the Survey of Current Business 
to which we referred above. Here we wish to concentrate on the differences 
which are most important in answering our question. The reconciliation con- 
sists of adding to S.E.C. liquid saving the farm and business savings com- 
ponents and new house purchases. Of the Commerce increase in savings, 3.9 
billion is increase in equity in unincorporated enterprises other than farms, 
and 4.2 billion is an increase in equity in farm enterprises, although this latter 


°The error formulas for a clustered and stratified area sample of this sort are quite 
complicated. 
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includes new farm residences too.” On the other hand, 1.8 billion of the 
Commerce savings increase is increase in net purchases of nonfarm residences, 
which should also be added to the S.E.C. liquid saving figure. Most of the 
change in farm savings was the result of decreased inventories during 1947 
and increased inventories during 1948, and most of the increased business 
saving resulted from a smaller increase in debt than in 1947. 

The significant conclusion from this is that almost all the increase in the 
Commerce “personal saving” estimate from 1947 to 1948 was attributable to 
business and farm decisions, and much of the rest was “automatically offset” 
in the Keynesian sense because it was saving in the form of purchase of 
new homes. Mr. Friend, of the Department of Commerce, estimates that 
“personal saving other than change in equity in nonbusiness real property 
and unincorporated enterprises”-actually fell by 2.7 billion. Of course, some 
of the saving of businesses and farms may be “individual” saving too. The 
distinction between personal and business saving is practically impossible. 
Conceptually, we can think of business motives and influences, and personal 
or family motives, but it is doubtful that they can be separated. 

How can we compare the Commerce and Survey of Consumer Finances 
estimates of the change in saving? The Survey estimates probably omit some 
components of the business saving of farmers and unincorporated business 
owners. The respondent with a business is asked whether he reinvested profits 
in his business or invested new personal funds. He may well fail to include 
profits reinvested in inventory accumulation, debt repayment, or even some 
types of investment in machinery, etc. He might easily subtract depreciation 
from business profits, even though he might be also setting aside correspond- 
ing replacement funds which would show up in the S.E.C. data as savings by 
asset accumulation. The farmer is asked for cash receipts and expenditures, 
so that farm inventory increases would not show up as saving (and invest- 
ment), nor would certain other new investments, aside from those in ma- 
chinery, buildings, and additions to buildings. | : 











1947 1948 

Survey of Consumer Finances estimate 14 12 
Increase in farm inventories — 2.2 13 
Increase in unincorporated business inventories — 7 1.0 
| iti 14.3 
If we also assumed that most of the change in debt of unincorporated busi- 
nesses were not included in the Survey figures, we have sis 19 =... 38 
8.9 13.5 

Commerce, Personal Saving 5 12 


"See Survey of Current Business (July, 1949), pp. 11-12, or I. Friend, “Personal Saving 
in the Postwar Period,” op. cit., Table 1, p. 12. 


* Ob. cit., p. 12, Table 1. Much of the increase in business or farm savings was also offset 
by voluntary or involuntary investment in equipment, inventory, etc. Farmers and business- 
men may also have drawn down their liquid assets, but there is no evidence from published 
aggregates or from the survey data to show that they did this in sufficient volume to 
reduce their net savings substantially. 
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There are, of course, some other definitional differences for which adjustment 
would be even more a matter of guesswork than the above. Survey includes 
in savings total life insurance payments, as well as additions and permanent 
improvements to houses.” For the some 17% of the spending units who cannot 
tell how much of their mortgage payments are repayment of principal, the 
total payment is included as saving. Whether the differences cancel out or 
not is impossible to say. Most of the definitional differences affect the level 
of the estimates more than their year-to-year changes, The evidence seems 
to indicate again that if there was an increase in saving by the non-corporate 
sector of the economy, most of it, if not all, occurred in businesses and farms. 

Briefly, how can we compare the S.E.C. and Survey of Consumer Finances 
estimates of change in saving? The S.E.C. liquid savings estimate includes 
some saving by unincorporated businesses in liquid form, and includes increase 
in insurance reserves, rather than total insurance payments. Only the first 
of these might affect the year-to-year changes. If we take only the component 
of the S.E.C. Commerce reconciliation which we should expect to be (at least 
chiefly) attributable to the individual sector of the economy, we should have 
the following:*° 


1947 1948 
S.E.C. Liquid Saving $11.8 $ 8.6 
S.E.C. Decrease in Mortgage Debt ; —4,1 — 4,1 
S.E.C. Net Purchase of Non-farm Residences 5.8 7.7 
$13.5 $12.2 

Survey of Consumer Finances 14 12 


This again includes some non-individual items, and excludes some individ- 
ual saving-change items, such as increased net purchases of farm residences, 
but it indicates again that individual saving probably stayed about the same 
for the two years. 

If an estimate were desired of the changes in saving by individuals not 
offset by their purchases, e.g., of homes, we should exclude also new house 
purchases. In order to show that there had been a real increase in the 
withholding of funds from the market by individuals, it would be necessary 
to show that the “decrease in debt” component of S.E.C.’s liquid saving con- 
sisted of two parts: a much larger decrease in debt by individuals in 1948 
than in 1947, and (consequently) a very much larger increase in debt in 
1948 than in 1947 by farm enterprises and unincorporated businesses. In view 
of what we know about installment debt alone this seems unlikely. Or 
else, one would have to show that a large proportion of the increased saving 
or decreased dissaving by farms and unincorporated businesses (and non- 
profit institutions) was really a change in saving by individuals—and in- 
clude even here only the saving not offset by investment in inventories or 
equipment. This also seems unlikely. 

It must be remembered that since all we have from any of these data 


° The latter presumably include more than Commerce’s construction estimates. 


* Source: S.E.C. Statistical Release, June 27, 1949. Includes saving in the form of 
terminal leave bonds. Excludes purchases of residences by proprietorships and partnerships. 
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are ex post facts, their relation to an adequate etiology of changes in busi- 
ness conditions is not simple or obvious. People might cause changes in in- 
come and employment (or prices) by trying to change their level of saving 
even though they failed to do so. Information from the Survey on consumer 
attitudes and purchase expectations early in 1948 indicates no significant in- 
tention to withhold purchasing power, however. 

It is interesting to note that, according to rough Survey estimates, the 
non-entrepreneurial four-fifths of the spending units had net savings of only 
four billion dollars in 1948. Since the total of the rather widespread con- 
tractual saving—life insurance, mortgage payments, etc——was about ten 
billion for the same year, there must have been little—or less than none—net 
new voluntary saving by this group in 1948.1 This does not mean that people 
could not dissave much more, given the current high level of asset holdings, 
though they could not do it forever. And they could certainly save more, or 
try to. The same pattern shows up if we analyze the savers and dissavers 
separately: A large proportion of the savings by savers, and a large proportion 
of the dissaving by dissavers, is done by the entrepreneurs. Furthermore, 
since all these estimates treat durable goods purchases as consumption, as 
though durable goods lasted less than a year, many people who appear as dis- 
savers may not think of themselves as such, and indeed may not be such in the 
economists’s sense of that term. 

What can we conclude from these comparisons? All these estimates of 
. savings are rough estimates, and even apart from differences in definitions 
are subject to rather large errors. But so far as we can tell, there is no 
very good evidence that saving by, individuals increased in 1948 over 1947. 
Statements such as the following do not seem to be justified: 


The over-all figures indicate a rise in personal saving for reasons other than 
the desire or necessity for individuals to increase their investment. Probably the 
most important of these reasons was a return óf the consumption pattern to a 
more normal status as the more pressing deferred demands built up during the 

-= war were satisfied in the postwar period and as psychological factors which made 
consumers temporarily willing to pay unusually .high prices after price de- 
control] in the latter part of 1946 diminished in importance. Other reasons for 
the rise in the rate of saving might be expected to include the effect of an in- 
creased volume of debt on individuals’ ability and willingness to contract further 
debt and on the necessity for repayment; the decline in capital gains after the 
beginning of 1948, in conjunction with the fact that individuals with capital gains 
presumably tend to spend a higher proportion of their current income, which 
does not reflect such gains; .. . increased consumer resistance to higher prices 
together with the psychological reaction to price declines starting in the latter 
part of 1948; and an improvement in conditions of supply which made available 
cheaper lines of goods previously unavailable tending to decrease consumption 
relative to income.?? 


* «1949 Survey of Consumer Finances, Part VIII, Distribution of Consumer Saving,” 
Federal Reserve Bulletin, January, 1950, pp. 24, 26. 

= I. Friend, “Personal Saving in the Postwar Period,” op. cit., p. 14. The author continues 
to suggest other factors affecting individuals’ willingness to buy, but not their business deci- 
sions as farmers or businessmen although he does point out the composite nature of Com- 
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With respect to deferred demand, it is interesting to note that durable goods 
purchases were actually higher in 1948 than in 1947. 

We should conclude from our investigation not only that the saving of 
individuals probably did not change much from 1947 to 1948, but also that 
analysis of economic change, or of consumer motivation, cannot be made 
very easily from the data as they stand—-with the exception of the Survey 
information on consumer attitudes and expectations, and the Commerce esti- 
mates of business investment expectations. It would seem desirable that we 
have current aggregate estimates of non-corporate savings and income broken 
down into four components: (a) farms and farmers, (b) unincorporated busi- 
nesses and their owners, (c) non-profit institutions, and (d) other individuals. 
Then analyses of saving behavior might be made on the basis of hypotheses 
about the motivation of, and knowledge of the financial conditions facing, each 
group. It does not seem necessary to have aggregate data and surveys use the 
same definitions. Different definitions of saving may be useful for different pur- 
poses. Our plea is either for aggregate data that refer to more nearly homogene- 
ous groups, or at least for care in the interpretation of aggregates which are not 
so based. 


merce personal saving. While the Council of Economic Advisers, in the Economic Reports of 
the President tend to use Commerce, Census, and Survey data in conjunction in analyzing 
current trends, they include qualifications as to the farm, business, and non-profit institution 
inclusions, e.g., January, 1949, p. 16; July, 1949, p. 30, 70-71; and January, 1950, p. 45. 


DOUGLAS COMMITTEE REPORT 


By E. A. GOLDEN WEISER 


Publication in January, 1950 of a report by the Subcommittee on Mone- 
tary, Credit, and Fiscal Policies of the Joint Committee on the Economic 
Report was an event of major importance in the development of monetary 
policy. The work of the so-called Douglas Committee is an outstanding 
achievement. It made a rapid and yet thorough survey of the facts and 
opinions on the subject and an extremely intelligent appraisal of them, and 
offered clear-cut, unambiguous recommendations. This report may be con- 
sidered as a public judgment rendered on the controversy between the fiscal 
and the monetary authorities. Whether the full Committee accepts the re- 
port or not and whether Congress takes any action to carry out the Sub- 
committee’s recommendations, the fact that such a report has been made may 
exert a useful influence on the attitudes of the Treasury and the Federal 
Reserve authorities on matters in which their major responsibilities appear 
to conflict. 

An element that adds strength to the report is that its membership included 
representatives both of the Senate and of the House of Representatives, Re- 
publicans as well as Democrats. The Senate members were Paul H. Douglas 
(D., Ill.) chairman, distinguished economist and former president of the Amer- 
ican Economic Association, and Ralph E. Flanders (R., Vt.); the House 
members were. Wright Patman (D., Texas), Jesse P. Wolcott (R., Mich.), 
and Frank Buchanan (D., Pa.). 

The first sentence of the report shows the Subcommittee’s general view of 
the channels through which the government can best exert its influence for 
economic stability. The sentence reads: “We recommend not only that ap- 
propriate, vigorous, and coordinated monetary, credit, and fiscal policies be 
employed to promote the purposes of the Employment Act, but also that such 
policies constitute the Government’s primary and principal method of pro- 
moting those purposes.” This sentence indicates that the Committee believes 
that the government’s part in moderating the business cycle should be princi- 
pally through its influence on national income and the volume of money rather 
than through the use of direct controls over prices, wages, materials, and 
other phases of economic life. The Committee favors the more impersonal 
and democratic approach through the money flow over more dictatorial ap- 
proaches through direct intervention in the economic behavior of individuals. 

More specifically, the Committee takes the stand on fiscal policy that it 
should contribute to economic stability and should not be dominated by 
faith in the curative effects of an annually balanced budget. However, it 
qualifies this by stating “that there are limits to the effectiveness of fiscal 
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policy because economic forecasting is highly imperfect at present and tax and 
expenditure policies under present procedures are very inflexible.” 

On monetary and debt-management policies the Committee recommends 
the adoption by Congress of a resolution instructing the Treasury and the 
Federal Reserve to be guided by the objectives of the Employment Act, 
namely, by considerations relating to employment, production, purchasing 
power, and price levels; and stating that “it is the will of Congress that the 
primary power and responsibility for regulating the supply, availability, and 
cost of credit in general shall be vested in the duly constituted authorities of 
the Federal Reserve System, and that Treasury actions relative to money, 
credit, and transactions in the Federal debt shall be made consistent with the 
policies of the Federal Reserve.” Thus, the Committee believes that the level 
of interest rates should be determined by monetary rather than by fiscal authori- 
ties. As a means of strengthening the authority of the Federal Reserve it recom- 
mends that every effort be made to build up the quality and prestige of 
Federal Reserve officials, including a reduction in the number of the mem- 
bers of the Board of Governors from seven to not more than five and an 
increase in their compensation. p 

On other phases of banking the Committee recommends that all banks 
which accept demand deposits, regardless of membership in the Federal Re- 
serve System, be subject to the same reserve requirements, and that the 
System’s proposal relative to technical improvements in the methods of im- 
posing reserve requirements receive careful consideration. It also recommends 
the restoration of a franchise tax on the earnings of the Federal Reserve Banks 
to replace the voluntary contributions now being made. 

In regard to questions of chartering, supervision, and examination of com- 
mercial banks, the coverage and premiums of deposit insurance, and the func- 
tions of other federal credit agencies, the Committee wisely recommends further 
study. : 

It is in favor of the establishment of a National Monetary and Credit 
Council to consist of the appropriate officials and to act in an advisory 
capacity in helping to coordinate the activities of government credit agencies. 
It is opposed to the creation of a Monetary Commission and favors instead 
continued study of monetary, banking, and fiscal problems by the proper 
committees of Congress. 

On the question of gold the Committee is against the reintroduction of a 
gold-coin standard, and on silver it advocates discontinuance of silver 
purchases. 

Answers to a questionnaire sent out by the Committee were received 
from the Secretary of the Treasury, the chairman of the Federal Reserve 
Board, from other officials, and from presidents of the Federal Banks; also 
from bankers, business groups, and economists. Witnesses before the Com- 
mittee represented the same organizations and economic groups. An out- 
standing characteristic of the investigation is the speed with which it was 
conducted and the promptness with which the material was made available 
to the public. 
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Much of the Committee’s work and the most important of its recommenda- 
tions relate to monetary and fiscal policies. It is this phase of its work that will 
be discussed briefly in this article. 


The Record and the Problem 


What the Report deals with is the period after the war, and principally 
after 1946. It is recognized that during the war the necessity of providing for 
the government’s needs inevitably took precedence over monetary considera- 
tions. It is probable, however, that even during the war a policy of more taxa- 
tion and less borrowing and of more sales of government securities outside 
the banking system would have resulted in less of an inflationary potential 
than actually developed, and could have been pursued without ill effects on 
the war effort. But it must be granted that the war record on the financial 
side is creditable in view of the unprecedented magnitude of the govern- 
ment’s requirements. This country’s record in this respect is not far different 
from that of other belligerents and far better than its own performance in 
World War I. 

We emerged from the war, however, with a public debt of a quarter of 
a trillion, larger than the total private debt in the country, and with a greatly 
expanded volume of bank credit and currency. The immediate problem was 
that of physical reconversion of the war plant to civilian uses. This task was 
accomplished with extraordinary speed and with much less economic dis- 
turbance than was expected by most observers. In the fiscal and monetary 
field the record is less satisfactory. While activity and employment continued 
at a high level through 1948 and a threatened turn in the tide in 1949 did 
not develop into a depression, inflation was permitted to proceed at a sub- 
stantial rate, so that wholesale prices at the end of 1949 were 45 per cent above 
their level at the end of the war and consumers’ prices had advanced by more 
than 30 per cent. 

It is not fair to say, as was said by some of the witnesses, that the record is 
one in which the narrower interests of fiscal policy, its concern with the cost 
of the debt and the market price of its obligations, have dominated monetary 
policy. A series of actions was taken to restrain inflation, such as the gradual 
abrogation of wartime measures to assure adequate bank reserves for the 
flotation of war loans, the use of Treasury balances accumulated after the 
Victory Loan drive in the reduction of the government’s bank debt, and the 
use of Treasury surpluses in 1947 and 1948 in the same manner. The con- 
tention of critics is that these actions on many occasions were “too little and 
too late,” and that the growth of bank loans in 1946, 1947, and 1948 could 
have been. reduced by a firmer monetary policy. It is the view of critics that, 
if such a policy had been pursued, inflation might have been arrested sooner, 
and the rapid rise in prices, both at wholesale and at retail, might have been 
moderated. It is recognized that other factors than monetary policy were 
feeding the inflation, such as the premature abrogation of price controls in 1946, 
the untimely reduction of taxation in 1948, and the growing cost of defense 
and foreign aid. But it remains true that the policy of the Federal Reserve Sys- 
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tem of supporting government bonds at or above par and shorter-dated securi- 
ties at extremely low rates made it impossible for the System to put much 
restraint on credit expansion. The situation was one in which, if ever, mone- 
tary restraints could be effectively used: labor and plant were employed to 
capacity, the money supply was redundantly large, and there was a strong 
demand, domestic and foreign, for all kinds of goods—reflecting wartime 
shortages, accumulation of funds in the hands of consumers, and large cur- 
rent income. Additional credit, therefore, could not increase the national out- 
put and could only add to purchasing power and lead to an advance in ` 
prices. 

The Federal Reserve System in this period adopted some measures to 
restrain credit expansion. It repealed the preferential rate on government- 
secured discounts, abrogated the 3/8 per cent buying rate on Treasury 
bills, and increased reserve requirements. Short-term money rates and yields 
on short-dated government obligations did, in fact, advance substantially after 
the middle of 1947 and bond yields advanced sharply toward the end of 
1947 when support levels were lowered by the Federal Reserve. The System 
also imposed higher margin requirements for security loans and so long as 
the law permitted, maintained regulation of consumer credit. There is no 
question about the awareness by the System of the inflationary danger: this 
was revealed in many public statements, testimonies, and reports. The 
System also requested Congress for additional power over reserve require- 
ments, and when it had obtained a part of its recommendations, on a tempo- 
rary basis, made use of them until 1949 when business activity and prices 
began to decline. 

Criticism of the System is not that it did nothing to restrain credit in 1947 
and 1948, but that it did not do enough, that its actions were tardy and in- 
decisive. The System’s cautious policy was motivated in part by recurrent 
uncertainties in the business outlook and by continuous hazards in the inter- 
national situation. The System was fully aware of the incompatibility of the 
bond support policy with effective credit control, but was afraid that abandon- 
_ment of support might result in an avalanche of selling of government bonds 
and in disturbances in the capital market that might do more damage to the 
economy than the additional inflationary forces caused by credit expansion. No 
commentators, it would seem, would advocate complete abandonment of 
Federal Reserve concern about orderly conditions in the government security 
market. The issue in proper perspective and in view of the record is not be- 
tween black and white, between all-out support of bonds, regardless of in- 
flationary consequences, and all-out fight on inflation, regardless of conse- 
quences in the government security market. It is a question of timing and 
degree. The Douglas Committee hearings brought out the fact that most 
representatives of the System believe that more could have been done to 
tighten conditions, particularly in the short-term field, and that delay and ex- 
cessive moderation were due to pressure from the Treasury which the System , 
was not in a position adequately to resist. . 
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The Testimony 


A series of comprehensive questionnaires adapted to the different groups 
was sent out by the Committee and replies were received from the Secretary 
of the Treasury, the chairman of the Federal Reserve Board, the presidents 
of the Federal Reserve Banks, the Comptroller of the Currency, the chairman 
of the Federal Deposit Insurance Corporation, the chairman of the Recon- 
struction Finance Corporation, the administrator of the Housing and Home 
Finance Agency, the governor of the Farm Credit Administration, the Di- 
rector of the Budget, and from bankers, economists, representatives of agri- 
cultural organizations, and others. The replies are published together with 
a statement prepared for the purpose by a group of prominent economists. 
In addition to these answers, many of the same persons appeared as witnesses 
and were subjected to a searching examination. The hearings have also been 
published. These two volumes and the Subcommittee’s report comprise its 
output and are a rich source of material on current and recent monetary, 
credit and fiscal policies.1 The examination brought out that all the witnesses 
believed that the Federal Reserve could make an important contribution to 
the maintenance of economic stability. Many witnesses thought, however, that, 
in order to do this, the System had to be free to pursue policies directed pri- 
marily toward this objective and not too much influenced by considerations 
related to the management of the public debt. 

There was substantial unanimity on the part of Federal Reserve witnesses 
to the effect that more could have been done by the System to restrain credit 
in 1947 and 1948, if it had felt free to let interest rates, particularly on short- 
term paper, go up earlier, faster, and higher, On this point witnesses testified 
that the System had favored action in this direction consistently since early 
in 1947 but was prevented from following such a course by objections from 
the Treasury. The System was in constant consultation with the Treasury and 
the Treasury’s influence was exerted for the maintenance of low rates in order 
to keep down the cost of the public debt and not interfere with the difficult 
process of refunding issues which were continuously maturing in large volume. 

On the question of long-term, 244 per cent bonds, most Federal Reserve 
witnesses believed that their support during the readjustment period had 
been in the public interest, that there were too many uncertainties in the 
situation to make it safe to allow United States bonds to go below par, 
particularly prior to the time when they had found their way into firm in- 


* The documents issued are: 

Hearings: Hearings before the Subcommittee on Monetary, Credit, and Fiscal Policies 
of the Joint Committee on the Economic Report of the Congress of the United States. 
(8ist Cong., 1st Sess., September, November and December, 1949). 

Questionnaire: Money, Credit, and Fiscal Policies, a collection of statements to the 
same Subcommittee of the Joint Committee on the Economic Report by government 
officials, bankers, economists, and others. (Printed for the use of the Joint Committee on 
the Economic Report, 81st Cong., Ist Sess., 1949). 

Report: Report of the same Subcommittee of the same Committee (81st Cong., 2nd 
Sess., Senate Doc. No. 129, 1950). 
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vestment hands. It was pointed out that quotations on the bonds had been al- 
lowed to fall practically to par and yields to rise nearly to the coupon rate of 
24% per cent. In December, 1947 the level at which the Federal Reserve 
would support the bonds was lowered to this point. Many believed that a 
more drastic decline in bond prices might have resulted in’ an avalanche of 
selling by bond holders including even owners of savings bonds nothwith- 
standing the fact that their redemption price is guaranteed and that they are, 
therefore, not affected by fluctuations in the market. 

An important point brought out in the hearings by the Secretary of the 
Treasury, by Federal Reserve officials and by most other witnesses was that 
there was no commitment by the government to support the bonds at par for 
an indefinite period. A contrary view expressed by the chairman of the 
Federal Deposit Insurance Corporation received no support from other 
witnesses. 

It was made clear by the testimony that Federal Reserve officials did not 
attach too much weight to higher interest rates as such as a means of re- 
straining credit expansion in conditions prevailing in 1947-1949. The point 
at issue was not the rate in itself, but the pursuit of policies by the System in 
regard to member bank reserves that would have resulted in a smaller volume 
of funds at the disposal of banks, and consequently in tighter credit conditions 


-~ad less borrowing by business for plant expansion and other purposes. The 


advance in the interest rate would have been an indication of these tighter 
conditions rather than a direct object of policy. 

The System clearly recognized that its support policy made it difficult 
or impossible to reduce bank reserves substantially because such a reduction 
would be reflected in tighter conditions in the market, rising rates, and falling 
bond prices. So long as the bonds in such circumstances had to be bought 
by the Federal Reserve, the volume of bank reserves would be restored in the 
process, and credit conditions would be eased. Increases in reserve require- 
ments in 1948, for example, with the support policy in effect, were reflected 
merely in a transfer of bonds from the portfolios of member banks to those 
of the Federal Reserve banks—without substantial effect on credit condi- 
tions. 

Support of bond prices, which in 1948 was reflected in purchases of more 
than $10 billion of bonds, could be and actually was offset to a considerable 
extent by reduction in the System’s holdings of short-dated debt. But this at 
best meant merely that member bank reserves were not enhanced by an amount 
corresponding to the volume of bonds purchased. It did not mean that there 
was any possibility of credit restraint. As a matter of fact, member bank 
reserve balances, which are the basis of credit expansion, increased in 1947 
and grew rapidly in the second part of 1948, as a result of gold imports and 
other factors which were not offset by Federal Reserve action. 

In 1949, when a decline in business set in, the System’s policy was modified. 
Government securities no longer required support and, with the decline in 
the demand for credit by business, interest rates receded and prices of longer- 
term government securities advanced. During this period the Federal Reserve 
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substantially reduced its holdings of government bonds, member bank reserves 
declined, but interest rates nevertheless moved downward. In June, 1949 the 
Federal Open Market Committee issued the following statement: 


The Federal Open Market Committee, after consultation with the Treasury, an- 
nounced today that with a view to increasing the supply of funds available in the 
market to meet the needs of commerce, business, and agriculture it will be the 
policy of the Committee to direct purchases, sales, and exchanges of Govern- 
ment securities by the Federal Reserve Banks with primary regard to the general 
business and credit situation. The policy of maintaining orderly conditions in 
the Government security market, and the confidence of investors in Govern- 
ment bonds will be continued. Under present conditions the maintenance of a 
relatively fixed pattern of rates has the undesirable effect of absorbing reserves 
from the market at a time when the availability of credit should be increased. 


This declaration indicates on its face that the System did not feel bound to 
sell government securities at a time when they were rising in the market. It 
does not make clear whether, if a reverse movement should develop, the System 
would no longer feel bound to support the bonds at a pred»*ermined level. It 
was easier for the System to modify its wartime and ~ a policy at a time 
when the government security market required r vurt. At the same time 
this statement by the Open Market Committer « tenor of Federal Reserve 
testimony, and the pronouncement of the Cu.ugressional Committee make it 
probable that the period of rigid support may have passed and that in the future 
Federal Reserve policy will be conducted with a view predominantly toward 
the regulation of credit conditions with reference to the business situation. 
The System will not be able to disregard conditions in the government security 
market but may be expected to confine its participation to the maintenance of 
orderly conditions rather than parity prices in the market. 

Another aspect of monetary policy brought out clearly by the Committee’s 
report is that both the Treasury and the Federal Reserve believe that fiscal 
and monetary policies should be determined by separate institutions; that the 
Treasury and the Federal Reserve should not be merged into one agency. That 
the Federal Reserve cannot act with total disregard of Treasury needs is ad- 
mitted. But that the views of the Federal Reserve should receive in the Ad- 
ministration’s councils an equal amount of consideration with the views of the 
Treasury is generally recognized. The Committee’s recommendations about 
strengthening the Board are motivated by these considerations. It may be 
doubted whether the Committee’s suggestions to reduce membership on the 
Board from seven to five and to increase the members’ salaries would be ade- 
quate to accomplish the purpose. 


Conclusion 


A significant statement in the report is that “. .. the Federal Reserve was 
not willing (italics supplied) to assert its independence and force market yields 
to rise above the yields that the Treasury wished to set on its new issues, 
thereby embarrassing the Treasury.” If the word “willing” is used deliberately 
in the report, it indicates recognition by the Committee that the Federal 
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Reserve could have resisted Treasury pressure but was not willing to do so. 
Instead it appealed for Congressional support both by requesting additional 
powers and by recommending the adoption by Congress of a resolution along 
the lines advanced by the Committee. 

In view of the postwar record and the strong hold that Federal Reserve 
responsibility for the government security market has gained on the minds of 
people in and out of the System, such a resolution at this time might be help- 
ful. The fact itself that the Subcommittee after carefully reviewing the evi- 
dence recommended such a Congressional resolution may result, without 
further action by the full Committee or by Congress, in strengthening Federal 
Reserve resistance to Treasury pressure as well as greater willingness on the 
part of the Treasury to take Federal Reserve policy into account, But in the 
long run the solution of the problem of relationship between fiscal and 
monetary authorities will require fuller recognition by these authorities, by the 
Administration and by the public of the need of action in the monetary field 
with predominant reference to business conditions and without undue influence 
by the problem of debt-management. Complete independence of central bank- 
ing authorities from an Administration in power is not feasible. A central bank 
could not survive if it pursued a policy that interfered seriously with a major 
program of the Administration. But a clear distinction should be made between 
the Administration as a whole, which pursues nation-wide policies along innu- 
merable lines, and its fiscal agency, the Treasury, whose responsibilities and 
institutional outlook are much more limited. Substantial independence of the 
Federal Reserve from Treasury, as distinct from Administration, influence is 
both desirable and, one would think, feasible. It was stated by one of the Com- 
mittee’s witnesses (Mr. E. E. Brown, of the First National Bank of Chicago) 
that “If we get men of stature, of proper caliber, they will resign if their 
views are not followed on a fundamental matter. It acts as a great check on 
Treasury or administration action.” If the Federal Reserve became convinced 
that it could not pursue the policies which it deemed best without flying in the 
face of Administration policy, it would always have this final recourse to 
resignation on an issue. This important safeguard of effective administration, 
which is accepted routine in most democratic states, has not become customary 
in this country. If the Board, or its chairman, were prepared to resign on an 
issue and explain its significance in case an irreconcilable difference with the 
Administration developed about a major policy, the Federal Reserve, before 
resorting to this extreme measure, could go a long way toward having its will 
prevail, or rather its judgment accepted, in the councils of the government. 
An Administration would hesitate a long time before being willing to go to 
the public on an issue between the market price of bonds and the consumers’ 
price of food and clothing. 


COMMUNICATIONS 


Production Functions for Manufacturing Industry in the United Kingdom 


It is surprising, in view of the vast amount of work by Paul H. Douglas,’ 
his collaborators, and followers, in fitting production functions—relationships 
between output and the various inputs employed—to manufacturing industry 
in U.S.A., Australia, Canada, etc., that no similar attempt has apparently 
been made for Britain. In this paper production functions are determined, 
by means of cross-sectional inter-industry studies, for the United Kingdom 
in 1924 and 1930, the only two years for which the necessary data are avail- 
able. 

The most reasonable type of function to + „pears to be one which is 
linear in the logarithms of the var- ginal products of the inputs 
would then be proportional to a... _.vducts and input elasticities of output 
constants. The question arises whether, in determining a production function, 
the exponents of both labour and capital should be left free or the constraint 
of constant returns to scale imposed. If the points to which the production 
surface is to be fitted correspond to plants or establishments and no effects of 
unsatisfactory measurement of the variables confuse the issue, then, without 
doubt, no a priori assumption should be made about returns to scale; if re- 
turns are truly constant, the data and analysis should confirm this. In the 
event, on the other hand, of the points corresponding to arbitrary groups of 
factories, then to leave both exponents free would be dangerous since the 
sum of the exponents of the inputs would not correspond to returns to scale 
of production in any meaningful sense. In the case of the data analysed here, 
the groups of factories are not quite arbitrary in that they correspond to 
what the U.K. Board of Trade, for Census of Production purposes, regards 
as industries so that there are possibilities of external economies. On the other 
hand, the measure of output used, although the only one possible, is most in- 
adequate and the returns to scale suggested by an unconstrained analysis may 
be merely the reflection of the variation in wage levels and profit margins 
which obtain‘ in the imperfectly competitive system which is the economy 
of the United Kingdom. In these circumstances the safest assumption seems to 
be that returns to scale of industry are constant and this is adopted, in the 
first place. Later, however, the effect of varying assumptions will be tested. 

The variables are 

Product, P = Net Output (in the U.K. Board of Trade sense) 

Labour, L = Average number of persons employed 

Capital, C = Total Horse-Power in use 


* Paul H. Douglas, “Are there Laws of Production?” Am. Econ. Rev., Vol, XXXVIII, 
No. 1 (Mar., 1948), pp. 1-41. 
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and the data are taken, for each manufacturing industry, from the reports of 
the Censuses of Production taken in respect of the years 1924 and 1930. 
Unfortunately, the Horse-Power in use was not published in 1935, and al- 
though a good deal of information about capital equipment was collected in 
the 1946 Partial Census of Production, none of it has yet been made available. 


It is found that, in 1924 

P x 79-845 (70.155 (1) 
so that, 

Marginal product of Labour = P/L = 0.845 P/L 

Labour elasticity of Output = P/L L/P= 0.845. 

Marginal product of Capital = 6P/éC = 0.155 P/C 

Capital elasticity of Output = 6P/éC C/P = 0,155 
or, in other words, an increase of Labour by one per cent, Capital remaining 
unchanged, was associated with a rise in Product of 0.845 per cent, while if 
Capital went up by one per cent, Labour being constant, Product increased by 
0.155 per cent. 


In 1930 

P oc 2-877 (00.123 (2) 
and, 

Marginal product of Labour now = 0.877 P/L 

Labour elasticity of Output = 0.877 

Marginal product of Capital = 0.123 P/C 

Capital elasticity of Output = 0.123 
so that in 1930 if the input of Labour increased by one per cent, Capital 
being unchanged, Output went up by 0.877 per cent whereas a rise in Capital 
of one per cent, for constant Labour, was associated with an Output increase 
of 0.123 per cent. 

It is noted that the 1924 and 1930 values are consistent in that with in- 
creasing mechanisation, the horse-power in use per worker increased by seven- 
teen per cent between the two periods, the capital elasticity of output declines. 

Confidence in the form of production function determined is strengthened 
to some extent by examination of the deviations of observed output figures 
in the different industries from the production surface. In general, it is found, 
the industries lying above the surface both in 1924 and 1930 were either 
expanding or, not being subject to competition from abroad, characterised by 
monopolistic tendencies—the food and chemicals groups are the outstanding 
examples—while those below—the textiles, iron and steel, engineering, and 
timber groups—are industries which were at these times, contracting rapidly 
or in which excessive competition, both at home and from abroad, was the | 
rule. 

The above results have been obtained on the basis of constant returns to 
scale of industry. Now suppose this condition is varied; figures corresponding 
to different assumptions are given in table on next page. 

We see, then, that varying of the initial assumption from diminishing’ re- 
turns, through constant returns, to increasing returns, has the effect of 
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1924 | 1930 





Elasticity of Output with Respect to 


Labour Capital Labour Capital 
No constraint 0.717 0.175 0.753 0.133 
10 per cent diminishing re- 
turns 0.726 ' 0.174 0.768 0.132 
Constant returns to scale of 
industry | 0.845 0.155 0.877 0.123 
10 per cent increasing returns 0.964 0.136 0.986 0.114 


increasing the Labour elasticity and reducing the elasticity with respect to 
Capital. The really surprising feature of the results obtained, in comparison 
with those quoted by Douglas, the low value of Capital elasticity of Output, 
seems to remain even- when other, not less realistic, constraints are imposed. 
In other words, it is very doubtful whether this unexpected contrast can be a 
statistical accident. The difficulty about making a rather arbitrary assumption 
about returns to scale could be avoided by applying this type of analysis to 
individual plants or factories if the relevant information were available. 
Using plant averages, which is practicable, seems a dangerous procedure when 
there is considerable variation within industries. 
K. S. Lomax* 


* The author is lecturer in economic statistics at the University of Manchester, England. 


Associations Among Economic Fields 


The latest Directory of the American Economic Association, for the first 
time since 1942, reports biographical information about members who re- 
turned a questionnaire. One of the principal sections of the questionnaire was 
headed ‘Fields of Specialization or Major (Research) Interest.” A new classi- 
fication of the subject-matter fields of economics, reproduced as part of Table 
IJ, was given in the questionnaire, with the following instructions: “Indicate, 
in the order of interest, your three general fields (by inserting ‘1, 2, and 3 
in the appropriate boxes below) and check subdivisions (a, b, etc.) repre- 
senting your specialized fields, if any.” Returns from 3,569 of 5,732 mem- 
bers (as of June 15, 1948) are reported. The indicated fields of interest are 
recorded, with other biographical facts, in the “Alphabetical List of Members,” 
which is the basic section of the Directory. A supplementary section lists mem- 
bers under their first choices of general fields, with numbers and letters to 
show all their fields. 

Tables I and II, submitted herewith, supplement the information given in 
the Directory. Tables III and IV, also submitted herewith, suggest one analyti- 
cal use to which this type of data might be put. 


*American Economic Review, Vol. XXXIX, No. 1 (Jan, 1949), pp. iii, x, 209-24; 
316-17; cf. same Review, Vol. XX XVIII, No. 2 (May, 1948), pp. 570-72. 
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Table I shows the number of members who selected first, second, and third 
choices in each general field, disregarding subdivisions. The Directory group- 
ings, to conserve time and space, are by first choices only. However, the 
number of second and third choices is each greater than the number of first 
choices in eight of seventeen fields, and the distribution of all three choices 
gives a clearer picture of the composite interests of the reporting members. 


TABLE I.—NuUMBER OF CHOICES IN GENERAL FIELDS OF SPECIALIZATION BY REPORTING 
MEMBERS OF THE AMERICAN Economic ASSOCIATION, AS OF JUNE 15, 1948 


First Second Third 


Field of Specialization Choice: |! Choice | Choice Total 
1. Economic Theory; General Economics 460 462 452 1,374 
2. Economic History; National Economies 137 155 162 454 
3. Statistics and Econometrics 137 214 214 565 
4, Economic Systems; Planning and Reform; 
Co-operation 82 184. 223 489 
5. National Income and Social Accounting 42 78 99 219 
6. Business Fluctuations 126 238 249 613 
7. Money and Banking; Short-Term Credit; 
Consumer Finance 283 325 232 840 
8. Business Finance; Investments and Security 
Markets; Insurance 238 224 182 644 
9, Public Finance 208 150 164 522 
10. International Economics 322 223 200 145 
11. Business Administration 386 228 198 812 
12. Industrial Organization and Markets; Public 
Regulation of Business 193 252 196 641 
13. Public Utilities; Transportation; Communi- 
cations 159 104. 77 340 
14. Industry Studies 94 147 153 394 
15. Land Economics; Agricultural Economics; 
Economic Geography 161 125 105 391 
16. Labor 445 182 165 792 
17. Population; Social Welfare and Living 
Standards ) 96 148 147 391 
No choice ne : 130 351 481 
Total 3,569 3,569 3,569 10,707 


a Compiled from American Economic Review, Vol. XX XIX, No. 1 (Jan., 1949), pp. 211-24, 


Table II shows the number who selected each general field and subfield, disre- 
garding rank in preference. In 4,999 of 6,495 choices in divided fields, or 77 
per cent of the possible times, one or more subdivisions were checked. This 
fact indicated acceptance of the new numbers-letter system of classification, 
by the reporting members, as a method for showing their specific interests. 
The notation x (that is, 1x, 2x, 3x) is adopted in Table II to apply to those 
who chose a divided general field without checking any subdivision. 

Tables III and IV are based on the postulate that each economist chose 
fields that to him were related, at the time, for his purposes. The argument is 
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TABLE JJ.—NUMBER OF CHOICES IN GENERAL FIELDS AND SUBFIELDS OF SPECIALIZATION 
BY REPORTING MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION, 
AS OF JUNE 15, 1948* 


“In 


. Economic 


. Economic Theory; General Eco- 


nomics 

a. Theory 

b. History of Theory 

c. Mathematica] Economics 
x. Undistributed 
History; National 
Economies 

a. Economic History 

b. National Economies 

x. Undistributed 


. Statistics and Econometrics 


a. Statistical Methods 

b. Econometrics 

c. Economic Measurements 
x. Undistributed 


. Economic Systems; Planning and 


Reform; Co-operation 

a. Economic Systems and Policies 
b. Planning and Reform 

c. Co-operation 

x. Undistributed 


. National Income and Social Ac- 


counting 


. Business Fluctuations 
. Money and Banking; Short-Term 


Credit; Consumer Finance 


. Business Finance; Investments 


and Security Markets; Insurance 

a. Business Finance 

b. Investments and Security 
Markets 

c. Insurance 

x. Undistributed 


. Public Finance 
. International Economics 
11. 


Business Administration 

a. Business Organization, Admin- 
istration, Methods, and Man- 
agement 


- b. Marketing and Advertising 


c. Accounting 


x. Undistributed 


12. 


13. 


14. 


15. 


16. 
17. 


Industrial Organization and Mar- 

kets; Public Regulation of Busi- 

ness 

a. Industrial Organization and 
Market Controls; Policies Con- 
cerning Competition and Mon- 
opoly 

b. Public Regulation and Control 
of Business; Public Adminis- 
tration in War and Peace 

x. Undistributed 

Public Utilities; Transportation; 

Communications 

a. Public Utilities 

b. Transportation 

c. Communications 

x. Undistributed 

Industry Studies 

a. Manufacturing 

b. Construction 

c. Service Industries 

x. Undistributed 

Land Economics; Agricultural 

Economics; Economic Geography 

a. Land Economics; Conservation 
of Natural Resources 

b. Agricultural Economics; For- 
estry and Fisheries 

c. Mining and Minerals 

d. Economic Geography; 
gional Planning 

e. Urban Land; Housing 

x. Undistributed 

Labor 

Population; Social Welfare and 

Living Standards 

a. Population; Migration and Vi- 
tal Statistics 


Re- 


b. Relief, Public Welfare, Pen- 


sions, Social Security (includ- 
ing all public programs) 

c. Industrial Benefit Programs 

d. Consumption Economics 

x. Undistributed 


641 


160 





* Compiled from American Economic Review, Vol. XX XIX, No. 1 (Jan., 1949), pp. 211-24. 
Because of multiple choices, the sum of frequencies in subfields is greater than the total shown 
for general fields in most instances. 


that the aggregates of these choices reflect underlying facts about the science 
and art of economics, as understood and practiced by the reporting members 
of the American Economic Association. In particular, it is assumed that if all 
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the economists who chose any one field or subfield are grouped, the distribu- 
tion of their other choices will reflect a logical pattern of association between 
their common subject and other subject-matter fields. 

On this assumption, Table III suggests an objective ranking of all subfields ` 


TABLE HI.—DERIVATION oF INDEX OF ASSOCIATION BETWEEN SUBFIELD Ía, Economic 
THEORY, AND OTHER SUBFIELDS AND UNDIVIDED GENERAL FIELps* 


Number | Percentage 


arr ee Total in . . Index of 
Group and Description Group A in O ‘Asepeation® 
tb History of Theory 368 268 72.83 266 
1c Mathematical Economics 104 71 68.27 249 
3b Econometrics 56 28 50.00 183 
4a Economic Systems, Policies 255 97 38.04 139 
4b Planning and Reform 152 52 34.21 125 
3a Statistical Methods 307 99 32.25 118 
2a Economic History 259 83 32.05 117 
15b Agricultural Economics 181 3 30.39 111 
15a Land Economics; Conservation 96 29 30.21 110 
6 Business Fluctuations 613 168 27.41 100 
7 Money and Banking 840 227 27.02 99 
16 Labor 792 ~ 211 26.64 97 
9 Public Finance 522 137 26.25 , 96 
12a Industrial Organization 160 40 25.00 91 
10 International Economics 745 173 23.22 85 
5 National Income 219 49 22.37 82 
3c Economic Measurements 170 37 21.76 80 
17a Population 96 20 20.83 76 
2b National Economies 68 14 20.59 75 
15d Economic Geography 117 24 20.51 75 
17d Consumption Economics 128 26 20.31 74 
13b Transportation 191 38 19.90 73 
lic Accounting 210 39 18.57 68 
iib Marketing and Advertising 261 48 18.39 67 
i3a Public Utilities 142 25 17.61 64 
4c Co-operation 43 7 16.28 59 
12b Public Regulation 195 29 14.87 54 
8a Business Finance 318 47 14.78 54 
14b Construction 55 8 14.55 53 
8b Investments, Security Markets 326 46 14.11 52 
8c Insurance 66 9 13.64 50 
15e Urban Land; Housing 103 14 13.59 50 
ila Business Organization 393 52 13.23 48 
17b Social Security 184 22 11.96 44 
14a Manufacturing 229 22 9.61 35 
17c Industrial Benefit Programs 48 . 4 8.33 30 
13c Communications 24. 2 8.33 30 
15c Mining and Minerals - 43 2 4.65 17 
14c Service Industries 32 1 1.92 7 


a Compiled and computed from American Economic Review, Vol. XXXIX, No. 1 (Jan., 
1949). 

b For full titles here abbreviated, see Table II. 

¢ Previous column divided by 27.37 times 100. See text discussion. 


TABLE I[V.—FREOQUENCIES OF ASSOCIATED CHOICES AND INDEXES OF ASSOCIATION BETWEEN EACH PAIR OF GENERAL FIELDS?* 


Fields of Specialization? 


OO CO N CH On He GO NO Re 


. Economic Theory 

. Economic History 

. Statistics 

. Economic Systems 

. National Income 

. Business Fluctuations 

. Money and Banking 

. Business Finance 

. Public Finance 

. International Economics 
. Business Administration 
. Industrial Organization 
. Public Utilities 

. Industry Studies 

. Land Economics 

. Labor 

. Population 


No second choice 
No third choice 


2 Compiled and computed from American Economic Review, Vol. XX XIX, No. 1 (Jan., 1949), pp. 211-24. 


(Frequencies, roman type, in upper right; indexes, italics, in lower left) 


b For full titles here abbreviated, see Table IT. 
e Numbered captions refer to corresponding numbered fields in stubs. 


221 
23 
26 

127 

129 
4] 
59 
39 
37 

102 
43 
56 

117 

116 
TA 

107 

5 
32 


Fields of Specialization® 
8 9 10 11 12 


119 186 248 182 158 
26 36 115 46 44 
60 32 44 131 44 
16 49 {14 42 80 
12 44 40 19 19 

104 58 104 80 53 

248 173 221 97 45 


87 ... B81 46 59 
50 74 ... 59 89 
145 39 38 ... 172 


68 63 67 H8 ... 
124 77 47 99 164 
57 24 56 136 150 
48 49 92 65 55 
31 50 43 64 83 
20 49 43 O61 64 
60 42 26 91 4 
63 47 56 105 45 


50 


17 N.S. N.T. 
78 8 48 
30 9 39 
66 1 18 
56 2 19 
29o ds 3 
21 1 12 
19 5 37 
14 14 40 
28 8 24 
35 7 41 
54 27 84 
45 1 28 
9 10 29 
23 5 17 
61 6 28 
175 20 68 
nen ó 37 
42 .., 130 
96 1017 ... 


SNOILVOINDIAINOD 


COF 
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and undivided general fields along a hypothetical scale between “Economic 
Theory” and its opposite, however dominated. The basic ranking is in terms 
of the percentages of economists choosing each subject who also chose Sub- 
field la, Economic Theory. The final column of Table IH represents a trans- 
formation of these percentages to a percentage relative, base equal 100, in 
which the comparison is to the distribution of choices among all reporting 
economists. This measure will be called an index of association.? The value 
of such an index is that it permits an estimate, from data given in Tables 
I and II, of the degree of association for any pair of subfields or general fields 
(except the x-subfields within their own general fields) if the number of joint 
choices is known. A complete listing of the type illustrated by Table III 
is thus not necessary when interest centers on one or a few Comparisons. 

The reasoning is as follows: Among the total of 3,569 economists, 977, or 
27.37 per cent, checked Subfield 1a. Among the 368 economists who checked 
Subfield 1b, History of Theory, 268, or 72.83 per cent, checked Subfield la. 
The number of economists in 1b who also selected la is therefore 266 per 
cent of what it would have been if the distribution of choices among the 1b’s 
had been in the same proportion as for all reporting economists. In general, if 
C; is the frequency in Field i, C4; is the frequency of associated choices, N the 
number of economists, and A;; the index of association between Field 7 and 
Field j: 











C; C; 
Ag 100 S100: 
C; N ihj 
Similarly: 
C; C 
Ans 3 X 100 = X 100. 
C; N il; 
Obviously: 
Ai; = Aji. 


This formula gives a smaller range of indexes when applied to general fields 
than when applied to subfields, because the associations of specific subdivisions 
are usttally more narrowly channelized; for example, 221 of 1,374 economists 
in Field 1, Economic Theory, General Economics, also chose Field 3, Statistics 
and Econometrics, while 75 of 104 economists in Subfield lc, Mathematical 
Economics, also chose Field 3. 

Table IV shows the results of an application of the suggested index of asso- 
ciation to each pair of general fields, considered in a two-way distribution. 

Questions as to the reliability of the data and the validity of the logic on 
which Tables III and IV are based are left to the critical judgment of more 
sophisticated statisticians. 

HAROLD KELSO” 
* This index is considered more useful in the present study than Yule’s coefficient of 


association, which has limiting values of —1i to 1. Cf. G. Udny Yule and M. G. Kendall, 
An Introduction to the Theory of Statistics, 13th ed. (London, 1946), pp. 44, 499. 


* The author, who was chief of research of the economics branch of the Board of Engi- 
neers for Rivers and Harbors of the War Department, died March 23, 1950. Acknowledg- 
ment was made by him to Morris B. Ullman for useful suggestions on statistical procedure, 
and to Mary M. Kelso for assistance in processing the underlying data. 
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The Varga Controversy: Comment 


In his article on The Varga Controversy: Professor Evsey Domar makes 
the following statement: 


As an analytical tool, Varga still uses Marx’s celebrated division of total out- 
put into categories I (producer goods) and II (consumer goods). This 
instrument, in which variable capital (a stock) equals payrolls (a flow), and 
constant capital (a stock) is supposed to represent both depreciation and gross 
investment (both flows), is a logical monstrosity, to put it mildly. At best it 
can be applied to only the simplest problems, which can be solved just as well 
without it. Still, if Varga, like other Marxists, insists on using this stone ax, 
it is his business... (p. 140). i 


Domar is simply wrong about the stocks and flows. No stocks enter into 
the Marxian reproduction schemes; all the items are flows. Of course, it is 
sometimes assumed that stocks on hand at the beginning of a production 
period are exactly used up and replenished during the period, so that there 
is a numerical equivalence between stocks and flows. But such an assumption 
is in no way necessary and has nothing to do with the logic of the schemes. 
It is true that each item in the schemes has a multiple meaning: variable 
capital is at once capitalists’ payrolls, workers’ incomes and a part of the 
output of Department II (producing consumer goods); constant capital is 
capitalists’ outlay on materials and equipment, part of capitalists’ gross re- 
ceipts, and the total output of Department I (producing means of produc- 
tion). But in each case, we are dealing with flows; no logical monstrosities 
are involved. 

Quite apart from Domar’s misunderstanding of the Marxian reproduction 
schemes, the above-quoted statement struck me as surprising, to say the 
least. I thought that non-Marxian economists were pretty well agreed that, 
regardless of their opinion of the Marxian system as a whole, the reproduc- 
tion schemes at any rate are extremely useful theoretical instruments. ‘Thus 
the late Professor Schumpeter wrote of Marx’s contributions that “improved 
our theory of the structure of physical capital” and added, “The schemata 
which he devised in that field, though not irreproachable, have again proved 
serviceable in recent work that looks quite Marxian in places.”? And Pro- 
fessor Leontief is even more explicit: 


The significance of Marxian economics for the modern business cycle theory 
lies, however, not in such indecisive direct attempts toward the final solution 
of the problem but rather in the preparatory work contained mainly in the 
second and partly in the third volume of Capital. I have in mind the famous 
Marxian schemes of capital reproduction.® 


*Evsey D. Domar, “The Varga Controversy,” Am. Econ. Rev., Vol. XL, No. 1 
(Mar., 1950), pp. 132-51. 


* Joseph A. Schumpeter, Capitalism, Socialism, and Democracy, 1st ed. (New York- 
London, 1942), p. 43. 


* Wassily W. Leontief, “The Significance of Marxian Economics for Present-day Economic 
Theory,” Am. Econ. Rev., Suppl., Vol. XXVII, No. 1 (March, 1938), p. 3. 


406 THE AMERICAN ECONOMIC REVIEW 


And further: 


Marx successfully combated the Béhm-Bawerkian point of view in attacking 
the contemporary théorie des débouches of Jean Baptiste Say. He also de- 
veloped the fundamental scheme describing the interrelation between consumer 
and capital goods industries. Far from being the ultimo ratio of this line of 
analysis, the Marxian scheme still constitutes one of the few propositions con- 
cerning which there seems to exist a tolerable agreement among the majority 
of business cycle theorists.* 


Of course, Domar is entitled to his opinion, but economists should be 
aware that in comparing the Marxian reproduction schemes to a stone ax he is 
expressing a view which seems to be both original and private. 

Paur M. SwEEzy 

Wilton, N.H. 


‘ Ibid., p. 5. 
Rejoinder 


It is true that Marx’s reproduction scheme as such consists of flows, pro- 
vided one bears in mind, in spite of Marx’s very sloppy usage, that “constant 
capital” means capital consumption, 7.e., depreciation plus used-up materials, 
and “variable capital” indicates the total wage bill. The output (in the Marx- 
ian sense) of the producer and consumer goods industries is divided into 
capital consumption, wages and surplus value, and equality between the 
demand for and supply of consumer and producer goods, respectively, is either 
taken for granted or made the condition of static equilibrium. All this may 
have been a great achievement ninety years ago, but hardly so today. 

As soon as this apparatus is applied to the theory of value and profit, so 
basic in Marxian doctrine, difficulties appear. Surplus value remains a flow, 
but constant and variable capital are transformed into stocks. This implies 
not only that the production period is equal to the period of the turnover 
of these stocks, but that the rates of turnover of constant and of variable 
capital are identical as well, i¢., that fixed capital does not exist. As Tsuru 
puts it in Dr. Sweezy’s own book, Marx’s reproduction scheme implies “.. . for 
one thing, that no fixed capital exists; and, for another, that what is not 
consumed is immediately invested; and thirdly, that capitalists in the first 
branch [producer goods] do not invest in the second branch | consumer goods] 
and vice versa.”* Marx’s attempt to solve the turnover problem (see, for in- 
stance, Capital, Vol. III, Chap. 4) was hardly satisfactory, but Sweezy did 
not even try (pp. 67-68). The assumed absence of fixed capital in a capitalist 
society is rather queer; it may or may not be analytically harmless. But how 
does Sweezy know without a proof? 

To oppose Sweezy’s character witnesses, we could bring in Lange, Lerner 
and others, but what would we achieve? The best, simplest and only proof 


*Shigeto Tsuru, “Appendix A on Reproduction Schemes,” in Paul M. Sweezy, The 
Theory of Capitalist Development (New York, 1942), p. 371. I think that Tsuru’s qualifica- 
tions go too far. 
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that an instrument is useful lies in using it. In vain would one search for 
Marx’s reproduction scheme in Schumpeter’s Business Cycles. Preobrazhenski, 
a leading Soviet economist (purged in 1936-37), valiantly tried to use it and 
got trapped in hopelessly involved numerical examples.? Sweezy himself made 
a feeble attempt to utilize the scheme of extended reproduction (pp. 162-64), 
with the amazing result that an increment of variable capital was paid out 
in wages, but an increment of constant capital was not, as if constant capital 
came from nowhere. And in his own attempt to construct a theory of crises 
(pp. 179-89), Marx’s reproduction scheme was conspicuously absent. 

Yet there is a good deal to learn from Marx’s works, and our failure to 
study them is our loss. Schumpeter’s thinking was greatly enriched by Marx. 
But to study means to analyze, to accept and to reject, without the religious 
fervor that Marx’s followers still possess. 

Evsey D. DOMAR 


The Johns Hopkins University 


? Evgeni Preobrazhenski, Zakat Kapitalizma (Moscow-Leningrad, 1931). His other works 
were recently reviewed in an interesting article by Alexander Erlich, “Preobrazhens? `d 
the Economics of Soviet Industrialization,” Quart. Jour. Econ., Vol. 64 (Feb., 1950), 
57-88. 


Papandreou’s Coefficients of Penetration and Insulation 


There is a strong feeling of dissatisfaction among most economists with the 
modern market classifications, and a correspondingly intense effort is being 
made in various quarters to forge tools which can fashion an analytical 
process adaptable to actual market structures and market linkages. One of the 
most recent attempts has come from Professor Papandreou.* Three aims con- 
stitute the purpose of this comment: (1) to offer some minor revisions of 
Papandreou’s presentation, (2) to supplement Papandreouw’s paper by filling 
in the omissions with respect to the relations between the individual firm and 
the industry, or between two individual firms, as the case may be, and (3) to 
argue that the method typical of many theorists and exemplified by Papan- 
dreou is of limited use, the limit having been passed in (for example) Papan- 
dreou’s paper. 

Professor Papandreou’s objective “. . . consists in developing a comprehen- 
sive set of concepts dealing with monopoly power in terms of competitive re- 
lationships, and further, in associating types of market structure with types 
of monopoly power . . . the concepts developed in this paper in no way displace 
concepts already in use...” (p. 885). Dr. Papandreou elects to discuss five 
symmetrical limiting cases. These five are not named “pure competition,” 
“monopolistic competition,” “homogeneous oligopoly,” “heterogeneous oligop- 
oly,” and “pure monopoly” (the old classification based on numbers and 
product differentiation), but follow the Triffin arrangement of “atomistic ho- 
meopoly,” “atomistic heteropoly,” “circular homeopoly,” “circular heterop- 
oly,” and “pure monopoly,” with the usual criticism of the uncertain distinc- 


*A. G. Papandreou, “Market Structure and Monopoly Power,” Am. Econ. Rev., Vol. 
XXXIX, No. 5 (Sept., 1949), pp. 883-97. 
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tion between homogeneity-heterogeneity and atomicity-circularity found in 
Triffin.? 

Dr. Papandreou wishes to restrict the coefficient of cross-elasticity of de- 
mand to potential changes in the volume of a firm’s sales, and coin a new | 
coefficient to associate realizable relative changes in the volume of a firm’s 
sales with relative changes in the prices of the products of other firms. The 
cross-elasticity coefficient depicts the readiness of demand units to shift from 
one seller to another; the new coefficient (the coefficient of penetration) takes 
into account the capacity of the firm to match these demand units with sup- 
ply units. 

Symbolically, the cross-elasticity of demand for the product of firm z in 
terms of the price of the product of firm 7 is: 


Pj 





N aipy 





fil Dis Pi, Py») | 
i oP; 


where qi = fi (Pis Pi, Py») is the demand function for the product of firm 
i, pı and q; stand for the price and volume demanded of the product of firm 
i, p; for the price of the product of firm, 7, and Py" for the price of all the 
other firms in the industry. 

The coefficient of penetration of firm j into the market of firm ż is a Iune: 
tion of the cross-elasticity of demand and symbolically is written: 

Rain; ag K; iNap; 
the conclusions being skillfully and soundly developed that K is an increasing 
function of the elasticity of the output-outlay function and a decreasing func- 
tion of the price elasticity of demand. 

Finally, the coefficient of insulation is derived to measure the degree of non- 
responsiveness of the actual volume of sales of firm j to price cuts initiated by 
its competitors. It is formulated by summing the penetration coefficients of NV’ 
firms in order to obtain the over-all coefficient of penetration and then taking 
the reciprocal, for obviously, the ability of any firm to resist penetration is the 
reciprocal of its competitors’ ability to penetrate. The coefficient of insulation 
of firm j when NV’ firms reduce their prices is 


N? 
Lpy = 1 / 2 Papi 


geal 
with ọ substituted for R since we are now considering the resistance to pene- 
tration when all firms reduce their prices. 

1. In the first place, two minor revisions may be suggested. In the case of 
atomistic heteropoly Dr. Papandreou writes the coefficient of penetration as 
zero. The category “atomistic heteropoly” implies, of course, that the firms of 
the industry do not take account of the effects of their actions on each others’ 
policies and that the firms are selling a differentiated product. It would thus 


"R. Trifin, Monopolistic Competition and General Equilibrium Theory (Cambridge, 
1940). The criticisms are supplied by S. Weintraub, “The Classification of Market Posi- 
tions: Comment,” Quart. Jour. Econ., Vol. LVI, No. 4 (Aug., 1942), pp. 666-73, and 
E. F. Beach, “Triffin’s Classification of Market Positions,’ Canadian Jour. Econ. and 
Pol. Sci., Vol. IX, No. 1 (Feb., 1943), pp. 69-74. 
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be true that any firm could handle only a negligible additional volume of pro- 
duction and sales (negligible considering the industry market), and in this 
sense the coefficient of penetration is zero. However, the coefficient of pene- 
tration is presented as the coefficient of the ability of firm j to penetrate the 
market of firm i (and vice versa since asymmetry is shunned), so it would 
seem more realistic to treat the coefficient of penetration in these circum- 
stances as finite (and small). 

With respect to pure monopoly, this category “. .. may be defined as the 
market structure of an industry in which competition is totally absent. Firm 
j is a pure monopolist if the cross-elasticity of demand for its product . . 
becomes zero” (p. 892, italics supplied). If competition is “totally absent,” 
then there will be no opportunity to match supply units with shifting demand 
units. While we may write the coefficient of penetration equal to zero (as Pa- 
pandreou does), it seems better to treat it as nonexistent. When we conceive a 
one firm industry, the coefficient of insulation becomes the reciprocal of the 
coefficient of penetration, and if the latter is zero, the former is, of course, 
infinite. That is, the ability of the pure monopolist to resist penetration into 
his market is infinitely great. This we must grant, but it is infinitely great be- 
cause there is no one to possess the ability to penetrate. It is more congruous 
to the concept “social science” to view the coefficient of insulation as nonexist- 
ent rather than infinity. 

2. Some supplementary material may round out the apain: The cross- 
elasticity of demand can be stated in terms of the price-quantity relationships 
between two firms, or between a firm and the balance of the industry. Papan- 
dreou chooses: the former for the five limiting cases, and this is given in 
column 2 of Table I. The cross-elasticity of demand with reference to a firm 
and the balance of the industry is given in column 3. There is another measure 
not mentioned in the paper (this is not stated in criticism), namely, the elas- 
ticity of substitution which compares a relative change in the ratio of products 
held to a relative change in the marginal rate of substitution, being infinite 
when the products in question are perfect substitutes, finite if substitution is 
imperfect, and zero if no substitution is feasible. This is shown in column 4. 
Finally, in columns 5 and 6 we have the new coefficients of penetration and 
insulation; the only significant change that appears from the original is that 
the coefficient of penetration for atomistic heteropoly is presented as finite 
rather than zero. 

In Table I an attempt has been made to increase the significance of the 
term “finite” by indicating the ordinal relationships. The exception is Ess 
where no flat statement is possible, although we may hazard the guess that the 
coefficient is more likely to be larger in the case of atomistic heteropoly as 
compared to circular heteropoly.® 

° Columns 2 and 5 show the relationship between two firms; columns 3 and 6 show the 
relationship between a firm and all the other firms of the industry. It would be possible 
to add two more columns: one to show the penetration relationship between a firm and 
all other firms of the industry, the other to show the insulation relationship when one 
firm lowers its price. No matter how difficult it might be to discover the general expres- 


sion for these two additional columns, we could still give the answer of zero or finite or 
infinite, which is all that is necessary for Table I. 


410 THE AMERICAN ECONOMIC REVIEW 


3. The third and final purpose of this note is to doubt the contribution of 
the coefficients of penetration and insulation. The declaration that we cannot 
“. , . dispense entirely with cardinal measures ... [although] Exact cardinal 
measures would not add substantially to our knowledge in this case .. .” 
(pp. 894-95), is true only to a certain point, and we may legitimately ponder 
on the whereabouts of that point. The answer “zero or finite or infinite” is not 
very helpful beyond a couple of repetitions. When actual problems are 





TABLE I 
(1) (2) (3) (4) (5) (6) 

Type of Market N zip) polly Eii Reivi Laion’ 
Atomistic 

Homeopoly a 0 a 0 0 
Atomistic finite finite finite finite > finite 

Heteropoly (medium) (small) (small) (small) 
Circular a finite a finite finite 

Homeopoly (large) (large) (small or zero) 
Circular | finite finite finite finite finite 

Heteropoly (large) (medium) (medium) (large) 
Pure Monopoly 0 0 0° 0 ox 


tackled, challenges spring from the finite, and what is required in the present 
stage of development is not new “zero-finite-infinite” principles, but principles 
for categorizing the finite. 

If instead of listing the five limiting cases the approach to the limits is pre- 
sented, the issue is begged in much the same manner as “‘small-medium-large”’ 
applied to “finite” begs the issue.* It is true that some aspects of monopoly 
power have not been treated sufficiently by economic theorists, but some as- 
pects give the impression of being over-treated. Multiplying columns which 
keep repeating “zero-finite-infinite” seems to be an effort of doubtful worth. 

Ceci, M. Bircn* 


t In reference to the first aim and criticism of this communication, the coefficient of 
penetration does approach zero in the case of atomistic heteropoly; also, as a firm gains 
more and more the position of pure monopolist, the coefficient of insulation becomes 


larger and larger. 
* The author is instructor in economics at the University of Detroit. 


Planned Economy in Norway: A Reply 


In a criticism of Dr. L. R. Klein’s article “Planned Economy in Norway,” 
Mr. R. E. Holben concludes that the magnitude of Norway’s balance-of-pay- 
ments problem is largely the by-product of economic planning.’ In contesting 
Klein’s appraisal of Norwegian planning, in which it is stated that “one of the 


t American Economic Review, Vol. XXXVIII, No. 5 (Dec., 1948), pp. 795-814. 
* Ralph E. Holben, “Planned Economy in Norway: Comment,” Am. Econ. Rev., Vol. 
XXXIX, No. 6 (Dec., 1949), pp. 1283-87. 
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most evident and striking features of the Norwegian economy is its stability 
since 1945 .. . ,”* Holben attempts to show that a planned economy may 
“substitute one form of instability (that of the balance of payments) for an- 
other form of instability (that of domestic prices)” (p. 1284).4 

Certainly no one will deny that a balance-of-payments problem exists and 
that it can be quite a serious matter, as was amply demonstrated by the recent 
British trade crisis, but is this a new phenomenon which countries with 
planned economies have brought upon themselves? The United States antici- 
pated a socially unsafe standard of living in the war-ravaged European nations 
unless those nations were enabled to import the necessary capital and con- 
sumer goods for which their insufficient exports could not pay. It was pre- 
cisely because of the realization of the balance-of-payments difficulties that the 
United States instituted the program of foreign aid. 

We should ask, then, whether economic planning in Norway appears to have 
increased the trade deficit as Holben asserts. He does not provide us with any 
evidence in support of his contention.® He lists three factors which were re- 
sponsible for the size of Norway’s deficit: the high volume of imports, a deterio- 
ration of the terms of trade with regard to freight income, and, particularly, 
the inflationary gap. With respect to the first, there can be no quarrel with his 
statement that “the high volume of imports necessary to a realization of the 
ambitious investment program...” (p. 1284) is a “decisive factor,” but one 
fails to see any connection between this and a “planned economy.” This is not 
the place to discuss whether the investment program is too “ambitious” or 
not,® but it should be pointed out that Norway’s most pressing postwar prob- 


* Because this statement on page 810 of the December, 1948 Review, is, perhaps, insuf- 
ficiently qualified, Dr. Klein left himself vulnerable to criticism, but not to the kind that 
Mr. Holben advances. 


‘In this connection it may be pointed out that in a country where the foreign trade 
plays such a major rôle as in Norway—postwar imports have been half as large as the 
net national product (see the sources given below)—economic planning cannot possibly 
be as complete as in an economy where the exogenous variables are of minor importance. 
Perhaps just such a gap in control may contribute to a possible “instability” in the 
balance of payments. 


“SIn support of this view” Holben quotes rather lengthily (pp. 1284-85) from a 
Statistical publication, Statistisk-Okonomisk oversikt over ret 1947 (Oslo, 1948). This 
quotation is misleading for the following reasons: 

1. Holben gives the impression that the conclusions in the publication, which is issued 
by the official, but politically independent, Central Bureau of Statistics, express the point 
of view of the government. The writer of the conclusions from which Holben quotes has 
been an outspoken government critic. 

2. Many of the quoted sentences and part sentences are taken out of context without 
always being indicated as such. For instance, the reference to unemployment is not given 
within its proper frame: the publication mentions the possibility of a further reduction 
of imports and notes that, in order to obtain significant results, one must either give up 
part of the investment program or cut imports of raw materials that enter into the 
domestic production of consumers’ goods. It was only in respect to the hypothetical 
adoption of the latter solution that the reference to unemployment was made. 

*“Compare the following statement: “It is possible to increase . . . exports through 
exceptionally large capital investments, In contrast to many other countries it is impossible 
for Norway to increase its foreign exchange income by shifting of manpower to export 
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lem was reconstruction. It had to cope with the fact that not only did it, as 
did most other European countries, face a loss of five years’ potential growth 
in its productive plant because of the war, but it also emerged from the war 
with a net destruction of almost one-fifth of its capital equipment!* This de- 
struction was concentrated in Norway’s export capacity, affecting five out of 
six major export industries, with shipping bearing a loss of over half its fleet 
and equipment, whaling suffering a reduction of about 68 per cent, fishing 43 
per cent, mining 40 per cent and the paper and pulp industry 35 per cent.® It 
is a matter of public record that the Norwegian government made it one of its 
prime tasks to build up its export industries,® with particular emphasis upon 
the replenishment and extension of the merchant marine.!? Since the invest- 
ment program centers in the export industries, such investments are basic to 
the eventual establishment of an equilibrium in the balance of payments, even 
though a considerable import surplus may arise in the short run.” 

In another statement contesting the validity of direct controls, Holben says, 
“The low volume of postwar exports raises serious doubts, especially in view 
of the fact that international demand conditions have in general been very 
favorable [for Norway] .. . since the end of the war” (p. 1286). Upon 
consideration, this proves to be an inaccurate pronouncement. Holben himself 
on another occasion makes the already mentioned point that “a deterioration 
of the terms of trade with regard to freight income. . .” (p. 1284) was an 
important factor in the explanation of the low foreign exchange receipts. For- 
eign gross freight incomes constitute, on the average, over one-third of Nor- 
way’s foreign exchange revenue. It is obvious, therefore, that its magnitude 


industries, as the necessary plant does not exist ... ,” Organization for European Eco- 
nomic Co-operation, Report to E.C.A. on the 1949-1950 Programme, Vol. II (Paris, 1949), 
p. 185. 


7 Nasjonalinntekten i Norge 1935-1943, Statistisk Sentralbyrå (Olso 1946), pp. 129-42. 
ë? Ibid., pp. 135-36. 


? See, for example, the various pronouncements of government economic policy in the 
Norwegian national budgets for 1947, 1948 and 1949, as, for instance: “In the distribu- 
tion of imports... priority shall be given to the export industries ... ,” “In the alloca- 
tion of building materials, machines and other productive equipment, preference shall be 
given to the export industries ... ,” Nasjonalbudsjettet 1948, Handelsdepartementet (Oslo, 
1948), pp. 23 and 24. Also: “Priority for production, imports, manpower and investments 
shall be given to activities that will increase exports or effectively reduce the import re- 
quirements,” Nasjonalbudsjettet 1949, ibid., p. 25. (All quotations translated by the writer.) 

For reports on the execution of the above policies see the surveys in the Nasjonal- 
budsjettet 1948, esp. pp. 6-12 and in the Nasjonalbudsjettet 1949, especially pp. 4-15. 


In view of the express government policy and action, the implications contained in 
Holben’s footnote on p. 1286 stating that “according to Professor Wilhelm Keilhau of 
Oslo, Norway, the greatest success in postwar reconstruction has been attained with the 
mercantile marine, the only sector where private initiative was given a free hand” (my 
italics), grossly distort the facts, to say the least. Did not the merchant marine show the 
“greatest success” just because it had top priority in all of the government’s plans? 


“In 1948, imports of capital goods amounted to 1,178 million kroner as compared to 
total merchandise imports of 3,721 and a total deficit on current account of 890 million 
kroner. (Compiled from Statistiske Meddelelser No, 10, Statistisk Sentralbyra [Oslo, 
1949], p. 442, and Nasjonalbudsjettet 1949, op. cit., p. 10.) 
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plays a decisive rôle in Norwegian foreign trade. But world freight rates have 
fallen from their postwar high while import prices for Norway have been con- 
sistently rising (in the first half of 1948 the index of net shipping receipts 
stood at 213, 1938 = 100, while the import price index was 311).1? These 
surely do not seem like “favorable demand conditions.” 

Finally, it must be said that Holben’s remarks regarding Norway’s inflation- 
ary gap seem to be without serious foundation. There is no evidence, on the 
one hand, that inflationary pressures were increased or sustained by direct con- 
trols to any significant degree. Direct controls in Norway have had two main 
purposes: first, to maintain price stability and to secure an income distribu- 
tion considered desirable on social grounds; secondly, to prevent the inflation- 
ary pressures from diverting resources from essential (such as export and capi- 
tal goods) to less essential production. The policy of income equalization did 
increase somewhat the inflationary gap, but it was in the early postwar period 
that this policy reached its peak, when it was surely a minor factor compared 
to the pent up demand caused by the German occupation.** Since 1946 the 
nation’s total wage and salary bill has risen by less than the national in- 
come.?> 


On the other hand, it also is not explained how “the [inflationary] gap has 
undoubtedly helped to check the expansion of export volume... ,” nor is it 
at all apparent “that direct controls and repressed inflation have diverted 


“© 0.H.E.C., Interim Report on the European Recovery Programme (Paris, 1948), p. 653. 
Estimates indicate that if the net income per ton from shipping in relation to the import 
prices were the same now as in 1939, the deficit in the balance of payments would almost 
be cut in half (based upon data in Nasjonalbudsjettet 1950, especially p. 21). Also, it should 
be pointed out that a further deterioration of Norway’s shipping income may be expected 
in the long run as a result of the so-called fifty per cent clause in the E.C.A. legislation, 
which prescribes that 50 per cent of E.R.P. goods shall be transported in American bottoms. 


“In this connection it may well be emphasized that a country like Norway, with a 
traditional import surplus, will usually find itself at a disadvantage when world prices 
increase—even if export prices keep up with import prices. 


“ Beside the physical destruction of the nation’s wealth, private consumption and invest- 
ment by 1944 was less than half of the 1939 level. See Nasjonalregnskapet og nasjonal- 
budsjettet, Saerskilt vedlegg nr.11 til statsbudsjettet [1945-46], p. 24). Between December, 
1939 and the end of the occupation May, 1945, the index of industrial production fell 
from 115.4 (1938 == 100) to 65.9, while during the same period currency in circulation 
rose from 575 million to 3.021 billion kroner (Statistik-Okonomisk oversikt over året 
1948 [Oslo, 1949], pp. 262-63 and pp. 290-91.) 


* Nasjonalbudsjettet 1949, op. cit., p. 133. In this connection one must note that Holben’s 
figure of a 20 per cent increase in average hourly real wages in industry between 1940 and 
1947 (p. 1283) is highly deceptive. It would be more logical to take 1939, the last pre- 
war year, for a base instead of 1940, which would result in only a 7 per cent increase. 
An index of hourly real wages (1938 = 100) for 1939, 1940 and 1947 was 101, 90, and 
108 respectively (computed from Statistiske Meddelelser No. 10, of. cit., for wages see 
p. 460, for the cost of living see p. 465). Holben’s 20 per cent is the percentage increase 
from 90 to 108. The low for 1940 was the result of the wage and price policies imposed 
by the German occupation after April, 1940 and is therefore not suitable as a base. 

If the rise in direct taxation were also taken into account, the increase in average 
hourly real wages in industry between 1939 and 1947 would be even less than 7 per cent 
—probably under 4 per cent. This is a far cry from Holben’s misplaced 20 per cent rise 
in real hourly wages! 
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output from exports to the home market” (p. 1284) .2° Even if, for the sake of 
argument, one is to admit such a diversion, it surely does not necessarily fol- 
low that the inflationary gap “has thereby been fundamental to the magnitude 
of disequilibrium in the balance of payments” (p. 1284). There are two sides 
to the balance of payments: it is most likely that the high output for the 
home market relative to exports eliminated the necessity of additional imports. 
It must be realized that under full employment conditions, such as have ex- 
isted in postwar Norway, productive resources cannot be shifted readily to ex- 
port industries without causing an impairment in the output available for the 
home market.*? In other words, provided that the material standard of life is 
to be maintained, increased exports will very probably necessitate increased 
imports with the net result that the trade deficit may not change significantly. 
This does not imply, of course, that imports and output for domestic require- 
ments are perfectly substitutable for one another, but it does imply that 
no evidence was given to show that in the postwar years Norway produced 
goods for the home market, which, otherwise, would not have had to be 
imported. 

Let me make these points in conclusion: 

1. Norway has had a trade deficit, the main reason for which were briefly 
mentioned above, but no evidence was presented by Mr. Holben that the 
magnitude of the deficit was contingent upon the existence of direct controls. 

2. It appears that the contrary is the case. The absence of import controls 
undoubtedly would have led to an increase in the import surplus and to a 
faster exhaustion of the foreign exchange reserves. More than that: the mis- 
allocation of resources resulting from the import of nonessential consumer 
goods would have detracted from the export and other essential industries.1® 

3. There is little doubt that an almost immediate balance in Norway’s for- 


*It is possible that the diversion-preventing controls would have been more efficient, 
had the income equalization policy been pursued to a smaller extent, but it is unlikely 
that this factor had any significant influence in the balance-of-payments situation. Even 
in the absence of such controls, diversion need not take place, because one must also 
consider that inflationary pressure outside of Norway (in the world market) would pull 
in the opposite direction and encourage expansion in the Norwegian export volume, espe- 
cially when, due to internal price control, there is a price differential between the export 
and domestic market. 


"For another obstacle making such a shift difficult, see note 6. 


3A case in point is the Swedish foreign trade crisis of 1947. Because Sweden had a 
considerable stock of foreign exchange reserves after the war, amounting to 2.973 billion 
kronor in the middle of 1946, the government did not think it necessary to institute any 
major import restrictions, But by the end of November, 1947 the total foreign exchange 
reserves had fallen to 704 million kronor. The reason for this drastic decline was excessive 
imports, which consisted, in large measure, of luxury consumer items. Obviously, these 
imports contributed very little to the expansion of the Swedish export potential. Because 
of this crisis the government saw itself compelled to introduce rather rigid import con- 
trols in 1947, which reversed Sweden’s unfavorable balance of trade and finally resulted 
in an export surplus by October 1948 for the first time since the war. (Sources: Bengt 
Senneby in Quarterly Review, Skandinaviska Banken, January, 1948, pp. 13-18, and 
Översikt Over det economiska läget, 1946-1949, Meddelanden fran Konjunkturinstitutet, 
serie B:9 [Stockholm 1949], pp. 117-18.) 
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eign trade could be affected, if the population’s material standard of living 
and its comparatively equal distribution were allowed to deteriorate. This would 
be the case if American aid were to cease abruptly. Norway and many other 
countries do not wish to take such a course voluntarily. Apparently, the im- 
pression is that internal social stability, based upon a more or less planned 
economy, is to be preferred to what Holben calls the “stability of the balance 
of payments,” if the latter cannot provide the necessary social safeguards." 

Let us face the facts squarely: Norway would have had a considerable 
deficit in its balance of payments—and it is a fair guess that it will continue 
to have one for some years to come—regardless of whether it had a “planned” 
or an “unplanned” economy. 

JOSEPH GRUNWALD* 


** The relative stability of Norway as compared to “unplanned” economies may be illus- 
trated by an interesting comparison between Norway and France of the number of work 
days lost due to labor conflicts. In France from 1933 to 1935 (figures for later prewar years 
do not seem to be available) labor conflicts caused an average yearly loss of about 1.5 
million work days, while the postwar period, because of a sharp deterioration of workers’ 
real wages, saw the yearly loss in production through labor strife rise to over 12 million 
work days—-an eightfold increase. 

On the other hand, in Norway the corresponding prewar figure averaged about 300,000 
production days Jost yearly, while in the postwar period it was less than 70,000—a decline 
of almost 80 per cent. (For prewar data see: Yearbook of Labour Statistics 1947-48 
[Geneva, 1949], p. 275. For postwar data see: for France, Revue francaise du Travail 1948, p. 
95 and 1949, p. 95 and p. 449; for Norway, Statistiske oversikter 1948, [Oslo, 1949], p. 364.) 

A similar picture may be obtained from a comparison with other “unplanned” economies. 
If this is any indication of the degree of socio-economic stability, the scales seem to be 
tipped heavily on the side of economic planning. 

If the degree of communist power be the test of social stability, as appears to be a more 
popular, though less concrete, conception, let it be pointed out that in Norway communism 
has been virtually eliminated as a force, as was well demonstrated by the recent elections of 
November, 1949, while in some other West European countries with a greater degree of 
laissez faire and, perhaps, also a smaller deficit in the balance of payments, communism 
still is a potent and dominant factor. 


* The author is assistant professor of economics at Adelphi College. 
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A Reply to Mr. Fels 


In a recent issue of this Review, Rendigs Fels expresses skepticism of my 
conclusions respecting the importance of variation in the quantity of money as 
an initiating factor in business upturns and downturns, and defends the em- 
phasis of Professor Hansen on lack of investment opportunities and that of 
Keynes on liquidity preference.’ In the course of his comments Mr. Fels mis- 
represents the data I have developed and distorts my views. This is pre- 
sumably due to inadequate care in preparing his comments rather than to 
intent. However, the misrepresentations and distortions are so serious that 
they make his comments worthless either for comparing my views with those 
of Hansen and Keynes or for getting at the realities of the economic world in 


*Rendigs Fels, “Warburton vs. Hansen and Keynes,” Am. Econ. Rev., Vol. XXXIX, 
No. 5 (Sept., 1949), pp. 923-29. 
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which we live. Inasmuch as the editor of the Review has requested that my 
rejoinder be very brief it is necessary to refer to the various items categorically 
without giving supporting evidence. 

1. Mr. Fels erroneously describes as “straight lines” the trends I have ap- 
plied to monetary velocity and the quantity of money. 

2. He erroneously describes the base period used in fitting data to the 
trends and ignores my reasons for choosing this base. 

3. He ignores the data underlying my application of the trends derived 
from the selected base to a period longer than the base, and thereby gives a 
false impression of the foundation on which that application rests. 

4, He misinterprets the character of the trend I applied to the quantity of 
money, and as a result draws a wholly unwarranted conclusion regarding its 
fit to the data. 

5. He claims to cite an exception to the sequence I have described with 
reference to the turning points; this claim is erroneous and is based on a false 
statement regarding the data. 

6. He accuses me of failure to give the statistics supporting one of my 
generalizations while at the same time using the statistics in his comments. 

7. He misinterprets the views I have expressed regarding the timing of 
peaks in the price level relative to the peaks of the cycle and uses a price index 
which is inappropriate for judging the accuracy of my conclusions. 

8. He distorts my stated opinion with reference to the significance of rela- 
tively small deviations from trend, ż.e., of the order of magnitude of 1% per 
cent variations. 

9. He claims that I imply that cyclical downturns can be avoided simply 
by pursuing an easy money policy—-an obvious misinterpretation in view of 
my protest against the identification of interest rate regulation with monetary 
policy and against substitution of the former for the latter. 

Mr. Fels’ lack of care in examining the data I have used and the views I 
have expressed is accompanied by a similar lack of care in his own examina- 
tion of the historical record. His comments on the situations in 1919-20, 1929, 
and 1937 show that he has overlooked ascertainable facts which are crucial to 
an understanding of the sequence of events at those downturns and during the 
ensuing downswings. 

CLARK WARBURTON* 


* The author is an economist at the Federal Deposit Insurance Corporation. The opinions 
expressed are personal views only. 


Rejoinder 


Objectivity is always important to scholars and nowhere is it more im- 
portant and mote difficult to achieve than in controversies of this nature. 
Therefore, I want to be as disinterested as possible in assessing Dr. Warbur- 
ton’s reply to my criticisms. It is not surprising he should feel I have mis- 
interpreted him. Rarely is an economist satisfied with another’s summary of 
his views. The significant question is the extent to which the alleged misinter- 
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pretations and distortions affect my main conclusions, particularly my conten- 
tion that the tests proposed and/or used by Dr. Warburton do not and cannot 
settle the issue between himself on the one hand and Hansen and Keynes on 
the other. 

Dr. Warburton very kindly furnished me with a 23-page elaboration of his 
rejoinder. I have tried to examine it as fairly and impartially as I could and 
have arrived at the following conclusions: 

1. Dr. Warburton is correct with respect to item 5 of his rejoinder. In Table 
I (p. 924), I erroneously put the peak in money relative to trend in the 
second quarter of 1926 instead of the fourth quarter of 1925. Had I caught 
the error before publication, I would have deleted the last paragraph on page 
925 and changed the last two sentences on page 923 to read, “In three cases 
(the downturns of 1926, 1929 and 1937), the sequence is borne out. In the 
other two cases... .” No changes would have been necessary in my principal 
conclusions. 

2. I shall let the reader judge the merits of Dr. Warburton’s other charges. 

3. Even if I were to admit all nine charges, the principal conclusions of my 
article would still stand. 

RENbDIGS FELS* 


* The author is assistant professor of economics at Vanderbilt University. 
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Human Action: A Treatise on Economics. By Lupwic von Mises. (New Ha- 
ven: Yale University Press. 1949. Pp. xv, 889. $10.00.) 


This is a revised version of the author’s Nationaloekonomie: Theorie des 
Handelns und Wirtschaftens (Geneva, Switzerland: Editions Union Genf, 
1940), from which it differs only in matters of detail and its larger size. As 
one of the first general treatises in economics to appear since the advent of 
“limited competition” theories, it deserves much more attention than its origi- 
nal edition elicited in this country. 

Mises begins with a basic distinction between ‘“‘praxeology” and “history.” 
Both study human action in general. But the former is a science, whose sub- 
ject matter is the concept “human action” and its implications, whose method 
(conception) is purely logical and a priori, whose categories are perfectly dis- 
tinguishable, and whose principles are eternally true, objective, and apodictic; 
whereas history is an art, whose data (human experience) are unique, complex, 
changing, and nonexperimental, whose method (understanding) is partly a 
posteriori and partly a priori (in so far as it uses praxeological principles), 
whose categories are graduated, overlapping, and blurred, and whose conclu- 
sions are at best tentative, approximate, biased, and temporary. 

Praxeology thus is the science of the implications of human choice among 
alternative means for given ends. Its fundamental proposition is that the 
action of all human beings is an “exchange” of their existing condition for an 
alternative which they believe will diminish their “uneasiness” better than any 
other alternative. This exchange may be “autistic” (involving only one per- 
son) or interpersonal. The latter is divided into barter (a fiction) and market 
exchange, based on private property and pecuniary calculation. Economics in 
the narrow sense, or catallactics, is the branch of praxeology which studies 
market exchange and alternative systems relative to market exchange. History 
includes political history, descriptive sociology, economic history, statistics, 
etc. 

The free market and the social order resting on it constitute not only the 
best (relatively to high production and living standards) but the only work- 
able system of social cooperation and division of labor, according to Mises. 
It is a democracy ruled by the consumers and served by the competing pro- 
ducers, who are rewarded in proportion to their marginal productivity and 
their enterprise in adjusting supply to demand. The gain which this system of 
social cooperation brings about is the basis for its existence and persistence. 

All the important evils of modern times spring not from this system, or 
capitalism, but from its opposite, socialism, which aims to replace the free 
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market by arbitrary authority. Its first phase is interventionism, whereby the 
government (or special interest groups with legal sanction) attempts to regu- 
late the market contrary to the latter’s indigénous economic laws. The banks 
expand credit, thereby creating booms which the market eventually corrects by 
depressions. Fiscal policies restrict capital investment. Trade unions dictate 
wages and thereby create institutional unemployment. Intervention brings 
about wars and revolutions, instability, and ultimately socialism proper. 

Socialism, whether of the Nazi, Soviet, or any other variety, represents the 
triumph of totalitarian tyranny in place of free cooperation. As a self-con- 
tained system it cannot function, since its rulers are unable to calculate (espe- 
cially the value of capital goods) in their allocation of resources and products. 
It can exist only alongside capitalist regimes from which it may feed by con- 
quest or calculate by imitation. Although definite (historical?) prediction is 
avoided by the author, he repeatedly asserts a (praxeological?) law of social 
development whereby the majority in the long run effectively expresses its 
will and chooses the system which provides the higher standards of living (as 
well as the higher war potential). 

Human Action advances beyond previous orthodox treatises in several im- 
portant respects. 

1. It is a system in the grand manner not merely of Marshall or J. B. Clark 
but of Marx or Oppenheimer. Its economic theories of value, distribution, 
and business cycles crown an imposing structure which integrates profound, 
learned, and interesting theories of scientific methodology, sociology, politics, 
religion, and history, as well as a program of reform. Readers with an aesthetic 
appreciation of broad, logical systematization, without any sacrifice of clarity 
of expression, will find here a work of art of a high order. 

2. Whereas the early orthodox theorists concerned themselves with the mar- 
ket economy as a transmutation from a controlled economy and their successors 
took the permanence of the market economy for granted, Mises’ book is per- 
haps the first general treatise which is centrally concerned with the preserva- 
tion of the market economy against a developing controlled economy. 

3, Mises makes numerous original contributions, economic and extra-eco- 
nomic, throughout the book. Some of them, such as his theories of money, 
business cycles, and socialism, are well known from his other writings. In addi- 
tion, he offers the best defense the reviewer has seen of apriorism in economic 
methodology and some important modifications of marginalist theory in rela- 
tion to quantitative and temporal analysis. 

The book has, however, serious shortcomings. 

1, The author provides no clear test of incorrect versus “correct praxeologi- 
cal reasoning” (p. 39). He tells us that a denial of his a priori principles, as 
with those of logic and causality, leads to absurdity (pp. 34-35). But whereas 
a denial of logic and causality principles results respectively in self-contradic- 
tion and in the abolition of science, there is no convincing demonstration that 
the denial of Mises’ praxeological principles has similar implications, especially 
as his “deductive” chains lengthen. 

2. The author’s attitude toward his principles is one of uncompromising 
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dogmatism. “Science does not give us absolute and final certainty,” he warns 
at first (p. 7); indeed, the praxeological method “leads along a sharp edge; on 
both sides yawns the chasm of absurdity and nonsense” (p. 238). He severely 
criticizes several eminent orthodox predecessors (pp. 123-24, 602, 767-70) 
who apparently misused the method, though their logical acumen, he would 
probably grant, was not inferior to his own. But these reflections do not inspire 
in him a modest and tentative attitude toward his own theories, which he 
identifies with the principles of an ideal, finished praxeology, presenting them 
unabashedly as “truths” (p. 467) while those of his opponents are labeled 
“incorrect” (p. 610), “garbled” (p. 591), or “nonsensical” (p. 649). 

3. He frequently neglects to distinguish his praxeological from his historical 
observations and often applies his dogmatism to what seems to be the latter 
as well as to the former. Immediately after telling us, for example, that the gold 
standard is a “historical fact” (p. 468), he asserts, as if he were enunciating 
a praxeological truth, that this standard was responsible for “increasing wel- 
fare, liberty, and democracy, both political and economic” (pp. 469- 70). 

= 4, Mises creates. a dualism between. 1_Aringi -nravanlnwer-ned -----t- 
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-———rigwury “UU WILOUT any exception valid for all phenomena of the market econ- 
omy, provided the particular conditions which they presuppose are present” 
(p. 642). This would be acceptable if Mises furnished us -with (a) positive 
theorems covering all types of historical situations and (b) instructions for 
determining when the conditions of a particular situation coincide with those 
assumed by a particular theorem. Not only does he fail to do this, but he in- 
sists that such theorems cannot be discovered for any conditions except those 
of a free market. His principles are not a set of elements to be combined in 
various ways to fit different historical situations; they are a single standard. 
As long as he confines himself to the free market, any quarrels with him would 
be minor. But as soon as he attempts to draw inferences from this ideal to 
a historical situation he begs the question how, given the color white alone, he 
can describe or distinguish between gray and green. 

Given a single standard, a bridge to reality and to differences in reality 
might be possible if we were also given a formula which correlated departures 
in one or more conditions from those of a perfect market with departures 
in consequences. Such a law appears foreign to Mises’ methodology, though he 
often seems to assume the highly dubious unilinear relationship between the 
two types of variables (e.g., p. 854). In effect his standard thus becomes nor- 
mative rather than value-free. 

5. The arbitrariness of Mises’ catallactic principles in application to his- 
torical reality may be illustrated briefly. (a) He reduces pricing under mo- 
nopolistic competition to that of either competition or monopoly (pp. 356-60). 
(b) His theory of business cycles assumes that interventionary credit ex- 
pansion is made in an otherwise free market economy, with full employment. 
He is not concerned with the effectiveness of the same policy under large-scale 
unemployment (however caused). (c) He does not explain how (non-Crusoe) 
economic systems other than the pure market have managed to survive and _ 
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replace one another throughout all known history. (d) He provides no em- 
pirical support for his “stagnation” thesis against the empirical defenders of 
present-day capitalism who have attacked such a thesis. (e) The consumers 
in Western capitalist economies, he tells us, are the proper “sovereigns” of 
those economies, their tastes and prejudices are “data,” the entrepreneurs who 
most fully serve them are “public benefactors,” advertisers are incapable 
of “forcing their will” on the consumers, and the system as a whole is an 
“economic democracy.” But the identical consumers as voters in the same 
nations are “gullible masses,” their standards of choice are “irrational,” the 
political leaders whom they choose are “demagogues,” and the interventionary 
policy supported by them is a “statolatry.” Governors appointed by popular 
vote are called “Fuehrers’” (p. 691) but directors of corporations are ‘‘man- 
dataries of the stockholders” (p. 303). 

6. The apparent contradiction between economic rationality and political 
irrationality Mises attempts to remove by his insistence that intelligent choice 
of means requires calculability (pp. 207-10). The adoption of this principle, 
however, appears to make intelligent behavior impossible not only in socialism 
and Crusoe-ism, but in most spheres of life other than the market. It also 
appears to make impossible any praxeological science other than catallactics— 
e.g., a science of politics or sociology. One may ask, indeed, how Mises can 
choose intelligently between a market economy and socialism as alternative 
means when this choice cannot be based on calculation, not even of total pro- 
duction or living standards. 

7. The choice which Mises gives us is as foreign to rational human action 
(though not necessarily to human action) as that offered by the extreme 
Marxist. It is a choice between the “system of market economy [which] has 
never been fully and purely tried” (p. 265) and socialism, a “thinkable— 
although not realizable—system of social cooperation” (p. 259), which “would 
result in complete chaos .. .” (p. 857). Unfortunately, the choices given us in 
the historical world are somewhat more complex than that between perfection 
and impossibility. 

8. The opposition which Mises finds (following Marx, Boehm-Bawerk, and 
others) between intervention and economic law is as spurious as that between 
airplanes and gravitation. Any purposive human action may be described as 
intervention in some sphere of relationships and laws. Market intervention 
contrary to known laws is as irrational as an effort to fly in a suit made of eagle 
feathers. This is Mises’ valuable lesson. But there is more than a slight risk 
that the inaction alternative which Human Action paradoxically advocates 
would have (or already has had) results in practice (given such obstacles as 
a large-optimum-size technology) as far removed from the author’s expressed 
objectives as have some of the irrational forms of intervention which he con- 
demns. There still remains the alternative of intelligent human action—inter- 
vention which uses the market laws, or our growing knowledge of them, for 
purposes approved by the electorate. Market control may be regarded as a 
developing technology, which Mises would declare verboten. 

The book is unnecessarily long and repetitious. The English rendition is ex- 
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cellent, although the key term “uneasiness” as a translation of Unbefriedigtsein 
seems less appropriate than the traditional “dissatisfaction.” The analytical 
table of contents does not fully compensate for the short index, which omits 
most of the footnote references. 
GEORGE J. SCHULLER 
Washington, D.C. 


Theories of Welfare Economics. By Hra Myint. (Cambridge: Harvard Univ. 
Press, for The London School of Economics and Political Science. 1948. 
Pp. xiii, 240. $4.00.)' 

Welfare economics from Adam Smith to the present is the subject of this 
interesting history of economic thought. The discussion is confined to produc- 
tion welfare economics as developed by the classicists, the neo-classical school, 
the Paretians, and certain recent writers. Professor Hla works with a deft pen 
and keen analytical powers to produce this valuable contribution to the litera- 
ture of the history of economic thought. 

The author distinguishes three types, or levels, of welfare analysis: the 
Physical, the Subjective, and the Ethical levels. The classicists operate on the 
physical level, z.e., changes in welfare are proportional to changes in physical 
output. The subjective level of analysis rejects this simple relationship between 
welfare and output by substituting the principle of diminishing utility. From 
these quantitative approaches to welfare the author proceeds to the ethical 
level of analysis. At the conclusion of his able historical presentation, Profes- 
sor Hla attempts to integrate these levels, or rather to associate them, in a 
workable approach to questions of public policy. 

Professor Hla presents an excellent interpretation of the classicists as a 
group whose principal theoretical and practical interest centered almost ex- 
clusively on the conditions of economic growth, and specifically the accumu- 
lation of capital and the employment of productive labor. From this follows 
their “labor-theory outlook” on the economic problem in contrast to the 
“scarcity” approach of the latter 19th century, with its emphasis on the allo- 
cative problem. Professor Hla makes much of this distinction; indeed, it is 
somewhat overdrawn. 

Smith’s labor-embodied and labor-commanded concepts of value are given 
considerable attention by the author, especially as these concepts reappear in 
the works of Ricardo and Malthus. Embodied labor is cost; it represents the 
obstacle to the growth in wealth and welfare; and it measures value in the 
Ricardian sense. Labor-commanded in the hands of Malthus emerges as his 
celebrated concept of Effective Demand, which in turn is the key to his welfare 
views. The famous Glut controversy is thus interpreted as deriving from basic 
differences in the theory of value and in the concepts of welfare. 

Ricardo identified welfare with the net product; Malthus related economic 
welfare to employment—much as do the “full employment” proponents of 
today. Since productive labor alone yields Ricardo a net product, his support 
of free trade and unrestrained savings follows naturally. Against this posi- 
tion stands Malthus urging caution against too great a rate of saving; the 
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increase in wage-goods produced by such savings would drive their labor- 
command value below the labor embodied in them. Employment would there- 
fore decline. The main issues in this controversy are handled well. 

Classical value theory, in Professor Hla’s view, had little to do with the 
mechanism of resource allocation; interpretations to the contrary are held to 
be wrong. The interest in allocation came with the scarcity approach to eco- 
nomics and the subjective level of analysis. Modern writers, raised in this 
tradition, mistakenly impute to the classicists a “scarcity” approach with 
its allocative preoccupation. 

Professor Hla’s treatment of the subjective level of welfare analysis re- 
views the general conclusions of, and the differences among, the leading ex- 
ponents of neo-classicism and general equilibrium analysis, The main sig- 
nificance of the marginal revolution is not found in the theory of price 
determination but rather in the realm of welfare analysis. In the welfare sense 
the marginal analysis is important for two reasons: (1) It “extended welfare 
analysis from the physical to the subjective level and substituted the principle 
of diminishing marginal utility in the place of the classical economists’ first 
approximating assumption that quantities of consumer satisfaction were 
proportional to quantities of physical products.” (2) Marginalism “offered an 
alternative to the labour-theory outlook: viz., the Scarcity approach to the 
economic problem” (p. 89). The continental and the neo-classical welfare 
analyses are treated in some detail, particularly with reference to their bearing 
on policy. 

Professor Hla’s review of welfare theory on the subjective level yields three 
main types. (1) The Paretian theory of the optimum, provides the highest 
level of abstraction; (2) Pigou’s marginal social product analysis occupies an 
intermediate plane; and (3) Marshall’s partial surplus analysis is closest to 
the ground and most useful for policy purposes. The Paretian analysis has the 
merit of methodological stringency, generality, and avoids interpersonal com- 
parisons of utility. This is “scientific” welfare analysis, but at a level of 
abstraction which assumes away the problems which are relevant for public 
policy. The Pigovian analysis effects a merger, in some respects, of the 
Paretian and the neo-classical positions; and while useful in the solution of 
some problems, it lacks the scientific purity of Pareto and the practical out- 
look of Marshall. The Marshallian surplus analysis remains—with Hicksian 
improvements—as the most promising theoretical tool for the guidance of 
public policy. 

The ethical level of analysis raises the most serious problems. Professor Hla 
attempts to salvage the “scientific” contributions to welfare analysis while he 
accepts the necessity of value judgments in the formulation of social policy. 
The mixture of the two cannot be said to be successful. The issues raised 
however, are important. 

As a history of the subject, Theories of Welfare Economics is an excellent 
work. Most interesting is the interpretation of the classicists. This raises, 
however, some issues. Professor Hla goes too far in playing down their interest 
in the allocative function of the market and the rôle of value in this matter. 
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Expansion, to be sure, was their main preoccupation, but expansion in the 
“right” directions was certainly important to them. The market (with some 
reservation) was the best means of achieving this purpose. Ricardo’s value 
theory bore directly on this point. His value theory was a theory of exchange; 
perhaps for this reason he failed to understand Malthus’ meaning of the, 
labor command which was essentially an aggregative concept. 

Some of the larger aspects of welfare economics, such as the outlook 
prevailing in any given period, are subordinated to methodological and tech- 
nical questions. To regard Smith and Ricardo as physical level welfare 
economists overlooks the fact that they stand apart on the basic issue: the 
welfare of whom? Welfare was linked to high rent by Smith, and to high 
profits by Ricardo. The agricultural and industrial class views thus clashed. 
Later in the century interest in welfare shifted to the individual, and expan- 
sion gave way to the allocative problem, with given resources, as the central 
theoretical problem. 

The reason might be found in the technical requirements of the new 
“scientific” (z.e., mathematical) outlook. Maximization of consumer welfaré* 
through equilibrium adjustments in a static context was the problem best 
suited to the new techniques. The present urban-proletarian outlook shifts the 
emphasis back again to group “welfare” and conflict. The general outlook, 
whatever it is, colors the idea of economic welfare and governs the choice of 
concepts employed in technical analysis. Each author, however, must set him- ` 
self limits. Within those he set for himself, Professor Hla has produced an 
excellent history of economic doctrine and method. 

The George Washington University ARTHUR E. Burns 


L Économie Politique Mathématique. By MICHEL BRODSKY and PIERRE, 
RocHeER. (Paris: Librairie Générale de Droit et de Jurisprudence (R- 
Pichon et R. Durand-Auzias). 1949. Pp. 365.) 

This is Volume XXIII in the series entitled “L’Economie Politique Con- 
temporaine” edited by Bertrand Nogaro. It comprises two substantially inde- 
pendent and equal parts. The first, by Michel Brodsky, is a review of the 
early history of mathematical theories of economic equilibrium, covering 
primarily the work of Cournot, Jevons, Walras, Pareto, Edgeworth, and 
Hicks. The second is a summary statement by Pierre Rocher of thé Wal- 
rasian general equilibrium theory set forth in fairly up-to-date fashion with 
a fairly- clear exposition of the assumptions on which the theory is based anë 
the consequent limitation of the results. 

The discussion throughout has been so organized as to ken the mathe- 
matics simple and almost scant, the difficulty of the mathematics being on 
the whole rather less than that to be found in Marshall ’s appendices. Second 
order conditions, determinants, and matrices have been eschewed altogether. 
Unfortunately, parts of the presentation of Hicks thus become completely 
unintelligible without reference to the original. The over-all result is, however, 
that the basic assumptions and general conclusions of the mathematical model 
of general equilibrium are presented with little risk that the reader bog down 
in the mathematics. 
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The historical part, which aside from summarizing the results obtained, 
devotes considerable space to a rather minute and almost petty examination 
of some of the methodological and philosophical foundations of the various 
theories, including such questions as the nature of cause, and the presence or 
absence of a specific equilibrizing process in the various schema, will be of 
interest primarily to specialists in the history of doctrines. The analytical 
part in many cases merely states the results that have been obtained, often 
without indicating very specifically the line of demonstration followed, which 
might make it rather hard for the reader who has not previously been exposed 
to, say, Hicks. 

- While the analysis is carried through to the point of distinguishing be- 
tween constant or increasing cost industries where the competitive equilibrium 
is possible and leads to an optimum allocation of resources, and decreasing 
cost industries that require to be subsidized if prices are to be kept equal to 
marginal cost, this conclusion is left as a bare skeleton. While the inadequacy 
of this skeleton is duly criticized, no attempt is made to place any flesh on 
this skeleton by citing examples, and the Pigovian neighborhood effects are 
not even referred to. 

A student with only moderate mathematical equipment might find this 
‘book a useful means of getting a general idea of the character and logical 
structure of pure general equilibrium theory. But in the end he may have a 
feeling that this theory is but a logical abstraction with almost no relation 
to the real world. And if he is misled into believing that this comprises the 
whole or the bulk of mathematical economics, he may be led to neglect much 
of what mathematics has to offer. The specialist in the history of thought may 
fihd some help in tracing the progress of methodology. But neither job is 
uong well enough to justify struggling with an unfamiliar language. 

WILLIAM S. VICKREY 

c olumbia University 


.The American Economy in Operation. Edited by Horace Taytor and Harorp 
BARGER. (New York: Harcourt, Brace and Company. 1949. Pp. xiv, 
846. $4.75.) 


This textbook in elementary economics is a product of the course in Con- 
temporary Civilization in Columbia College. Its authors intend it to be “an 
account of what our American economy is, and what it does, with special 
‘regard to the stability of its operation and to the forces that control it.” 
‘The editors believe that it retains what have been the strongest features of 
‘he earlier texts designed for this same course: namely, (1) “the analytical 
description of our economy in operation”; and (2) “the treatment of various 
aspects of the economy in terms appropriate to the mixture of both economic 
and political elements which they contain.” 

The editors also declare: “We have neither attempted nor intended to create 
in this book a systematic and comprehensive body of economic theory. It 
‘bften appears that the study of our going economy in the context of an 
elaborate theory of production, exchange, value, and distribution causes 
limitations to be laid and rigidities to be fixed. In this case, we have attempted 
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to provide each phase of the American economy that we study with a theoreti- 
cal focus and organization appropriate to it, and numerous general relations of 
the various phases to each other are considered” (p. iv). 

Although it is an excellent text of the type often called institutional or 
descriptive rather than analytical or theoretical, the book does not quite 
live up to its editors’ prefatory statements. It does treat various aspects of 
the economy “in terms appropriate to the mixture of both economic and 
political elements which they contain”; but it is questionable whether it 
achieves an “analytical description of our economy in operation.” Nor does 
the book’s special regard to the stability problem and to the forces that control 
the American economy result in any adequate examination of the complex 
market operations which are both at the heart of the stability problem and 
a part of the pattern of control of the economy. 

The treatment of monopoly is a case in point. I find it difficult to believe 
that the sources, significance and consequences of monopoly can be care- 
fully appraised without the use of some of the most common analytical tools 
of the economist such as supply and demand schedules and cost curves, all 
of which are missing from this book. The monopoly problem is diagnosed 
' largely in the chapter “The Trend Toward Big Business.” Although mo- 
nopoly and big business are not unrelated, more misconceptions are confirmed 
than perceptions refined in such statements as: “Sufficient bigness means 
monopoly, and monopoly, in turn makes for large size” (p. 279). 

Another example is the treatment of business cycles. In a text giving special 
regard to the stability of the economy, one might expect to find a develop- 
ment of the elementary concepts in recent income and employment theory. 
Yet it might not be an exaggeration to say that, aside from a chapter on 
national income statistics (not, however, harnessed to an analysis of the 
stability problem), the analysis of inflation and employment is not distin- 
guished in insight or useable analytical concepts from the first edition of 
Garver and Hansen which I encountered in my first course in economics in 
1935. 

On the other hand, I am favorably impressed with the skill with which this 
book has been organized and written. The institutional and descriptive ma- 
terial, for example, has been thoughtfully selected; and the exposition of 
involved material, such as the operations of commercial banks and the Fed- 
eral Reserve System, is lucid. Some of the chapters are excellent, as, among 
others, those on the world economy by Oleg Hoeffding and that on govern- 
ment borrowing by Lyle C. Fitch. 

It is probably reasonable to conclude, therefore, that the line of criticism 
developed above simply reveals again the long-standing difference of opinion 
among economists as to the useability of economic theory and its appropriate- 
ness to a first course in economics.. All economists want to describe the 
economy; the question is to what extent are the analytical concepts of theoreti- 
cal economics required for accurate and adequate description. 

It is difficult to gauge the effect of a book on the students for whom it is 
designed, but two points may be made in this respect. First, the book will 
probably encourage the student to approach economic problems soberly, 
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thoughtfully, and with the kind of humility required of the social scientist, 
whose tools are not big enough for his tasks. Secondly, it will probably en- 
courage the student not to leave the study of economics until he has gone 
beyond the first course. A final chapter discusses “The Problems With Which 
We Conclude.” 
CHARLES E. LINDBLOM 
Yale University 


A Dictionary of Economics. By HaroLp S. SLOAN and ARNOLD J. ZURCHER. 
(New York: Barnes & Noble. 1949. Pp. viii, 268. $3.00.) 


The “lexicographer’s easy chair” is a comfortable spot indeed compared 
with the “hot seat” occupied by the reviewer of an entire dictionary. It is 
a relatively simple task to leaf through a work of the kind under review, 
seize upon particular entries which catch the eye, and perform marvelous 
feats of critical and analytical léger de main. It is much more costly and far 
less interesting to undertake the kind of research project(s!) essential to a 
really satisfying evaluation of the work as a whole. As a practical alternative 
the present reviewer will content himself with description and a few perti- 
nent observations. 

The Dictionary contains approximately 2400 entries. The most concise 
statement of its contents is taken directly from the book’s jacket: 


Accounting. Banking and finance. Consumer economics. Corporate financing 
and organization. Currency and monetary policy. Economic history and theory. 
Insurance. International trade. Investment and exchange. Labor problems and 
industrial relations. Marketing. Price policy and price mechanisms. Production 
costs and techniques. Public relations. Securities and investment. Trusts and 
combinations. Plus descriptions or digests of the more important relevant 
American statutes and judicial decisions and American and international regu- 
latory agencies. 


The book’s coverage—as measured by the number of entries, the number 
of pages, the apparent scope of the subject matter, and the average amount 
of detail associated with individual entries—is less comprehensive than the 
Dictionary of Modern Economics reviewed in these pages last September. 
The two works are sufficiently different, however, to warrant the inclusion 
of both on the shelves of the public library, the bibliophile, and the retail 
book store. The present work is somewhat less concerned with theory and the 
history of economic thought than its above mentioned predecessor. It con- 
tains no treatment of statistical terms, no bibliographical references, and 
none of the biographical sketches of leading economists, past and present. 

The material actually covered, however, is handled with genuine lexical 
savoir faire. The format is excellently conceived, with page leaders, style of 
type, quality of paper, etc., all conducive to efficient, systematic, and pleas- 
urable usage. Abundant cross-references and occasional lengthy articles give 
the book a well-integrated organization. Certain of the entries (as in the case 
of “demand,” “supply,” “marginal utility”) are assisted by diagrammatic or 
tabular illustration. 

Perhaps the outstanding quality of the book is the cogency of the definitions 
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themselves. Apart from occasional lapses on the substantive side (and these 
are chiefly sins of omission), the authors show themselves to be masters of 
the art of definition. They do not skirt the subject, talk around or about it, or 
leave the reader to his own inferences. They come to grips with their problem 
within the first three words, and within the first ten have typically estab- 
lished their case. There is no fuzziness, no ambiguity, no non-essentiality. 
More than this, the authors iknow, and observe, the distinction between 
sterile truism and creative definition. 

If the ordinary definitions in the Dictionary are pleasing, the summaries of 
legal cases are pure joy. One cannot read the résumés of the Debs case, 
Munn v. Illinois, or Dayton-Goose Creek Ry. Co. v. United States without 
lamenting the absence of similar clarity and pregnancy from economics text- 
books currently foisted upon undergraduates, or from journal articles inflicted 
upon the graduate profession, In a generation in which large numbers of 
professing economists have abandoned that most versatile tool of economic 
analysis—the English language—it is gratifying to find at least one strong- 
hold where it remains. Perhaps we shall one day witness a revival; in any case, 
the dictionary makers have done their part. 

R. ELBERTON SMITH 
Northwestern University 


Toward Social Economy. By Howarp R. Bowen. (New York: Rinehart. 1949. 
Pp. ix, 336. $3.00.) i 

A problem confronting the authors of recent elementary texts in economics 
is where to begin. Should principles precede practice or the reverse? The 
early method was to plunge forthwith into general theory, a method never 
wholly abandoned, as witness the choice made by Dudley Dillard in his 
Economics of John Maynard Keynes, a treatment intended for undergraduate 
use, But within the last dozen years, a whole fleet of introductory texts deal- 
ing first with economic problems and institutions and with “principles in 
practice” has gained favor. The shift in emphasis is, in part, attributable to 
significant changes in the character of institutions and in accepted theory. It 
has been accomplished without surrender of an obligation, felt by many 
economists, to make the subject serve as a general intellectual discipline on 
grounds similar to those on which mathematics has been recommended. For 
instance, in the excellent and widely acclaimed Social Framework of American 
_ Economy, by J. R. Hicks and A. G. Hart, it was found possible to begin with- 
out abstraction but to introduce the desired discipline, thanks to the develop- 
ment of statistical method, with “social accounting” and analysis of the na- 
tional income as the institutional introduction. 

It is difficult to classify as to method the compact little volume under 
review. It claims to present the whole economic system as “an integral part oi 
the culture within which it operates.” This has an important and modern ring 
but in many ways the book seems to belong to the days before textbook 
writers were disturbed by demands for greater realism and for the application 
of economic analysis to actual current problems, Institutions are chosen as 
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the starting point but the discussion presents them with almost no reference 
to their operation in any existing system. Emphasis is instead, thrown upon 
the universality of the five functions of all economic systems. Here an oppor- 
tunity is lost for awakening interest by demonstration of situations which the 
student can identify. Furthermore, there is danger of suggesting to the student 
an amount of conscious determination alien to western culture in the defini- 
tions of functions and the collective “decisions which must be made.” The 
use of “hypothetical schedules” (pp. 73 and 91) for illustrating the relations 
between variables, together with the usual diagrammatic presentations, un- 
associated with actual data, must do much to heighten a sense of unreality 
in the demonstrations. 

The significance of the title is not clear to this reviewer, Social economy 
is defined as the “best or optimum use of the means of production.” At the start 
the economic system is spoken of as being “socially controlled.” The final 
chapter deals with alternatives to the capitalistic system and the weaknesses 
inherent in both pure capitalism (held to be “doubtless anachronistic”), and 
pure socialism. The need for a middle course is pointed out and for solving the 
problem of “combining planning and democracy.” 

An admirable feature is found in the references made to important sources 
with descriptive comments on these in the footnotes to the text. Too often 
students emerge from an introductory course with no knowledge of even the 
names of the great scholars in the field. The use of these notes affords a much- 
needed opportunity for the student to gain acquaintance with a wide range 
of economic authorities and makes possible an introductory course on a high 
level. 

Amy HEWES 

Mount Holyoke College 


Esquisse d'une Théorie Générale de VEquilibre Economique; Réflexions sur la 
Théorie Générale de Lord Keynes. By CLAUDE Gruson. (Paris: Presses 
Univ. de France. 1949, Pp. 328, 600 fr.) 


This book is not related to Keynes’ work in a way that might be suggested 
by the subtitle, “Reflections on the General Theory of Lord Keynes.” It is not 
an interpretation, a critique, nor is it an exposition of the General Theory. 
Keynes is mentioned scarcely a dozen times. M. Gruson’s stated purpose is to 
give more rigorous expression to the intuitions of the General Theory (p. 8), 
but what he achieves is an independent presentation of the theory of economic 
instability within the general framework of the Keynesian system. Although 
the author accepts Keynes’ central proposition that employment depends on 
the volume of investment and the propensity to consume, the latter concept 
is not introduced until page 132 after M. Gruson has taken what he calls a 
“long detour” in order to justify the simplifications made possible by the 
propensity to consume. The equilibrium referred to in the title, “general 
theory of economic equilibrium,” which is not to be confused with the eco- 
nomic theory of general equilibrium in the Walrasian sense, is defined in terms 
of stability of employment and price. 
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M. Gruson’s policy-oriented analysis is divided into two main parts. In the 
first and much longer part he assumes a condition of “neutral” money, while 
in the second part this assumption is dropped and “real” money systems are 
discussed. The first book in Part I is an exegesis of the law of markets in 
which the burden of analysis is to demonstrate how a deficiency of purchasing 
power is consistent with the equivalence of value of output to the incomes 
simultaneously distributed. In treating the equivalence of investment to saving 
M. Gruson distinguishes between investment financed by new bank money 
(investissements bancaires) and investment financed out of voluntary saving 
(investissements d'épargne). Detailed consideration is given to the evcaisse 
désirée and the encaisse réelle, the equivalence of which is a condition of 
monetary equilibrium. Lack of equivalence in the two types of cash balances 
is related to changes in the propensity to consume in a manner not treated by 
Keynes in the General Theory. 

The second book in Part I is an elaborate discussion of the disequilibrat- 
ing influence of economic change with some consideration of central bank pol- 
icy as a stabilizing force. M. Gruson goes beyond Keynes in giving a detailed 
analysis of the influence of technological change and reaches the Veblenian 
conclusion that progressive technology sets up tendencies toward chronic de- 
pression. 

In Part II, after dropping the assumption of neutral money, the author 
gives rather brief attention to the case of purely metallic money and the case 
in which one or more banks of issue are required to maintain minimum 
metallic balances. He justifies placing the major part of his analysis within 
the framework of neutral money on the grounds that the latter is the most 
general system of money and one to which any real monetary system can 
be adapted easily for purposes of analysis. 

M. Gruson’s social point of view is in the humanitarian tradition of French 
thought. He seems to prefer free enterprise but not at any price. He espouses 
the “right to work” doctrine so famous in French history, and raises the ques- 
tion whether free enterprise is morally defensible if it is incapable of provid- 
ing the minimum security essential to human dignity. “In a society which 
tolerates unemployment,” he says, “freedom remains a class privilege. Truly 
liberal institutions must maintain full employment” (p. 8). M. Gruson has 
some faith but by no means complete confidence in the ability of the monetary 
authority to regulate investment and to raise the propensity to consume 
(through consumer loans), and on the whole, he seems to doubt that these 
or other policies available to free enterprise society can meet successfully the 
challenge of economic instability. 

There is no index and no bibliography, nor is there any indication that, 
apart from Keynes, M. Gruson has been directly influenced by the voluminous 
literature on Keynesian economics which has appeared in the English- 
speaking world since 1936. Nevertheless, it is encouraging to see this com- 
petent piece of work on the new economics coming out of France. 

| Duprey DILLARD 
Columbia University 
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Böhm-Bawerk: Karl Marx and the Close of His System and Hilferding: 
Bohm-Bawerk’s Criticism of Marx, Edited with an introduction by Paul 
M. Sweezy. (New York: Augustus M. Kelley. 1949. Pp. xxx, 224. $3.50.) 


The two works mentioned in the title of this volume are welcome reprints 
of scarce, almost unavailable classics on Marxian economics. Bohm-Bawerk’s 
trenchant attack on Marx’s labor theory of value offers virtually all of the 
arguments that later “bourgeois” economists used to confirm Béhm-Bawerk’s 
characterization of the Marxian system as a “house of cards” (p. 118). Hil- 
ferding, who held a top position both as a Marxian economist and, in later 
years, as a German Social Democratic minister of finance, offers an intriguing 
counter-critique of the Böhm-Bawerk piece on Marx. 

As Dr. Paul M. Sweezy points out in his introduction, the divergence be- 
tween Marxian and non-Marxian analyses is generally such that it appears im- 
possible to reduce the two to one language. Neither accepts the other’s prem- 
ises, and, in the opinion of Marxists, the non-Marxists are unable or un- 
willing even to grasp their rivals’ purpose, “discovering the laws of motion 
of capitalist society” (pp. xx, xxi, 139). Hilferding’s defense of Marx, while 
making this general indictment, does offer the reader the satisfaction of 
coming to grips with most of Bohm-Bawerk’s criticisms. Since neither Böhm- 
Bawerk’s nor Hilferding’s works should be new to economists, the remainder 
of this brief review will be devoted to Sweezy’s able and provocative intro- 
duction, which places these works in the context of the lives and times of 
their authors. 

Most challenging in Sweezy’s introduction, probably, is his discussion of 
the point, emphasized with somewhat varying perspectives by Lange, Dickin- 
son and others whose view encompasses both camps, that, in the words again 
of Hilferding, “in striking contrast with Bohm-Bawerk, Marx looks upon 
the theory of value, not as the means for ascertaining prices but as the means 
for discovering the laws of motion of capitalist society.” These laws, however, 
are not natural and immutable but derived from the society from which they 
spring. And herein lies a fundamental difference in philosophy and method: 
Marxians find sterile the attempt to analyze and comprehend the fundamental 
social institutions and developments of man as a social animal exclusively 
in terms of real or imagined natural categories of utility or choice which 
exist because man is man or because of the “universality” of human thinking. 

Dr. Sweezy charges that Böhm-Bawerk “implicitly and unconsciously 
assumed” that Marx, like himself, was merely interested in solving the prob- 
lem of exchange ratios (pp. xii, xxi). But is this quite fair either fo Bohm- 
Bawerk or many of his successors? As Sweezy himself states, Bohm-Bawerk’s 
major works were devoted to a rejection of earlier theories of Capital and 
Interest and substitution of his own Positive Theory of Capital. The latter 
work uses the subjective theory of value to offer a positive explanation of the 
reward to capital (time preference and the greater productivity of more 
round-about methods of production). Bohm-Bawerk sees this explanation 
quite explicitly as a refutation of the socialists, whose exploitation theories had 
been gaining ground because of the inadequacies of the capital theories of 
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the classical economists. Hicks is perhaps a foremost example of a con- 
temporary economist who attempts to use a carefully constructed foundation 
of relative price theory as the basis for explaining the larger movements of 
capitalist society. : 

It would be fairer to Böhm-Bawerk, and probably to his spiritual descend- 
ants as well, to recognize that he too was interested in broader problems 
than those of relative prices. However, as Sweezy correctly asserts, Bohm- 
Bawerk thought that by demolishing Marx’s theory of exchange value he 
would destroy as well Marx’s superstructure. Sweezy would do better, there- 
fore, to stress the point he made in his Tke Theory of Capitalist Develop- 
ment, that the acknowledged weakness of the labor theory of value as an ex- 
planation of relative prices does not impair its efficacy in explaining the 
broader problems of distribution, production, profits, business cycles and—in 
their Marxian conceptions—imperialism and the transition to socialism. 

I may venture a final word of protest at the unfortunate tendency of 
Marxian writers to fall back on what, at least to non-Marxian readers, are 
unexplained clichés. In particular, Sweezy would have done well to amplify 
the key concept of “laws of motion of capitalist society.” I suspect that the 
average reader will remain quite hazy as to just how Marx used the labor 
theory of value to elucidate these laws. Again, Sweezy himself has done as 
good a job as any one in using Marxian methods for explaining such promi- 
nent features of capitalist society as technological progress, growth of mo- 
nopolies, tendencies to a falling rate of profit and secular stagnation, pressures 
to export capital, and the possibilities of collapse of the capitalist economy. 
It is regrettable that he did not use his admittedly brief introduction to offer 
even a limited amplification along these lines. 

The reprints of the two important works are most competent; references, 
wherever possible, are related to extant English editions. An appendix con- 
tains a first English translation of an article by Ladislaus von Bortkiewicz on 
the transformation of values into prices of production in the Marxian system. 
Dr. Sweezy’s introduction, notwithstanding my critical observations, is a 
valuable contribution. The entire book is certainly, in Sweezy’s words, to be 
welcomed by “serious students of Marxian economics, whether hostile or 
friendly.” 

ROBERT EISNER 

The Johns Hopkins University 


Economic History; National Economies 


State and Economics in the Middle East—A Society in Transition. By A. 

Bonne. (London: Kegan Paul. 1948. Pp. xiv, 427. $5.00.) 
Five years have elapsed since this study was written by the director of 
the Economic Research Institute of the Jewish Agency (for Palestine). 
* Dr. Sweezy has called my attention to two minor misprints in the appendix: on page 


218, third line, “taking account of (9)” should read “taking account of (5)”; and on 
page 220, first line of footnote 2, “variable capital” should read “constant capital.” 
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Although the handicap caused by the lag in published statistics is not un- 
common in studies of underdeveloped areas, it is a particular drawback in 
the case of the Middle East where postwar changes of political and economic 
portent have been radical. The study’s primary value lies in: (1) the presenta- 
tion of a wealth of economic and historical material relating to an important 
period in the area’s development, and (2) the formulation of a point of view 
on the rôle of state organizations in the economic life of the area. The ap- 
proach is retrospective and points up the problems of transition from a well 
delineated social order to a vaguely defined new society. The meat of the 
study is the detailed description of the social and economic fabric of the 
Middle East under the impact of western civilization (left undefined). The 
tools of analysis are primarily sociological, pointing up a series of social and 
economic phenomena and their complex interrelation. Although Iran and the 
Arabian peninsular states are technically excluded, reference is often made 
to them. 

Part I is an historical analysis of the changes in the organization and 
function of state bodies from the middle of the 19th century to the end of the 
mandate system. Of special value is the description of the transformation of 
governmental apparatus and the place of civil rights in the course of the 
liquidation of the Ottoman Empire. Throughout, illustrations contrast this 
transformation with that of public administration in Europe during the 
renaissance and counter-reformation. Applying the ideal standards of Western 
state formation, the author finds little in the pre-World War I Middle East 
to justify realization of the natives’ desires for “sensitive State organisms.” 
In criticizing the “high-flown wishes of the politicians,” however, the author 
underemphasizes the rôle of the Western powers seeking to protect strategic 
political and material interests in the Arab states. Beyond a short chapter on 
public finance, the state’s rôle in economic affairs, is neglected. 

Part II, covering the agrarian sector, considers the “stationary” institutions 
and features apart from the signs of transition and modernization. The 
detailed material on the various types of land ownership and the operation 
of the “Oriental feudal system” include a striking comparison with European 
feudalism. (The author asserts that the absence of a powerful urban citizenry 
of artisans and manufacturers prevented the formation of modern state organs. 
The rôle of the trading and shipping centers is not considered, however.) It 
is not clear (Chap. XIII) which of the social and economic features of 
stationary agriculture have persisted or to what extent the constitutional and 
political changes described in Chapter XVII have affected these features. 
Here the author may be excused by the lack of measuring rods for closely 
registering changes in the social fabric. Regardless of the factual rights of land 
possession, the author concludes, ‘‘the fellah gained neither in political in- 
fluence nor economically” (p. 199) and the de facto shift in ownership 
strengthened and formalized the accumulation of large estates in the hands 
of absentee owners, despite the decline of the “dead hand” and collective 
ownership forms. 

Of special importance to the economist in the valuable descriptive material 
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on all forms of farming is the relation of cost of cultivating hillside terraces 
and other delicate installations to the cost of labor. The problem of valuation 
of resources and the impact of social institutions on the valuation is, however, 
not brought into the analysis. Turkey and Arab Palestine could have been 
cited as evidence that a shift to labor-saving devices (resulting in higher 
manhour output) is in part determined by agricultural wages, and vice versa. 
Such a discussion would have permitted the author to correlate more pre- 
cisely economic progress with social phenomena like lack of labor organization 
and the attitude of state authorities toward them. 

The author notes the important advances in irrigated agriculture but sees 
little hope for dryfarming improvements except in Israel where new social 
and technical forms of agriculture were introduced on a large scale. He 
fails to state the conditions under which such a revolution was possible, 
particularly the removal of the obstacles like land tenure and lack of capital. 
Remedial action for the other Middle East countries is postulated but not 
mapped out. Only one paragraph is given to the process of capital formation 
in the agricultural sector which must, in the absence of large loans and sub- 
sidies from abroad, bear the burden of improvement and expansion. 

The author, considering the fellah’s traditionalism a strong support for 
stationary agriculture, does not discuss changes in the fellah’s working men- 
tality as part of the transition process. Is the reader supposed to conclude 
that the “lack of all initiative and incentive to innovations” observed among 
the fellah is “permanently connected with special climatic, geographical and 
more deeply rooted historical and religious factors’? (p. 154) Only the final 
chapter contains some hints that such an inference would be unwarranted in 
the light of recent developments. 

In Part III, the industrial revolution and its historical antecedents in the 
pre-World War I period, are concisely described. Particular attention is. paid 
to the rôle of foreign investments and the activity of State enterprises and gov- 
ernment industrialization policies in Turkey and Egypt. Statistics not other- 
wise obtainable in a single volume support the author’s historical treatment. 
Unfortunately, the frequent references to the weakness or absence of an 
entrepreneurial class in the Arab states and the need for the State to fill the 
gap (Chaps. XXIV and XXV) are not presented in relation to the economic 
prerequisites for the viability of a healthy entrepreneurial class. Again, the 
considerable wealth and entrepreneurial agility accumulated by merchants 
and traders is left out of account. The discussion of the contrast with Jewish 
Palestine (pp. 289, 302) suffers from inadequate consideration of the vital 
rôle played there by protective tariffs and non-Oriental sources of investment 
and non-Oriental technicians, entrepreneurs, and skilled laborers. An economy 
built up by colonists coming from an advanced economic environment and 


* Treating the Jewish collective farm enterprises as a new chapter in the history of 
agrarian society (p. 204) the author fails to present their financial aspects. Comprehensive 
operating data reveal that the majority have been losing money precisely because of the 
heavy cost of capital which the author claims as their main advantage. See C. W. Efroym- 
son, “Collective Agriculture in Israel,” Jour. Pol. Econ., Vol. LVIII, No. 1 (Feb., 1950), 
pp. 38-40. 
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subsidized from abroad to the extent of half of each year’s investment can be 
considered only an economic apostle of the West and not an example for the 
Middle East economic system. 

Chapter XXVI is by far the most valuable in the book, painting in various 
statistical series the economic effects of industrialization on employment, out- 
put, composition of foreign trade, and consumption capacity. Chapter XX VII 
is a heaithy antidote to the Clapp Mission’s recommendations (Final Report 
of the UN Economic Survey Mission for the Middle East, Lake Success, De- 
cember, 1949) inasmuch as it shows persuasively the need for industrializa- 
tion because of population pressure and low agricultural income, the limita- 
tions of expanded agriculture without improved distribution facilities, and 
higher domestic purchasing power. 

The summary of advances in industrialization during and after the last war 
(pp. 386-392) is sketchy and bare of statistical evidence. As a result, the 
reader sorely misses a discussion of the economic effect of the tremendously 
expanded oil production and distribution facilities which represent an invest- 
ment of about $2-3 billion. One misses also a discussion of the financial 
organization of the Middle East economies, balance-of-payments problems, 
and the place of fiscal and monetary policies in economic development. 

Part IV deals with purely sociological aspects of the changing economic 
system: social organization, economic ethics, and religious traditions. Most 
of it is admittedly an exercise in selecting and interpreting an abundant 
literature, some parts of which are thinly supported by reference to actual 
experience. Here the author is led to hazardous generalizations which conflict 
with what other students of these matters have observed (See S. B. Himadeh 
in Middle East Journal {[January, 1950], pp. 111-113). The chapters on 
nomads and city society (XXX, XXXIV) are not closely tied in with the 
body of the study. 

Despite its deficiencies, the volume collates valuable material with com- 
plete bibliographic notes and statistical references. It presents thought-provok- 
ing perspectives and analytical techniques. That it is not the author’s final 
word on Middle East economics is indicated in his more technical study on 
the economic potentialities of the area? suggesting detailed investment and 
improvement programs in agriculture and industry. 

PETER G. FRANCK 

The American University, Washington, D.C. 


Wealth of the American People—A History of Their Economic Life. By 
James A. Barnes. (New York: Prentice-Hall. 1949. Pp. x, 910. $5.75.) 
Textbooks dealing with the economic history of the United States threaten 
to become as plentiful as “Principles of Economics,” and while they have not 
yet achieved the variety of approach and content which has come to charac- 
terize the volumes in introductory theory, the trend is in the same direction. 
While the economic histories remain similar in their chronological and topical 


°A. Bonné, The Economic Development of the Middle East—an Outline of Planned 
Reconstruction (Kegan Paul, London, 1945). 
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organization, their major divisions into pre- and post-Civil War periods, the 
chapters devoted to agriculture, banking, manufacturing, labor, and the like, 
the content of the individual chapters is becoming increasingly divergent. The 
differences arise principally from the amount of attention given to political 
and social subjects as distinguished from the more narrowly economic; such 
differences finding their justification in the search for a proper synthesis. The 
diversity of opinion as to the content of such textbooks was given emphasis 
at a recent panel discussion of the subject.* 

In the present volume the treatment of economic affairs is sandwiched be- 
tween extensive discussion of the political and more particularly the social 
aspects of our history. The title, while it may serve to distinguish the book 
from others in the field, does not describe the contents of the book since the 
word wealth is given a meaning quite different from that commonly accepted 
among economists. The author in his preface writes that “the one great dis- 
tinguishing thing of Americans is their wealth—wealth not so much in money 
as in goods; in leisure; in educational and cultural opportunities; in ability 
to try the new products of science and therefore to encourage them; in privi- 
leges usually reserved for the few; and even in rights to dream and hope far 
beyond the horizons of other millions on the earth.” The diffusiveness of the 
definition reflects the contents of the book. Wealth, whether money or goods, 
receives no systematic, summary treatment. 

Some clues to the author’s criteria for including or excluding data is given 
in the statement that “social and economic things among the great mass of 
the people cannot be separated,” and that “economic history is a history of 
consumption as well as of production.” Our expectation that we will be given 
a discussion of changes in the volume and composition of the consumption of 
the people, of the way in which they employed their privileges is, however, 
only partially fulfilled. There is much scattered discussion of these topics but 
nowhere is there a broad summary evaluation. The phrase “standard of liv- 
ing” does not appear. There is little evidence that the work of Edgar W. 
Martin? has been used, nor is there any effort to emulate Professor Chester 
Wright’s outstanding effort to summarize the changes in the content of living. 
One looks in vain for an analysis of the level of consumption during World 
War II though that is as striking a phenomena of our recent history as might 
be found. 

As is too frequently true of efforts to achieve a synthesis, one or a few of 
the segments of the picture receives disproportionate attention. In this volume, 
this is particularly true in the last two chapters discussing the war period and 
reconversion. Here the story is told almost entirely in terms of the war organ- 
ization of the federal government and the search for a reconversion policy. 
The war production record is measured in terms of the achievements of a few 
individual producers without summation. Its effects upon such matters as re- 


+See Edward C. Kirkland, “The Place of Theory in Teaching American Economic 
History,” The Tasks of Economic History, Journal of Economic History, Suppl. IX, 1949, 
pp. 99-102. 

? Edgar W. Martin, The Standard of Living in 1860 (University of Chicago, 1942). 
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sources, capital, or distribution of income go unnoticed. 

This volume is basically what has come to be called for lack of a better 
term “social history.” Like such works, it is episodic in treatment, seeking to 
achieve its objectives by creating impressions derived from brief sketches, 
anecdotes and quick references to a multitude of subjects. Though there is a 
sparse scattering of statistical data, no use is made of such summary statistical 
tools as national income or gross national product. Cost-of-living indices which 
are certainly indispensable if not infallible tools in analysis of the shifting 
status of the consumer remain largely unused. 

Comments such as these may be taken by some as measures of virtue; by 
others as indicators of inadequacies. Historians and perhaps some economists 
confronted with the task of guiding freshmen and sophomores through a course 
in the historical aspects of our nation’s economic life and institutional devel- 
opment, under whatever euphemism, would do well to consider the book for 
its high level of readability. It should arouse and hold interest. These are no 
mean virtues. 


CLARENCE H. DANHOF 
Princeton University 


The House of Baring in American Trade and Finance: English Merchant 
Bankers at Work, 1763-1861. By RatpoH W. Hoy. Harvard Studies in 
Business History, Vol. XIV. (Cambridge: Harvard University Press. 
1949, Pp. xxiv, 631. $7.50.) 

This meticulously detailed history—there are 132 pages of notes and ref- 
erences—is based chiefly on an exhaustive study of such of Baring’s corre- 
spondence as was available, there being little before 1827 and some gaps in 
subsequent years. The account books, unfortunately, were not obtainable. In 
addition, the resources of American libraries have been carefully combed for 
manuscripts or other material relating to Baring’s activities in this country. 

' As Professor Gras’s Introduction notes, this “is the study of a merchant 
banking house in the period of transition from mercantile capitalism to in- 
dustrial capitalism.” The author states his objective was “to tell what, when, 
why, and how the House of Baring did what it did in financing American trade 
and marketing American securities prior to 1861,” to analyze its policies or 
techniques, and describe its operations in these activities. Actually, however, 
the account comes nearer to being a general history of Baring’s, for consider- 
able space is devoted to transactions with countries other than the United 

States. The result is as detailed an account of the activities of a great Anglo- 

American merchant banking house of this, period we are ever likely to obtain. 

For most readers what will prove of greatest interest is the variety of finan- 
cial activities and the world-wide scope of operations in which such a house 
was prepared to engage. Extension of short-time credit, chiefly in the form of 
acceptances, on various types of security was the backbone of its business, but 
it dealt in exchange, marketed a variety of government or private bond issues, 
handled goods on a commission basis, operated extensively for its own ac- 
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count in the securities or commodities entering international trade, had ship- 
ping interests, and controlled an iron manufacturing plant. The range of its 
activities extended over Europe, Canada, Latin America, and the Far East as 
well as the United States. 

Baring’s interests in the United States steadily rose from 1795. From 1828, 
with an American partner in the House, such interests dominated its ac- 
tivities until 1843. Thereafter, due to various reactions following the panic of 
1837, changes in the character or in the methods of handling American for- 
eign trade, increased competition particularly from more specialized agencies, 
and developments elsewhere, a growing proportion of Baring’s activities was 
transferred to other regions, especially to the Far East. In the financing of 
the American trade to that region it always played an outstanding rôle. 

Throughout, marked attention is devoted to an analysis of Baring’s policies, 
particularly to those reflecting efforts to make adjustments to the business 
cycle. Conservatism stressing safety above all things was dominant and rules 
designed to ensure safety were seldom modified for the sake of preventing loss 
of business to competitors. Alertness to opportunities, excellent timing, and 
flexibility in adjustment to changing business conditions together with its 
conservatism explain the great success and enhanced reputation with which 
this House came through the financial crises of this period. 

Current ideas concerning the financing of Anglo-American trade and invest- 
ments during the period covered, to which Dr. Hidy’s previous articles made 
a substantial contribution, will require little modification because of the facts 
brought out in this history; in the main, these facts have the value of pro- 
viding added support for those ideas. The new material likely to prove of 
greatest interest to most readers relates to Baring’s activities as a financial 
agent of the United States government, its relations with the Second Bank of 
the United States and the bank’s successor, its propaganda for resumption of 
specie payment and various measures to support American credit after 1837, 
and the details concerning its handling of various state or railroad bonds. 

CHESTER W. WRIGHT 


University of Chicago 


Statistics and Econometrics 


The Statistical Agencies of the Federal Government—A Report to the Com- 
mission on Organization of the Executive Branch of the Government. By 
FREDERICK C. Mitts and CLrarence D. Lonc. (New York: National 
Bureau of Economic Research. 1949. Pp. xiv, 201. $2.00.) 


The “Hoover Commission” on Organization of the Executive Branch of the 
Government recognized that a sound statistical organization was necessary to 
provide the guides for general policy determination as well as detailed deci- 
sions in an effective federal government. The National Bureau of Economic 
Research was requested to undertake a survey of. the federal statistical system. 
The resulting report, made after an intensive five-month survey in 1948, ap- 
peared as one of the Commission’s task studies of governmental organization. 
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The Mills-Long study as now presented in expanded form by the National 
Bureau describes the broad scope of the federal system of “statistical intelli- 
gence,” its organization, an appraisal, and detailed recommendations for im- 
provement, together with an extensive appendix. The only other survey and 
appraisal that approaches it in comprehensiveness and insight was that pub- 
lished in 1937 as the report of the Committee on Government Statistics and 
Information Services. That committee which began its work in 1933 was es- 
tablished by the American Statistical Association and the Social Science Re- 
search Council, the latter organization publishing the 1937 report. As a mem- 
ber and for a time the chairman of that committee, Dr. Mills is especially 
well equipped to bring mature judgment and vision to the problem as joint 
author of the present Report. 

Almost ever since 1789 when the government first began the collection of 
statistics, the merits of a centralized as against the existing decentralized sys- 
tem of collecting data have been discussed. After describing the growth and 
ramifications of the present structure, the Mills-Long report considers this 
problem at some length and recommends that where statistics are not a by- 
product of administrative or regulatory activities or where their collection 
does not require highly specialized knowledge, their collection and tabulation 
should be centralized to the Bureau of the Census. A number of instances are 
cited where overlapping of functions (not necessarily the actual collection of 
data) exists. In some cases such as the field of statistics on the labor force, 
employment, payrolls and unemployment, the maintenance of the present de- 
centralization by which figures are often obtained as by-products of operating 
activities is approved. Here, however, “the duty of over-all estimates and in- 
terpretations (should be) clearly vested in the Bureau of Labor Statistics un- 
der the general coordinating authority of the Office of Statistical Standards 
and Services.” The agencies that contribute in one way or another to this 
special body of data include the Bureau of the Census, the Bureau of Labor 
Statistics, the Bureau of Old-Age and Survivors Insurance, the Bureau of 
Employment Security, the Interstate Commerce Commission, the Federal 
Communications Commission, the Bureau of Mines, the Bureau of Agricul- 
tural Economics, the Civil Service Commission and other agencies that obtain 
such facts as a part of their basic operations. Each of these agencies performs 
its essential part, under its respective legal authority. Their considerable num- 
ber in this one field alone provides a good answer to those who express amaze- 
ment at the large list of so-called statistical agencies operating in all fields of 
data collection. 

In other cases of overlapping, the Report finds no adequate justification 
other than present legal provisions for the collection of statistics in the agen- 
cies involved. But since it would be nearly impossible to rewrite all the stat- 
utes and special clauses, the central coordinating agency should be given spe- 
cific authority to assign these functions among the agencies. Until fairly re- 
cently no central coordinating authority has existed. The resulting growth over 
the years resembles the growth of a city where no zoning laws or basic plan 
prevailed. Yet it must be admitted that even with the additional functions 
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recommended for this central staff, its plans and its voice may still sometimes 
be overruled by urgent social pressures. Thus the collection of taxes, establish- 
ing eligibility, the payment of benefits, etc., that were all part of the vast new 
social security system created in 1935 were far more important to get under 
way than were statistical by-products. Advance statistical planning often met 
a deaf ear. Under ideal circumstances the establishment of such basic new 
agencies should have been accompanied by a thorough revamping of a large 
portion of the interagency statistical organization. It is doubtful whether even 
today or even with the several added functions recommended by the Re- 
port, adequate statistical provisions could be made under similar circum- 
stances. 

The Report may be criticized for not having put enough stress on the need 
for maintaining one of the strongest features of the American statistical sys- 
tem—its relative independence throughout most of its development from the 
controls or influence of particular pressure groups or administrative dictates. 
It does recommend, “That, in view of the necessity for objectivity in the 
collection, organization, and presentation of the facts of national life, the 
functions of fact finding be clearly distinguished from activities involving the 
setting of social goals or the promotion of special aid programs.” This recom- 
mendation is certainly clear enough, and perhaps its implementation can be 
taken for granted in the provisions for standards for presentation and publi- 
cation, the cataloging and identifying of the many statistical series, and the 
existence of a strong central coordinating unit that does not itself collect or 
use statistics. And yet, as statistical data are used more and more for the de- 
termination of particular economic actions, such as wage rates based on price 
indexes, or changes in public works activities or fiscal policies based on un- 
employment estimates, they will the attacked by the disgruntled. The entire 
system needs to be polished up and made shipshape for inspection even though 
it is basically seaworthy. Apparent inconsistencies or duplications in data, in- 
adequate definitions and insufficient frankness regarding the limitations of a 
particular series and the many other ins and outs of the complex system must 
be corrected or clarified so that the true significance of at least the basic fig- 
ures is made understandable not only to the expert and initiated but also to 
the business, farm and labor users of data, the legislators and the ad- 
ministrators. 

Since its publication, some of the recommendations of this distinguished 
report have already been adopted. If most of the others can be put into 
effect in the years to come, they will do much to help statistics to perform 
their role in the democratic process. 

Donayp C. RILEY 

Washington, D.C. 


The Measurement of Production Movements. By C. F. Carter, W. B. RED- 
DAWAY and RICHARD STONE. (New York: Cambridge Univ. Press, 1949, 

Pp. vii, 135. $2.75.) 
This volume, the first of a series of monographs published under the aus- 
pices of the Department of Applied Economics of the University of Cam- 
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bridge, describes the London and Cambridge Economic Service index of Brit- 
ish industrial production. In the first two-thirds of the book the authors dis- 
cuss the many methodological issues encountered in the practical work of put- 
ting the index together and relate them to index-number theory in general. 
The remaining pages contain a detailed account of the basic sources and 
weighting system used in the London and Cambridge index. The earlier part 
will be of general interest to statisticians; the latter part will primarily be of 
value to those concerned with British production statistics. 

The expressed intention of the authors is to aggregate net outputs (ż.e., to 

measure work done, but to exclude materials consumed) in order to obtain 
an unduplicated measure of the output of the industries covered (manufactur- 
ing, Mining, construction, and electric and gas utilities). They explicitly state 
that the appropriate weighting system rests upon “net output content” (z.e., 
value added) ; indeed, value-added weights are applied, not only in combining 
industries but (where possible) in combining the outputs of individual com- 
modities within industries. A careful reading discloses that the authors realise 
that most of their output series relate to gross and not to net output. Yet the 
reader would welcome an explicit admission that, like virtually all other index 
numbers of production, their index combines gross outputs by means of value- 
added weights. It follows the general practice, that is to say, of relying upon the 
(sometimes demonstrably false) assumption that gross and net output, for in- 
dividual industries and commodities, always move in the same way. The reader 
sometimes obtains the impression that duplication has been eliminated, once 
it has been removed from the weighting system; whereas strictly the output 
series should each be adjusted through the reduction of appropriate input 
series. 
Explicit attention is given to this question in the case of residential con- 
struction, where variations occur in the degree of fabrication of materials: for- 
tunately the data allowed “prefabs” and regular homes to be treated as sep- 
arate commodities. The authors cite the shift from self-supplied to purchased 
electricity as a source of upward bias. Harder to trace are economies in fuel 
and materials which raise the ratio of net to gross output for a single industry. 
Because we rely on gross output for our measure, such economies lead to down- 
ward bias, for in a progressing system the lagging output of materials is indeed 
reflected in the index—but not the more efficient fabrication. 

Such is merely one of many lines of reflection provoked by this stimulating, 
if necessarily technical, monograph. The total index and its components com- 
pare 1935 with 1946, and are shown monthly from January, 1946 through 
June, 1948. They are kept up-to-date in the Bulletin of the London and Cam- 
bridge Economic Service. The detailed information which the authors furnish 
concerning the sources and construction of their own index may be com- 
mended, both in substance and in presentation, as a model of what should be 
—~but too seldom is—published by official compilers. The comparison reflects, 
not only upon the British Central Statistical Office, but upon our own Board 
of Governors of the Federal Reserve System. 

HAROLD BARGER 

Columbia University 
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Lezioni di Politica Sociale. By Lutct Ernaunt. (Torino: Typografia Fratelli 
Pozzo, Guillo Einaudi, editore. 1949. Pp. xviii, 252. L. 1000.) 


The essays in this volume were prepared in Switzerland during 1944, and 
they are divided into three parts. Part One consists of an elementary chapter 
on the economics of the market, prepared as a guide for teachers in civic 
education classes held for about 20,000 Italian refugee soldiers in some 200 
Swiss camps. Part Two, with four chapters, is a stenographic report of lectures 
delivered to Italian students in law, economics, and engineering at the uni- 
versities of Geneva and Lausanne. They deal with the theoretical basis of 
social legislation, social security, labor unions, and profit sharing. Part Three 
is the beginning of a course that was to be given in Geneva, but which was not 
given because the author returned to Italy. It deals with equality in the strug- 
gle for success. The material is presented as it was originally prepared. 

Although prepared for diverse groups, the essays nevertheless have unity. 
The purpose is to show how solutions of economic, political, and social prob- 
lems affect the economy, and the point of focus is the operation of a free 
competitive market, mostly an assumed perfect market. The method is almost 
wholly deductive. That the method has serious limitations in explaining the 
real world is obvious, but as used by Einaudi in these essays it has the great 
advantage of setting up an objective standard that most of his countrymen 
had lost sight of for years. 

Here a great economist who lived through a bureaucratic, totalitarian re- 
gime and saw what it did to human values restates his basic faith in a demo- 
cratic, capitalistic economy. It is true that a free and competitive market sys- 
tem does not achieve “justice.” But he finds it a preferable alternative to a 
system of prices, quantities, qualities, and conditions imposed by qualcun 
altro, a system in which heretics and rebels cannot be tolerated, where drab 
uniformity tends to prevail, and where the new loses its reason for being. No 
system of suffrage can compare with a free competitive economy in meeting 
the daily wishes of the people. In a competitive system there are sure to be 
abuses. But most of those abuses seem to result from badly conceived legisla- 
tion, such legislation, for example, as fosters monopoly and hampers the mo- 
bility of people and goods. 

It is not that Dr. Einaudi objects to social legislation as such, but only to the 
kind that seriously interferes with the functioning of a system of free markets. 
However, most American economists today would accept considerably more 
controls over the economy than seem good to him. Perhaps that is because 
their experience differs so much from his. 

DOMENICO GAGLIARDO 

University of Kansas 


National Income and Social Accounting 
Studies in Income and Wealth. Vol. XI. By the Conference on Income and 
Wealth. (New York: Nat. Bur. of Econ. Research. 1949. Pp. xii, 450. $6.00.) 


This volume includes most of the papers presented at the eleventh (the 
1946) meeting of the Conference on Income and Wealth. The papers pre- 
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sented here cluster about three fields of interest: (1) problems of measuring the 
labor force and its industrial distribution; (2) comparisons of real income in 
dissimilar geographic areas; and (3) forecasts of over-all measures of income 
and employment. 

Two papers, one by Solomon Fabricant and the other by Daniel Carson, 
present estimates of the industrial composition of manpower in the United 
-States since 1820. These papers extend the work of others in this field, 
notably Edwards and Whelpton, and include some penetrating comments on 
Census of Occupations concepts and data. In her comments on these papers, 
Gladys Palmer presents an interesting historical comparison of the distribu- 
tion of gainful workers and of employed persons for Philadelphia. A third 
paper by Clarence Long on the effect of changing income and employment 
on the supply of labor will be published by the NBER as a separate mono- 
graph. 

Nathan Koffsky attempts to set up a new concept of “parity” defined as 
“the income necessary to yield to the farmer a purchasing power approxi- 
mately equivalent to that of the urban worker,” and measures divergence from 
this “parity.” The criticisms of this paper, in the main, center about the lack 
of equivalent consumption budgets and inadequate price data. Hans Staehle 
presents a new approach—the “dissimilarity method”-——to the problem of 
comparing real income between nations. This method depends upon locating 
income groups that differ least in consumption patterns. The procedure pairs 
the income groups in the two situations for which the relative distributions of 
the cost of goods and services at fixed prices are most similar. This approach 
is an intriguing one, but its general usefulness is questionable. 

The last two papers on economic forecasts are probably of most general 
interest. Michael Sapir presents a careful and detailed analysis of what was 
wrong with the postwar transitional forecasts. Using the work of Everett Ha- 
gen as a prototype of Washington forecasts, Sapir systematically lays out the 
procedures involved in the usual aggregative type of income and employment 
forecast. (This is a follow-up to the forecast published by Hagen in Volume X 
of Studies of Income and Wealth.) Franco Modigliani presents a new ap- 
proach to analyzing fluctuations in the saving-income ratio. His hypothesis is 
that current savings depends not only on the current level of income, but also 
on its highest previously sustained level. (This approach to the consumption 
function is also advocated by James Duesenberry in his recent book, Income, 
Saving, and the Theory of Consumer Behavior.) 

MARVIN HOFFENBERG 

Washington, D.C. 


Public Finance 


Public Finance and National Income. By Harotp M. Somers. (Philadelphia: 

Blakiston. 1949. Pp. xii, 540. $5.00.) 

This book is the first really comprehensive attempt to integrate fiscal theory 
with traditional material on public finance. Two introductory chapters on 
“The Place of Government Finance in the Modern Economy” are followed 
by four on government expenditures, ten on taxation, three on government 
borrowing, three on state and local finance, and a final three on “Fiscal Policy 
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and Economic Activity.” The author’s announced attempt is to avoid empha- 
sizing purely administrative aspects in favor of emphasizing fiscal considera- 
tions. 

The analysis is competent and, with a few exceptions, each piece of it is 
well presented. The volume will be useful to many students of the subject. Yet 
it is not fully successful for reasons which I think spring more from the need 
of an added six months of editing by the author than from the intrinsic diffi- 
culty of the task. 

The book is not an integrated whole. In the discussion of each phase of 
governmental activity, major emphasis is placed on the income-effects, and the 
concluding section presents on over-all theory of fiscal policy. There is much 
repetition between these various sections. Yet there is an almost total failure 
to integrate these parts. There is in fact hardly a cross-reference between 
them. The successive parts of the book are more nearly unrelated monographs 
than parts of one text. This difficulty, like the one discussed immediately 
below, arises in part from the fact that previously published articles by the 
author are incorporated in this volume with little or no adaptation. 

A second major defect of the volume, in my view, is the marked lack of 
proportion in the treatment of various topics, and the great variation in the 
level of treatment. The book falls among the three stools: it is partly an 
introductory text, partly an advanced text, and partly a collection of highly 
specialized scholarly studies. The factual material presented is elementary 
and since it is not used in the analysis serves no purpose except as elementary 
background material. Yet there is so little explanation of the functioning of 
government in its financial operations and so much income analysis which is 
beyond the grasp of the typical student at the time when he first studies 
public finance, that the book will not serve as an introductory text. It is perhaps 
most useful as an advanced text. But Chapter 4, which contains among other 
things a brief discussion of each of six variant multiplier concepts; and 
Chapter 5, which presents an elaborate discussion of the acceleration prin- 
ciple, including its relation to Hayek’s business cycle theory (7 pages) and 
a critique of Tinbergen’s attempt to test the principle statistically (10 pages), 
are hardly text materials. Professor Somers apparently realized some incon- 
gruity, since a note at the beginning of each of these two chapters suggests 
that if the reader wishes a summary treatment he should turn directly to 
Chapter 6; but this chapter presents a quite inadequate treatment. The same 
incongruity of level of treatment is apparent between sections of other chap- 
ters. It also seems to me that not enough attention is paid to non-income 
effects of government financial activities, for even an advanced text. 

An exception to the generally good quality of presentation is Chapter 2, 
which presents a statement of the place of government activity in national 
income concepts that is much more apt to be confusing than enlightening 
to a reader not already well versed in the field. 

Attention should be called to the concluding section, dealing with the 
multiplier effect of balanced and unbalanced budgets. Somers’ treatment is 
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a great advance over the usual falsely simple presentation of a unit multi- 
plier effect of government expenditures balanced by taxes. The presentation 
of a “general theory of balanced budgets,” though based on the unreal assump- 
tion that government spending policies are so ordered that successive increases 
in expenditures will have successively smaller expansive impacts on the 
economy, will be of interest to students in this area. 
EVERETT E. HAGEN 
University of Illinois 


International Economics 


A Charter for World Trade. By Crarr Wiicox. (New York: Macmillan. 
1949. Pp. xvii, 333. $4.50.) 


Professor Wilcox has written a strong brief in support of the International 
Trade Organization, as might be expected of one of its chief architects. He has 
reviewed the various criticisms leveled against this complex code of fair 
practice in the field of international trade, commodity-control, and invest- 
ment. He has concluded that it is this-Charter or none, since it is unlikely 
that another such gigantic multilateral negotiation would be undertaken; and 
that, despite the escape clauses, exceptions, and compromises, the Charter 
will provide a means of reducing and controlling restrictions and discrimina- 
tion in the international economy. With this general conclusion the reviewer 
concurs. 

Part I contains a brief survey of thirty years of troubled trade and of 
American trade policy, and describes the negotiations which resulted in the 
Charter of the I.T.O. which is to be considered by the Congress during the 
present session. The statement (p. 3) that when a nation depreciates its cur- 
rency “it gives its own producers an artificial advantage over the producers 
of other nations .. .” seems to embody a theory of foreign exchange which 
I can’t except. Surely if an exchange rate is “correct” in the equilibrium sense 
of that word, it does not give an “artificial” advantage even though it has 
been arrived at by depreciation. l 

Part II, comprising the greater part of the text, is an analysis of the 
Charter of the I.T.O. chapter by chapter, and more briefly of the General 
Agreement on Tariffs and Trade (GATT) which is aleady in exist- 
ence. This analysis convincingly establishes the solid achievement of the 
negotiators, despite the inescapable compromises. Members must negotiate 
to reduce trade barriers, avoid administrative hindrances, and resort to 
quantitative restrictions (Q.R.) only under specified conditions. These condi- 
tions relate to the enforcement of agricultural programs, the protection of 
monetary reserves, and the economic development of under-developed coun- 
tries. If Q.R. are used to protect monetary reserves, the need for them must 
be justified to the satisfaction of the International Monetary Fund (1.M.F.). 
This same procedure is presently operating between the I.M.F. and GATT, 
and, if vigorously applied, can prevent the abuse of this excuse for Q.R. But 
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the reviewer can testify that the determinations which the .M.F. must make 
are not simple and can be a source of violent controversy. The conditions 
surrounding the use of Q.R. by under-developed countries also will at the least 
permit other countries to plead potential injury before an established export 
tribunal. Finally, the interrelationships between Q.R. and exchange controls 
call for coordination between I.T.O. and LM.F. 

The Charter condemns cartels and yet permits international agreements 
to control the production and sale of primary commodities. The negotiators 
were obliged to recognize insistent arguments that the special conditions under 
which primary commodities are generally produced frequently impel govern- 
ments to undertake control. But the Charter does set principles and rules to 
govern such international control schemes. Professor Wilcox concedes (p. 
124) that the rules can be evaded; but he rightly argues that it is better to 
have rules than not to have any agreed standards at all. 

Some of the most strenuous negotiation turned on the issue of full employ- 
ment. With Australia and the United Kingdom leading the arguments, the 
Charter was drafted so as to recognize the “influence of external factors upon 
the preservation of domestic stability” (p. 136). But the implication of sole 
United States responsibility for world stability was removed in the final 
draft and the commitment “is not to assure full employment but only to take 
action designed to do so... .” ‘Professor Wilcox notes (p. 134) that no pro- 
posals were made during the I.T.O. negotiations that stability could be 
accomplished by international coordination; but the recent: Experts Report 
to the United Nations on National and International Measures for Full Em- 
ployment is ample evidence that the campaign for international action in this 
field is continuing. 

The provisions relating to international investment have probably disap- 
pointed the American businessman interested in the international field more 
than any other part of the Charter—to the point of alienating a great deal 
of the support which otherwise could have been counted upon. The Charter, 
it is true, forbids discrimination against foreign capital, but the exceptions are 
many and “undesirable” (pp. 146-148). But Professor Wilcox suggests that 
these provisions are but a beginning, and emphasizes that members are re- 
quested to participate in negotiations directed toward special investment agree- 
ments. The United States is already engaged in such negotiations. 

Part III is devoted to an evaluation of the Charter but most of this evalua- 
tion emerges in the earlier chapters also, as has been indicated in previous 
paragraphs. The author quite properly concludes that the most far-reaching 
exception in the Charter is the one that allows a country to impose quotas to 
meet a balance-of-payments deficit (pp. 203-4). He admits that the LT.O. 
could not be given authority to intervene in the internal economic policies of 
countries and mentions that the I.M.F. also is forbidden to require adjust- 
ments in “the domestic, social, or political policies of its members.” How- 
ever, the I.M.F. does have the power to consider the economic policies of 
members as bearing on their balance-of-payments situations and has exercised 
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this power in much of its work. In this respect the I.T.O. probably is more 
restricted than the L.M.F. But the author is correct in concluding that the 
determination of sovereign countries to safeguard their right to determine 
their internal economic policies will continue to be a major hindrance to the 
efforts of international organizations in the economic field to exercise genu- 
inely effective powers. 
FRANK A. SOUTHARD, JR. 
Washington, D.C. 


The Economic Munich: The 1.7.0. Charter. By Puitie Cortney. (New 
York: Philosophical Library. 1949, Pp. xx, 262. $3.75.) 


The greater part of this book consists of a polemic against the Havana 
Charter of the I.T.0., which the writer considers to be so grave a threat to 
human freedom as to deserve the appellation of “Economic Munich.” The 
rest of the volume is devoted to essays and reprints of the author’s articles 
on business fluctuations and Keynesian economic theory. 

Most of the author’s arguments against the I.T.O. are familiar. For ex- 
ample: The Charter, in the name of balance-of-payments difficulties, en- 
courages rather than discourages practices which hamper free international 
trade; the Charter is a palliative for Britain’s difficulties, “replacing a sound 
solution to the British problem,” and helping Britain to persist in “wrong 
policies,” etc. 

But Mr. Cortney’s particular bétes noires are Article 3(1) (the full-employ- 
ment provision) and the related Article 21(4b) of the Charter, which he labels 
as “cancerous.” Article 3(1), it will be recalled, reads: “Each member shall 
take action designed to achieve and maintain full and productive employment 
and large and steadily growing demand within its own territory through 
measures appropriate to its political, economic and social institutions.” Ac- 
cording to Cortney, this clause commits the signatories to maintain full 
employment without regard to consequences such as inflation, external defi- 
cits, exchange control and trade restriction. Pursuit of such a full employ- 
ment policy, he claims, must in the end be fatal to the system of free private 
enterprise. Cortney’s remedy for this allegedly basic fault in the Charter is 
astonishingly simple. He would merely substitute for the language now in 
Article 3(1) the following: “. . . to achieve and maintain full and productive 
employment through means, and to the extent that the use of such means 
is consistent with the preservation of its political, economic and social insti- 
tutions.”’! 

Some of the reasoning in The Economic Munich is not without cogency, but 
in general the approach is emotional and evangelical. The book does not 
contain the type of careful, objective analysis needed to convince the serious 
student of commercial policy problems. 

ALEX M. RosENSON 

Washington, D.C. 
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Business Finance 


Theory in Marketing. Edited by Reavis Cox and Wror ALperson. (Chicago: 
Richard D. Irwin. 1950. Pp. x, 340. $4.50.) 


Marketing literature has been dominated by descriptive material related 
to institutions and their functions, and by analysis of the strategy of com- 
modity distribution from the management point of view. The burgeoning 
interest in the theoretical aspects of the subject represents a useful develop- 
ment that transits the work area of economists and students and practi- 
tioners of marketing, with a considerable potential challenge to intellectual 
stereotypes in both fields. The volume is a symposium sponsored by the 
American Marketing Association largely in the interests of stimulating addi- 
tional thinking rather than presenting conclusions drawn from an organized 
body of research and mature analysis. As might have been expected, therefore, 
some of the contributions are of a high order of excellence while others are 
mediocre; the book’s organization hovers between the logical and the hap- 
hazard; and there are disconcerting gaps where the reader expects substantial 
discussion. The editors acknowledge these deficiencies in a foreword which 
stresses the absence of a traditional organization of subject matter at this 
rudimentary stage of development, and the decision to invite contributions 
from individuals known to be interested in the evolution of theory in relation 
to the marketing of goods and services, rather than to draw up a rational 
structure for the volume and proceed to assign chapters to fulfill the editorial 
design. 

The book’s twenty chapters are divided into four groups. The first presents 
some new concepts for marketing theory: potentials of population in rela- 
tion to market measurement (one aspect of the attempt to concretize human 
relationships that is becoming identified with the term “social physics”), the 
significance for marketing theory and research of the late Professor Kurt 
Lewin’s work in vector psychology, and aspects of adjustments to change in 
dynamic market structures. In general, the essays in this part of the book 
are concerned with the application to marketing of concepts and research 
techniques developed in other fields of study. 

The second group of essays considers a number of aspects of the relation 
of economic theory to marketing. There is considerable discussion, in differ- 
ent chapters, of the utility of the theory of the individual firm and its behavior 
as a realistic basis for constructive analysis and understanding of marketing 
operations. On the demand side, one chapter concerned with the behavior 
of consumers stresses the complexity in a “non-economic” sense of consumers’ 
actions and choices, and another, probably of greater general interest, dis- 
cusses the analysis of demand in relation to time. 

The third part of the volume is disappointing in its fragmentary treatment 
of public policy as applied to the theory of competition. Only three essays 
are presented in this area. In the fourth group of chapters an effort is made to 
refine as analytical tools some concepts familiar to economists and marketing 
men: measures of decentralization of trade in metropolitan areas; clustering 
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of competing firms in wholesale produce markets; application of the laws of 
probability to studies of the influence of frequency and continuity in adver- 
tising; and measures of social gain and social waste in intensive competition 
among large numbers of small firms. 

It is impossible to appraise all contributions to the book within the limits 
of a review and unfair to single out only a few for critical analysis. Instead, 
since the volume is intended to stimulate thinking and discussion, the writer 
would like to suggest some lines for study and research that might be ex- 
plored with profit by those who are in a position to build from this introduc- 
tory symposium. 

First, a comment on the delayed development of theory in marketing. 
It is curious to discover among teachers and practitioners of marketing a 
schizoid attitude toward theory. On one side there is a disposition, particularly 
marked among the younger men, to believe that the building of a body of 
significant theory is important and to assert their major interest in working 
in this area. On the other side there is the frequently expressed opinion that 
applications of economic theory to commodity distribution are often “unreal- 
istic” in the sense that they fail to explain the facts. It may be pertinent to 
suggest that repeated case studies of market behavior and marketing practice 
urge generalized integration concepts in a larger context than even the most 
complex cost-price, short- and long-run analyses. Recent work in manage- 
ment-labor relations has been compelled to abandon simple concepts of stimu- 
lation by reward and punishment and to integrate theory within the larger 
frame of the whole personality of social groups with all the complexity of 
motivation implicit in this larger cosmos. 

It would be valuable for both economists and students of marketing to 
consider the potentials for a new body of theory that builds from the facts of 
distribution behavior examined with the tools of psychology and sociology 
used In partnership with the traditional analytical tools of economics. Neither 
the behavior of individual firms nor the actions and choices of individual con- 
sumers can be explained to the satisfaction of those familiar with the facts by 
the type of traditional economic analysis to which most distribution special- 
ists have been exposed. Several chapters in Theory in Marketing touch on 
this subject obliquely and sheer off. It would be profitable to extend study 
in this direction, drawing heavily on the rich literature of marketing case 
materials accumulating in the publications of schools, magazines, and research 
and management counsel organizations. In particular, it may be worth explor- 
ing institutional behavior patterns in firms and even in entire industries, the 
force of historical precedents, the influence of “ruts” in administrative de- 
cision-making, and similar issues that fall only partly within the normal 
territory of the discipline of economics.* 

Second, the segregation of marketing as a distinct area where structure and 
behavior can be examined and analyzed is a relatively recent development. 


* An excellent beginning for work in this area is Richard Gettell’s contribution to Theory 
in Marketing, “Pluralistic Competition.” 
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From being ignored by the theory-makers, marketing attained respectability 
in Chamberlinian analysis after a period when its only recognition was as a 
cockpit of commercial chicanery. But it may be useful to suggest that there 
are dangers in trying to construct a body of theory in marketing separate and 
distinct from a body of theory in production. As a newly opened territory for 
research, commodity distribution may be viewed as an isolated study area. 
Production and distribution policies, cost-price analysis, firm, industry, and 
market structures—all can be considered within a frame of reference that 
embraces production and marketing as related phases of an integrated busi- 
ness operation. The key fact here is that business administrators make their 
decisions in this larger context.* 

Finally, it may be in order to point out that great oaks from little acorns 
grow. Until a considerable body of the emerging theory in marketing is built 
into the basic texts, those who are preparing to be students, teachers, and 
practitioners are not going to be stimulated to help in the construction of a 
body of theory. The bulk of the work will continue to be done by men whose 
early training is in economics. And the quality of the final product cannot 
fail to reflect the deficiencies of this unilateral approach. In the texts now 
available, presentation of theory is either conspicuous for its absence or 
whisked swiftly before and out of the reader’s view in the course of a dis- 
cussion of price policy and non-price competition. The contribution of theory 
as analytical tool, if deployed more fully throughout the texts, will give in- 
tegrative meaning to descriptive material and, in turn, the adequacy of 
theory will be challenged by the specifics of marketing practice in a way 
that cannot fail to refine and advance the body of theory itself. 

MELVIN ANSHEN 

Indiana University 


Case Problems in Finance. By Pearson Hunt and CHARLES M. WILLIAMS. 
(Chicago: Richard D. Irwin. 1949. Pp. ix, 402. $4.50.) 


On the family tree of the educational genealogist, business cases are more 
akin to reports from medical clinics than to judicial decisions from courts 
of law. Thus we have here a collection of clinical reports from the field of 
finance. They vary in length from 2 to 25 pages, and many include tables, 
charts, or maps. Altogether the book contains 48 cases of which the last 
four are comprehensive problems suitable for term reports or for review 
purposes. 

On the surface, the table of contents is not significantly different from that 
of the traditional corporation finance course. It includes: Financing Current 
Operations; Financing Long Run Needs; Reserve and Dividend Policy; Pro- 
motion, Expansion, Combination; and Comprehensive Problems. 

Predominantly these reports reflect business experiences after 1945, al- 
though five occurred between 1935 and 1940. So the span of years covered 
is 1935 to 1949, a period of cyclical decline and depression as well as pros- 


* Some useful ideas on the subject can be found in E. T. Grether’s contribution, “A 
Theoretical Approach to the Analysis of Marketing.” 
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perity. The various problems are widely dispersed in the fields of distribution, 
manufacturing, public utilities, and other service industries with emphasis 
upon small and medium-size enterprises. Only a few are taken from giant 
corporations. 

These are reports of real-life situations. Students are encouraged to adopt 
the point of view of the business administrator faced with a specific problem, 
to assay the facts, and to arrive at a decision which represents a useful course 
of action, 

The aim of case study is not to point up fable-like morals. Hence, neither 
“right” nor “wrong” answers nor unanimous agreement are particularly de- 
sirable objectives. Case material represents a common fund of information 
and provides a spring board for purposeful class discussion. Business decisions 
rest on human judgment. The authors realistically emphasize, therefore, 
that any one business problem may be “solved” by more than one suggested 
course of action. 

The conventional outline of corporation finance is considered in unconven- 
tional order. Beginning cases emphasize the major importance of working 
capital problems for financial management. Students who wish to know “how 
to do things” in finance are encouraged to focus upon the area where things 
are done. 

Financial case problems provide an excellent opportunity to employ the 
various tools of finance such as the cash budget, application of funds state- 
ment, and ratio analysis. Every case calls for consideration and choice of 
alternatives. Students also will be concerned with income statements and 
balance sheets. Of real benefit is the stress laid not on figures per se, but on 
the meaning behind figures. 

Attention given to failure and reorganization is considerably limited. Pre- 
dominantly a legal problem and not an oft-recurring one, failure and reorgani- 
zation have long occupied the attention of students of finance out of all pro- 
portion to the immediate importance. There may be those who rue the pros- 
pect of cutting away the “real, hard stuff” of finance, but the authors have 
had the courage and good sense to bring these matters into better balance. 

Promotion problems are considered at the end rather than the beginning 
of the book. Thus the authors join others who believe that financial promo- 
tion is not for the novice. Successful promoters are likely to be persons 
who have “been around.” It would be well if students could “get around” 
a little in the finance course before dealing with promotion. 

The major contribution of any book of business cases is its emphasis upon 
the tactics and strategy of administration. The “what to do” of finance is 
taught by lecture or textbook, but the “how to do” must be learned as a skill 
through practice. This distinction is one which bids fair to plague schools 
of business administration for years to come. 

Development of skills and artfulness in financial management rests heavily 
upon participation in business situations wherein the student is required to 
come to grips with real-life problems. The administrator’s task is to interpret 
an oftentimes untidy set of facts which occur in a disorderly world defiant 
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of logic and upsetting of principle. Business problems are complexes of many 
factors, some of which are unknowable. Yet decisive courses of action must be 
chosen. Herein lies the worthwhile contribution of study based on cases. 

The fact that the list of outstanding cases is too long to discuss in full 
detail indicates the high caliber of the authors’ work. However, three particu- 
larly good cases should be mentioned. Trivett Manufacturing Company 
vividly illustrates how a government order for gunsights, when super-imposed 
upon day-to-day manufacturing activities, creates problems of managing the 
cash resources and how cash concepts differ from net-income concepts. Garnet 
Abrasive Company provides the factual background for a consideration of 
the very popular term-loan arrangement. Mayfair-Cottle Company brings a 
new clarity to treatment of reserve policy by raising questions concerning 
the funding of reserves. Not to mention others is an injustice, but it cannot be 
avoided. 

Persons unacquainted with the use of business cases find it difficult to learn 
how and when to use them for instructional purposes. Those who would 
venture forth in this pedagogical jungle cannot proceed as is often done in 
more familiar territory by adopting a textbook and “letting ’er rip.” That 
probably explains the purpose of the introductory chapter on the uses of case 
problems. However, he who would learn to work with case material must go 
elsewhere for instruction, for the authors have defaulted on their missionary 
obligations. They have failed to present an adequate rationale for their 
purposes. 

One other negative word cannot be avoided. Granted that clothbound 
books probably sell more readily and stand longer as monuments to their 
authors’ erudition, nevertheless, is the book publishing industry so devoid 
of imagination that it cannot produce a loose-leaf volume to be handled as 
business papers are handled? Here is an opportunity for some venturesome 
publisher to produce materials in more realistic and manageable format, not 
to mention lower cost. 

in toto the authors have, indeed, performed a worthy service. We have a 
fresh source of case material, but far more important, we have an increased 
opportunity to promote professional business training. Students will learn 
that business problems call for action which can not be taken “by and large” 
or “in the long run,” but must be taken “now.” These cases foster the funda- 
mental skills of financial management—discovering the meaning of figures, 
recognizing and choosing between alternatives, initiating ideas, planning and 
controlling operations, and bargaining. 

Use of these cases perhaps will encourage ‘instructors to reflect upon the 
broader implications of training for professional business responsibilities. 
Those who are dissatisfied with the course of events at final examination time, 
or those who are sensitive to the criticisms which private and public employers 
level at college graduates, now have an opportunity to do something about it. 

Knowledge of facts alone is not power—except on a radio quiz program. 
Power lies in the collective skills with which trained persons attack the myriad 
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problems in a world of variable and capricious conditions. These cases get at 
those skills in the field of finance. 
KARL A. BOEDECKER 
University of Tennessee 


Standards and Labels for Consumers’ Goods. By Jessie V. Cores. (New 
York: Ronald Press. 1949. Pp. viii, 556. $6.00.) 


Dr. Coles’ new book is intended as a college textbook, for marketing 
groups, and for a lay public. Since the purposes differ, the criteria used in 
judging its efficacy must vary also. It is an excellent text, comprehensive, 
clear, intelligent, and offering some new material not easily obtainable 
elsewhere. 

Part VII is a compendium of present standards and labels for specific 
commodities. Here the reader finds that “Jumbo” eggs are larger than “Extra 
Large” and that “Peewee” is smaller than “Small”; that “U. S. Consumer 
Grade A” eggs are inferior to “U. S. Consumer Grade AA.” The lowest con- 
sumer grade egg is “No Grade.” “Prime” beef is better than “Choice” ac- 
cording to federal grades. If you are considering buying a fur it is useful 
to learn that the “correct name of the fur must be the last word of the 
description, and if any dye or blend is used simulating another fur, the word 
‘dyed’ or ‘blended’ must be inserted between the name signifying the fur that 
is simulated and the true name of the fur, as, for example, ‘Seal-dyed 
Muskrat’ ”?” (p. 465, Trade Practice Rule). ) 

Not only are these four chapters fascinating reading, but they offer a path 
by which the consumer can come out of Wonderland into Literacy as far as 
a vocabulary has been invented. The author does not point to the reasons for 
unnecessary confusion in many of these descriptive grades. By implication the 
reader becomes aware, however, of the vital importance to the consumer 
of a simplified nomenclature. Neither does Dr. Coles comment on the inade- 
quacy of many of these standards for revealing quality to the consumer. 

Thé controversial issues involved in grade labeling are well presented in 
Part VI. 

Dr. Coles discusses mandatory grade labeling in Canada, making a real 
contribution to textbook literature on this subject. U. S. and Canadian spe- 
cifications for canned tomatoes are compared. “Processors and distributors 
in Canada are apparently well satisfied with grade labeling of canned foods, 
although the canners at first met the law with lively resistance” (p. 340). 
Reasons are discussed, and ironically, one is that “grade labeling of canned 
fruits and vegetables in Canada is not used primarily as a sales appeal to 
consumers, It does, however, provide a satisfactory basis on which canners 
sell and on which distributors buy, knowing what they are getting” (p. 340). 
She states that compulsory grade labeling has not affected the use of brands 
and advertising there, both being used extensively. One point concerns the 
historical gradualness of law enforcement. 

The first two parts of the book present the background to the problem of 
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information for consumers use in buying. The third, fourth, and fifth parts of 
the book are concerned with relatively technical but useful material including 
the meaning of standards, their use by producers, procedures for securing 
standards, terminology. 

As a book for a general audience it will be helpful to stores and chains with 
“informative selling” divisions such as W. T. Grant’s. Business groups con- 
cerned with legal accuracy of labels under the Food and Drug Act also will 
find it useful. Dr. Coles hopes that, among others, the book will be of interest 
to “advertisers and their agents.” This seems like a dubious hope unless the 
Sears’ Roebuck catalog comes under the heading of advertising. It is doubtful 
whether housewives will be aided by the valuable information in Part VII, 
not from lack of appreciation but from lack of inspection. 

One of the interesting points discussed is the relativity of standards to 
technological knowledge. Professor Coles quotes the president of Bell Tele- 
phone Laboratories: “To me a proper engineering or industrial standard is 
a temporary statement which includes all that is really essential of proven ` 
current knowledge to define the thing standardized” (p. 231, n. 12, italics 
supplied). 

It is regrettable that this excellent book omits discussion of the economic 
effects of standardization of consumers’ goods. Relation of standards to costs 
is occasionally mentioned but there is no organized, systematic, exploration 
of this important subject except by implication in the early chapters. 

Dr. Coles’ book contributes to the understanding of grade labeling. Perhaps 
out of such understanding a law will evolve in this country providing for 
compulsory grade labeling of standardized products. Or this may be the 
dream of an optimist. 

VIOLA WYCKOFF 

New York University 


Industrial Organization and Markets; Public Regulation of Business 


Report of the Federal Trade Commission on the Merger Movement: A 
Summary Report. (Washington: Supt. Docs. 1948. Pp. vi, 134. $1.00.) 

Report of the Federal Trade Commission on the Concentration of Productive 
Facilities, 1947, (Washington: Supt. Docs. 1949. Pp. iv, 96. 25¢.) 

Concentration of Output in Each of 452 Industries, as Measured by the 
Census of Manufactures of 1947. A report to the House Subcommittee on 
Study of Monopoly Power, by the Secretary of Commerce. (Washington: 
Supt. Docs. 1949. Pp. 26.) 


I 


The stated purposes of the summary report of the Federal Trade Commis- 
sion on mergers are (1) to present the main legal and economic considera- 
tions with respect to the proposed amendment of section 7 of the Clayton 
Act and (2) to describe the merger movement which has been in process 
since World War II. The study provides an excellent analysis of the forces 


> 
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and factors at work making for ever larger combinations of capital in the 
American economy. Teachers of courses in economic principles and in govern- 
ment and business will find it a useful presentation of concrete material on 
mergers and the principal way in which price competition has been, and is 
being, destroyed. 

A popular view with respect to the growth of big business (giant corpora- 
tions) is that the increase in bigness has been a natural, inevitable economic 
evolution made necessary by the requirements of modern technology. It is 
true that many corporations have grown through the building of new and 
larger plants. The Commission, however, presents evidence to show that 
“a very large part of the rise in economic concentration has been due to 
consolidations, acquisitions, and mergers.” The “substantial” part of eco- 
nomic concentration has been the artificial result (1) of changes in our 
stafute laws granting corporations the holding company power and (2) of 
action by a majority of the Supreme Court in defeating the intention and 
desire of Congress “to arrest the creation of trusts, conspiracies, and monopo- 
lies in their incipiency and before consummation.” 

In adopting section 7 of the Clayton Act, Congress sought to prevent the 
customary and usual method of effecting mergers—namely, the corporate 
acquisition of stock in formerly independent and competing corporations. 
Soon after the Clayton Act was adopted, however, clever lawyers observed 
that section 7 did not prohibit corporate acquisition of the assets of com- 
peting concerns. This loophole was enlarged in 1926 by a decision of the 
Supreme Court holding that the Commission is powerless to act if a corpora- 
tion uses its stock purchases to acquire assets before the Commission issues 
a complaint. The extreme enlargement of the loophole occurred in 1934 
when the Supreme Court held that the same result obtains even after the 
issuance of the complaint if the assets are acquired prior to the issuance of 
the final order. Present-day merger procedure is thus based upon a deliberate 
policy (1) of purchasing assets whenever interstate commerce is involved 
or (2) of purchasing stock with an acquisition of assets if and when the 
Commission issues a complaint. , 

If the desire of Congress to “nip monopoly in the bud” is to be effectively 
realized, the Commission emphasizes, the Clayton Act must be amended to 
prohibit the acquisition of assets, as well as stock, whenever competition 
between the acquiring and acquired companies is substantially lessened. The 
Commission has been making this recommendation for nearly twenty-five 
years, but Congress has refused to act. 

The main objections which have been, and still are, typically made against 
the proposed amendment are (1) that it would prevent a corporation in 
failing condition from selling to a competitor, (2) that it would prohibit small 
corporations from merging, (3) that it would increase bureaucratic controls, 
and (4) that recent decisions of the Supreme Court (particularly the 
Tobacco case, 1946) make the amendment unnecessary. These arguments, 
the writer suggests, are without economic merit. If price competition is to 
be preserved as a public policy, every effort should be made to prevent 
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trade-restraining acquisitions by financially stronger firms or even by small 
concerns. The alternative policy of accepting mergers is, in fact, the one 
which will increase bureaucratic controls. Although recent decisions have done 
much to strengthen the application of the Sherman Act to mergers, the 
Columbia Steel case (1948) indicates that judicial interpretation does not 

„provide an adequate remedy for mergers. The fact is that an amendment of 
section 7 is opposed by big business because it would stop the use of the most 
effective method which big business has found for preventing price competi- 
tion and for acquiring financial power to use—when necessary—in over- 
whelming weaker competitors. 

The Commission concludes its valuable study with the admonition that 
time is running against the public. If section 7 is not amended very soon, it 
may be impossible to create or maintain price competition in important areas 
of the economy. : 

The Commission’s case for amending section 7 is effectively made. Economic 
concentration, however, has now advanced so far that this proposal will 
provide only a partial remedy. Proposals to amend section 7, it is suggested, 
should be coupled with some form cf Congressional action to aid the Depart- 
ment of Justice and the courts in speeding up a dissolution (or unravelling) 
of mergers of formerly independent and competing plants in the various 
natural market areas of the nation. 


H 


The Report of the Federal Trade Commission on the Concentration of 
Productive Facilities, 1947 presents valuable data on the extent of economic 
concentration in American industry. A principal conclusion reached by the 
Commission is that “the 113 largest manufacturing corporations, with assets 
in excess of $100,000,000 each, owned $16,093,000,000 of net capital assets 
(property, plant, and equipment), or 46 percent of-the total for all manu- 
facturing, both corporate and noncorporate.” 

The data compiled by the Commission reveal that there are considerable 
differences in the extent and character of concentration in various industries. 
The per cent of net capital assets owned by a single company was found to 
range from a high of 57.9 in linoleum to a low of 8.4 in drugs and medicines. 
A criticism levied against such percentage figures is thatthe Commission in 
certain of its calculations assigned all of the net fixed aSSets of a particular 
concern to the production of a given product even though a part of the assets 
were not related to the production of that product. Thus, all of the net fixed 
assets of the Armstrong Cork Company were assigned to the production of 
linoleum, whereas a large percentage of the company’s assets—said by the 
company to be two-thirds—are devoted to the production of other products— 
such as fibreboard, heat insulating material, wallboard, glass containers, and 
industrial cork products. This criticism of the percentage figures, in my opinion, 
is a valid one. Insofar as the net fixed assets of multi-product companies are 
allocated to one particular field, the percentages on concentration of productive 
facilities in a single company tend at times to be very misleading. 
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One shortcoming of all studies on the percentage of production or sales 
controlled by a concern is the fact that the percentage figure is shown for the 
nation rather than for the company’s area of practical shipment. A merger 
of cement mills in one regional area, for example, might account for less 
than 5 per cent of the sales in the nation and yet actually control 20 to 100 
per cent of the productive capacity in its own area of practical shipment. Data 
on the percentage of production or sales of a concern in its area of practical 
shipment would be highly useful (1) in dissolution suits and (2) in the 
adoption of new legislation to curb mergers. 

In the opinion of the reviewer, the Commission could further enhance the 
significance of its studies on economic concentration by including in its 
analysis of industries characterized by “high,” “moderate,” “low,” and “very 
low” levels of concentration a brief description of (1) the pricing practices 
employed by firms in the particular industry (basing point, freight allowed, 
or f.o.b. mill pricing), (2) the sales policies pursued by industry members 
(sales to all comers or a concerted refusal to sell to nonconsuming trade 
interests), and (3) the policy followed by industry members with respect 
to production (a general curbing of production by all firms when demand 
declines or the maintenance of a substantial volume of output by the more 
efficient firms with a decline in prices). It would be desirable for Congress and 
the public, as well as the courts, to have not only a continuing body of in- 
formation on economic concentration, but also a more complete understanding 
of the economic consequences of concentration. 


Ii 


The 1949 report of the Secretary of Commerce on concentration of output 
in each of 452 industries provides additional valuable data for use in studying 
concentration in American industry. The information was compiled from the 
Census of Manufactures of 1947, the latest year for which the census has 
been taken. All of the data presented are shown for companies in each in- 
dustry, rather than for individual plants. The data are arranged, moreover, to 
show for each industry the proportion of output which was concentrated in 
the top 4 companies, the top 8 companies, the top 20 companies, and the top 
50 companies. 

& 

The study on economic concentration prepared by the Department of 
Commerce will undoubtedly be made again with data from the next Census 
of Manufactures. In taking this census and in presenting the resulting data, 
it would be highly desirable to secure information on (1) the number of 
separate producing plants owned by a company, (2) the type and location 
of the various plants, and (3) the method used in acquiring each plant, 
2.é., purchase of stock, purchase of assets, or construction by parent company. 
The availability of such data, it is suggested, would be useful in studying the 
causes of economic concentration, as well as the remedies to be applied in 
controlling it. 

VERNON A. MUND 

University of Washington 
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Public Utilities; Transportation; Communications 


National Transportation Policy. By CHARLES L. DEARING and WILFRED OWEN. 
(Washington: The Brookings Institution. 1949. Pp. xiv, 459. $4.00.) 


The volume by Dearing and Owen presents a description and criticism of 
federal promotional and regulatory policy relating to transportation and of 
the organization of the federal agencies concerned therewith. 

The authors find that, while “Federal action can be credited with a very 
substantial share of the progress which finds us today with the world’s 
greatest transportation plant” (p. 163), we have nevertheless not secured 
the maximum benefits from the federal expenditures nor maximum efficiency 
and economy in the transportation system. The basic defects of federal promo- 
tional policy which are responsible for this situation are found to be (1) that 
there is no over-all consideration of transportation needs and hence no integra- 
tion of the promotional programs relating to the various agencies of transporta- 
tion; (2) that promotional and planning activities suffer by being confused with 
regulatory functions and included among the responsibilities of the independent 
regulatory agencies; (3) that promotional policy “is instituted with complete 
disregard for the regulatory activities elsewhere prescribed by Congress” (p. 
136); and (4) that “there is no positive concern for the condition and 
development of the railroad system comparable to the federal interest in 
other forms of transportation” (p. 137). 

In discussing the relation of transportation to national defense, the ioe 
add the further criticism that the federal government has assumed no re- 
sponsibility for formulating and implementing an over-all program, and that 
thus far “we have depended upon vague references to the national defense 
significance of transportation in federal transportation statutes to assure 
facilities adequate for wartime needs” (p. 161). They point out also that 
federal policies supporting air, highway, and water transportation may make 
difficult, if not impossible, the maintenance of railway facilities adequate for 
national defense. 

Likewise, the present transportation regulatory arrangements are alleged 
to have a number of serious weaknesses. First of all, it is said that the present 
controls over entry of new enterprises into the transportation field “are not 
effective devices for advancing the public interest in adequate transportation 
service at reasonable price” (p. 227), nor are they fully effective even in 
protecting established firms against would-be competitors. The statutory pro- 
visions prohibiting unjust discrimination and calling for a distribution of 
' traffic between different transportation agencies on the basis of relative 
economy and fitness are said to be nullified by the uneven distribution of 
federal financial aids among the various transportation agencies and by the 
fact that railways and pipe lines receive no aid at all. “In effect, government- 
created discrimination has been substituted for that formerly exercised by 
private monopoly” (p. 366). The authors hold that the Interstate Commerce 
Commission’s control over the railway rate level, and particularly the re- 
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quirement that the Commission consider the effect of the rates prescribed 
upon the movement of traffic, have resulted in long delays in granting rate 
increases required to offset rising costs during the past few years, and hence 
are largely responsible for the present relatively unsatisfactory condition of 
railway finances. It is said that in passing upon the level of rates the Commis- 
sion is exercising a managerial function, but without any possibility of being 
held financially accountable for errors which it might make. It is held that 
coordination of all forms of transportation is impeded by the policy of 
subjecting air transportation to a separate regulatory statute administered 
by a separate agency, while the other forms of transportation are subjected 
to a common regulatory control. Finally, it is contended that railway con- 
solidation is essential to carrier efficiency and to effective rate regulation, that 
efforts to work out a satisfactory consolidation program on a voluntary basis 
have failed and that the Interstate Commerce Commission is neither sym- 
pathetic to a-consolidation program nor adapted to the task of formulating 
such a program. 

The authors have a number of suggestions to remedy the foregoing weak- 
nesses jn present transportation policy. First, they recommend that, so far as 
practicable, publicly provided facilities be financed by user charges. Second, 
the federal government should assume responsibility for an over-all program 
of providing the transportation facilities needed for defense, the facilities 
required to be specified by the military and to be financed through the defense 
budget. Third, the statutory provisions giving the Interstate Commerce Com- 
mission power to pass upon the level of rates and requiring it to consider: 
the effect of rates prescribed upon the movement of traffic should be elimi- 
nated. Fourth, compulsory consolidation of railways should be undertaken 
and should be planned by a proposed new Department of Transportation. 
Fifth, regulation of all transport agencies should be vested in a new Transport 
Regulatory Commission. Finally, the new Department of Transportation, 
headed by a secretary with cabinet status, should be set up to handle all 
transportation planning and promotional functions, including a number of 
activities now handled by regulatory agencies. 

Limitations of space permit only the briefest comment upon the foregoing 
recommendations. The reviewer cannot agree with the authors’ strictures 
concerning the statutory provision requiring consideration of the effect of 
rates upon the movement of traffic. Furthermore, he is of the opinion that 
consideration of this factor is essential to effective regulation of rate dis- 
crimination even if control over the level of rates were eliminated. The 
authors’ argument that delays in granting rate increases have been largely 
responsible for relative weakness in railway finances in recent years impresses 
the reviewer as somewhat overdone, espcially since other important factors 
are neglected. The recommendation for user charges to finance publicly pro- 
vided facilities, carefully qualified as it is by the authors, will doubtless com- 
mand wide support, although the treatment of. the proposal would have 
been strengthened if its theoretical implications as an example of marginal 
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cost pricing had been analyzed. There is much to be said in favor of railway 
consolidation, but the authors’ treatment, to be well balanced, should have 
given consideration to the dangers and limitations of the proposal. Finally, 
while the authors make a good case on organizational grounds for the 
establishment of a Department of Transportation, their discussion leaves the 
impression (perhaps unintentionally) that the mere establishment of such 
a department would automatically assure the solution of the substantive 
problems of transportation planning and promotion along lines more in 
harmony with the public interest than at present. Despite the foregoing 
objections, however, the reviewer regards this as a useful and challenging 
study. 
Rogert W. HARBESON 
University of Illinois 


Land Economics; Agricultural Economics; Economic Geography 


Oil! Titan of the Southwest. By Cart Coxe Ristrer. (Norman, Oklahoma: 
University of Oklahoma Press. 1949. Pp xxiii, 467. $5.00.) 


This new book, a significant addition to the extensive literature dealing 
with the oil industry, is one of the most complete and detailed histories of oil 
development in the Southwest yet to appear. The Southwest includes the 
states from Kansas south to the Gulf and from Louisiana and Arkansas west 
to New Mexico. The author does not merely trace the drilling of wells, the 
bare record of the exploitation of the many fields, but he brings in pertinent 
and interesting details as to individual leases, individual drillers, geologists and 
other personages, as to the oil companies operating, and as to geological forma- 
tions. The length of the bibliography suggests a very meticulous search of 
original sources, although there are significant omissions from the bibliography. 

It is unfortunate that the author has not written with a little less 
enthusiasm for the “Titans” who “developed” (gutted) the oil resources of the 
Southwest, and with more understanding of the broad social aspects of our 
frenzied and fantastically wasteful “development.” The oil men were indeed 
energetic, resourceful, and technologically progressive—as are the business- 
men in most other competitive industries—but their exploitation of our 
irreplaceable oil resources makes a sad story, a story of which Americans 
ought to be heartily ashamed. 

JOHN Ise 

University of Kansas 


Production and Welfare of Agriculture. By THEopoRE W. ScHuitz. (New 
York: MacMillan. 1949. Pp. xi, 225. $3.50.) 


For this book Professor Schultz has drawn on a dozen or more essays he 
has written on agricultural economics and policy since the war. There 
is some repetition, or more accurately, some unnecessary reiteration of key 
assumptions and contentions, and a few of the topics—a short and rather 
cursory discussion of grazing policy, for example—are there, one supposes, less 
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because they belong than because the author had some comments in stock. 
Its origins notwithstanding, the book is a well-rounded commentary on the 
important contemporary issues of principle and policy concerning agriculture. 

It also shows the qualities of mind and temperament that have earned 
Professor Schultz’s views such respect in this field. He begins with the ob- 
jectives of a national community for its agriculture—the objectives in re- 
source allocation, in level and stability of farm income and for the 
entrepreneurial unit. (His chapter on the family farm should be admirable pro- 
tection for any reader against the clichés surrounding this sainted subject.) 
Having established the proper goals, and demolished some improper ones, 
Professor Schultz examines the present state of efficiency in American 
agriculture (from comparative and perhaps unavoidably dubious statistics of 
product per man he concludes that it is low in comparison with both industry 
and the farms of other advanced countries) and then proceeds to issues 
arising from instability of farm prices and incomes, and to a variety of 
topics on domestic farm and international trade policy. He invariably ap- 
proaches a topic after a careful statement of his assumptions and he rarely 
leaves it without considering the attitudes and beliefs that limit con- 
clusions or shape the recommendation that follow from the economic data. 
Also, he rarely leaves a subject—the vaunted efficiency of American agri- 
culture, the virtues and pervasiveness of the family farm, the conventional 
attitudes toward tenancy as opposed to ownership, uninhibited price move- 
ments as an allocator of resources—without damaging a few glib precon- 
ceptions. Yet he never appears to be breaking altar pieces merely to enjoy 
the noise. 

It is the reviewer’s privilege in treating a book of many topics to be selec- 
tive even at the expense of the author. I shall confine myself to two of 
Professor Schultz’s points. One is a basic point of theory on which he places 
great emphasis; the other is an issue of policy of great contemporary interest. 

The problem of principle with which Professor Schultz is deeply con- 
cerned, is the double and conflicting rôle of price in the political economy 
of contemporary agriculture. There is the economist’s price, as ever a 
vigorous sprout on the Chicago Midway, which is the motivation to efficiency 
in resource use and the clue to the state of that efficiency. There is also the 
American Farm Bureau Federation’s price which is the controllable dimen- 
sion in farm income, which is exclusively so viewed, and which flourishes 
even more vigorously in Washington. It is Professor Schultz’s deep con- 
viction that price cannot serve two masters especially where one, efficiency, 
has objective and quite precise standards of performance and the other, 
welfare, has wholly subjective standards of what is right and sufficient. He 
is further persuaded that income has become the dominant employer of price. 
In becoming so, notably through the mechanism of high support prices, the 
allocative efficiency of price in agriculture is being destroyed. And the welfare 
aims that are served are mostly those of the commercial farmers—having 
more to sell they get more—not those who, if meagerness of income were the 
guide, would be considered most in need of help. 
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This is a persuasive argument. My principal quarrel with Professor Schultz 
lies in his failure to qualify its application. Whether the impairment of the 
allocative function of price, by placing it in service of income goals, is 
serious or not depends, at least partly, on the efficiency of the mechanism ex 
interference. Professor Schultz has his own doubts—because of their extreme 
amplitude he does not believe that free price movements communicate very 
satisfactory information to farmers on resource use. He proposes a system of 
discretionary support prices, called forward prices, not to enhance income but 
to guide resource use. By the author’s own concession, what is lost is not 
very useful although he can properly reply that the use of support prices to 
enhance income precludes the use of his alternative. 

More important, there are circumstances where price does not work at all 
as an allocator and, indeed, where it is not required. That is under con- 
ditions of large-scale resource unemployment. It was meaningless in the 
thirties to say that resource use in wheat or cotton was excessive and that 
there should have been transfers to, say, dairying. The dairy industry 
could have been expanded out of resourses that had a marginal value product 
of zero. Why pick on wheat and cotton where resources were at least employed? 
Thus the marginal tests of relative efficiency do not hold when there are un- 
employed resources that can freely be drawn upon or when the probable 
alternative to a given employment is unemployment. Now to a considerable 
extent, as Professor Schultz emphasizes, the aim of farm price policy has 
been cyclical stability for farmers—to protect farmers in that next depression 
the spectre of which haunts and even controls farm price policy. It is for such 
a time that an income-maintaining price policy has been primarily designed. 
Unfortunately for my argument we are certain to have some price supports 
that are too high—that will be effective at full employment income. But the 
circumstances under which price supports would be generally effective, 2.¢., 
a serious depression, would be those when they would do least violence to 
allocative efficiency. 

This still does not mean that such a technique for maintaining farm in- 
come during depression is the best possible one. Professor Schultz has done 
more, perhaps, than any other person to persuade us that a far better 
method is to let individual prices find their marketlevel, subject perhaps 
to the ironing out of extreme fluctuations, and to the needs of a publicly 
guided storage policy. The income so returned would then be supplemented, 
as necessary, by direct subsidy. Such a policy is desirable for storable com- 
modities; for perishables it is close to an imperative. 

This brings me to my last comment. In view of his commitment to this 
procedure one would have expected Professor Schultz to be strongly favorable 
to Secretary Brannan’s proposals of a year ago. The heart of the so-called 
Brannan plan was free prices for perishables and a system of income pay- 
ments. Professor Schultz does applaud this part of the proposal but his ap- 
proval is submerged in criticism of the income guarantee which the Secretary 
proposed and of the mechanics of its determination. These, while unsup- 
portable, are not important. The income under the Brannan Plan would, in 
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practice, be set not by formula but by what Congress would appropriate. 
The plan had the great virtue of bringing these appropriations, and the cost 
of the farm program out in the daylight, where there would be most chance 
for rational consideration and limitation. In view of known farm organiza- 
tion attitudes toward production payments, and also, perhaps, toward open 
as distinct from concealed subsidy, Secretary Brannan’s acceptance of a 
substantial part of what some agricultural economists have called the Schultz 
Plan was an act of courage. Professor Schultz is critical of the Secretary 
for failing to provide the whole cake of reform. In agricultural policy, a slice 
is banquet. 
J. K. GALBRAITH 
Harvard University 


Labor 


Unions and Capitalism. By CHARLES E. LINDBLOM. (New Haven: Yale Uni- 
versity Press. 1949. Pp. xi, 267: $3.75.) 


“The thesis of the book is that unionism and the private enterprise economy 
are incompatible... .” (Preface, p. v). Unionism is “. . . disruptive be- 
cause it will cause an amount of lasting unemployment or a degree of con- 
tinuing inflation which will become so serious that the competitive price 
system will be abandoned in the search for remedies” (p. 139). Union 
monopoly is deadlier than enterprise monopoly for neither the consumer nor 
the immediate buyer of labor can refuse to purchase labor monopolistically 
priced on an industry-wide basis, while enterprise monopoly can always be 
significantly restricted by buyers turning to substitutes. Union monopoly is 
also strategically placed to capture the benefits of technological advance (p. 
131). Union monopoly further undermines the “competitive order” by under- 
cutting managerial authority and prerogatives (pp. 156-68). But it is un- 
employment and inflation that are the twin focal points of Mr. Lindblom’s 
study* of the consequences of the wage-making process under unionism. The 
book is some clarification of earlier work in which Mr. Lindblom did not 
distinguish the separate effects of unionism on the structure of wages from its 
effect on the level of wages.? 

The seriousness of these charges against unionism and collective bargaining, 
in the name of economic analysis, commends the book to the sober and re- 
flective study of all economists and students of public policy.? There is 


*The book is a systematic development of the theme presented by Henry Simons, 
“Some Reflections on Syndicalism,” Jour. Pol. Econ. (Mar., 1944), pp. 1-25. (Reprinted 
in Economic Policy for Free Society, Chicago, University of Chicago Press, 1948, pp. 121- 
59.) 


* See, Charles E., Lindblom, “ ‘Bargaining Power’ in Price and Wage Determination,” Quart. 
Jour. Econ. (May, 1948), pp. 396-417 and “The Union as a Monopoly,” Quart. Jour. 
Econ. (Nov., 1948), pp. 671-97. 

*This review accepts at face value Mr. Lindblom’s statement of his own objectives. 
He states he is not “pamphleteering’; he wishes “to diagnose.” The argument is not 
intended as “an attack on unions”; Mr. Lindblom labels himself a “liberal.” 
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much analysis that is useful and stimulating, such as the comparison of 
monopoly power in the product and labor markets. There are precepts that 
will command general acceptance: “If we have believed that unionism is a 
power for social betterment, we must recognize that it may be constructive 
and disruptive at the same time... .” (p. vii). But any judgment of the 
book depends fundamentally upon the validity of its central thesis. This 
review sketches a series of points in appraisal of that conclusion. 

1. A preliminary logical difficulty arises from the failure to distinguish 
among several alternative propositions: (a) Unions have produced and are 
creating some unemployment and inflation. (b) Unions have a tendency to 
produce these results. (c) Unions probably will produce these consequences 
in some degree. (d) Unions necessarily create these dislocations. (e) Un- 
employment and inflation necessarily created by unionism are so large as 
necessarily to force abandonment of private enterprise. Mr. Lindblom ad- 
vertises (p. 22) that he establishes this last proposition. In that event the 
alternatives (a) through (d) would necessarily be accepted. 

This reviewer has been unable, however, to locate any explicit statement of 
the steps by which proposition (e) is thought to be demonstrated. He carries 
away the uneasy feeling that the author has convinced himself of the validity 
of (e) from more plausible arguments establishing (b) or (c). It is difficult to 
reconcile (e) with the frank admission: “How unionism changes the alloca- 
tion of resources is therefore in large part nothing more than a guess... . 
But no one can be confident that he knows on balance what the consequences 
of unionism are for resource allocation” (p. 154; also see p. 224). The gap 
between proposition (e) and milder versions is also illustrated by the word 
“inadequate” in the italicized conclusion: “The union can control wage rates 
monopolistically because under strong unionism these checks or limits neces- 
sary to maintain “competitive” wage rates are inadequate” (p. 23). Even this 
type of judgment, which this reviewer finds unsupported in Unions and 
Capitalism, is a long way from proposition (e) that unionism results in in- 
flation and unemployment to a degree that necessarily destroys private enter- 
prise.* 

2. A further preliminary ambiguity arises from the failure to define more 
carefully the usage given to the terms “monopolistic” and “competitive” 
wage rates or wage level. “Certain patterns of wage determination include 
internal checks confining wage rates within limits which are neither too high 
for continued high levels of employment nor inflationary. These are here de- 
fined as ‘competitive’ wage rates. ... Competitive rates, as here defined, are 
not those wage rates which would be found in the economist’s hypothetical 
perfectly competitive society, nor do they at all closely approximate such 
‘ideal’ rates” (p. 23). Competitive wage rates are thus defined as non-union 
wage rates; wage rates determined under unionism are by definition “monop- 
oly” wage rates. Moreover, “competitive” wage rates are noninflationary 
and not “too high for continued high level employment”; union wage rates 


*Compare the effect of unionism on “private enterprise” with the impact of wars and 
depressions. 
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are by definition inflationary. The argument to establish the consequences 
of unionism is scarcely clarified by these definitions. 

3. One of the two main prongs of Mr. Lindblom’s analysis concerns the 
effect of unionism on the wage structure and upon the allocation of the labor 
force. “Now the effect of unionism is to manipulate wage costs in an arbitrary 
manner... . Union wage rates reflect power in the market place and not 
simply the forces of rigorous competitive pricing of labor” (p. 153). The 
mechanism producing unemployment is not as clearly stated by Lindblom 
as by Machlup,® but the argument requires “distortions” in the wage structure 
from pre-union conditions. (But how both union and pre-union wage struct- 
ures compare with the “competitive” ideal creates the uncertainty in the 
analysis.) Wage rates in strongly unionized sectors are pushed up, reducing 
employment; the unemployed are forced into other (non-union) labor markets 
and there reduce wage rates. Wage rates are pushed up in expanding 
industries reducing job opportunities for those who should be transferred from 
other sectors. Mr. Lindblom also makes no mention of the possibility that 
relatively high wage rates attract an unnecessarily large supply of labor to 
particular labor markets. Whatever the details of the mechanism for Lind- 
blom, unionism produces unemployment, aside from the inflation problem 
considered under (3), through its direct impact upon the wage rate structure. 

If it is contended that unionism has, as a mater of fact, “distorted” the 
wage structure of the country and created unemployment, there is a consider- 
able body of evidence to test the validity of this position. Indeed, it is high 
time that Lindblom, Machlup,* Wolman,’ et al., “put up or shut up” on the 
consequences of unionism fo date for the structure of wage rates in this 
country. The position that there has been significant distortion and arbitrary 
movements in the wage structure can be rejected. The data are consistent with 
the alternative hypothesis that unionism has had little independent influence 
on the wage structure among bargaining units. 

A brief reference to this evidence is in order. (a) The geographical wage 
structure of manufacturing industries did not change to any marked degree 
in the period 1907-46. (b) The occupational wage structure within industries 
has changed about the same way among various regions.® (c) The wage 
structure by industries in the years 1923-40 appears to have been more re- 
sponsive to changes in productivity and product market conditions rather 


°For a similar ambiguity in an earlier definition, see Charles E. Lindblom, “The Union 


as a Monopoly,” lec. cit., p. 672. Dr. Herbert R. Northrup has called this definition to 
my attention. 


° Fritz Machlup, ‘“Monopolistic Wage Determination as a Part of the General Problem 
of Monopoly,” in Wage Determination and the Economics of Liberalism (Chamber of 
Commerce of the United States, January 11, 1947), p. 71. 


*Leo Wolman, Industry-Wide Bargaining (The Foundation for Economic Education, 
1948). 


“Trends in Regional Wage Differentials in Manufacturing 1907-46," Monthly Labor 
Rev. (Apr., 1948), pp. 371-77. 


° Harry Ober, “Occupational Wage Differentials, 1907-47,” Monthly Labor Rev. (Aug. 
1948), pp. 127-34. 
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than to change in the extent of union organization.?° (d) The uniformities in 
wage structures among crafts in the building industries in various cities sug- 
gest that the accidents of union and employer strength are not decisive." 

The explanation for these statistical results is to be found in Lindblom’s 
own discussion of the limitations on union power to raise wage rates—non- 
union competition, mechanization, inter-plant competition, problems of em- 
ployment in marginal firms, self-employment, and inter-product competition 
(pp. 67-124). The inescapable conclusion is that these factors in the recent 
past have been a more effective limitation to arbitrary wage rate increases 
than Lindblom would have suspected. 

In appraising the consequences of unionism on the wage structure for 
the future, Lindblom lacks judgment and perspective in comparison with 
Sumner H. Slichter, John M. Clark and Bertil Ohlin, who have carefully con- 
sidered the same problem and reach no such dismal conclusion.?? That union- 
ism has potentialities for “distortion” of the wage structure and distribution 
of the labor force is not denied. That these consequences necessarily arise 
in the magnitude necessary to support Lindblom’s conclusion has not been 
established. The observer familiar with the “feel” of collective bargaining is 
apt to come to the judgment that the parties are more sensitive to the long- 
run limitations on wage rates in their economic environment than Mr. 
Lindblom would have suspected on logical grounds. 

4. The second main prong of Lindblom’s analysis concerns the consequences 
of unionism on the general level of wage rates: he sees long-run and sub- 
stantial inflation (pp. 138-55). At times Lindblom regards this inflation in 
itself as creating unemployment and at other times as “disruptive.” Thus, at 
points Lindblom falls into the now fully exposed error of arguing from 
particular equilibrium to the system as a whole. “Monopoly rates in the 
economy as a whole mean unemployment in the economy as a whole” (p. 
140) .2° But clearly the total volume of employment depends upon the deter- 
minants of the system as a whole. The vast literature on the consequences 
of a change in the general wage level for the system as a whole precludes such 
a dogmatic conclusion without further specification of monetary policy, pricing 
policies of business enterprises and other familiar factors. 

In more careful passages Lindblom, with most authors who have written on 
the topic, envisages a contest between the unions raising the general level of 
wage rates and business enterprises reducing labor costs. Lindblom discounts - 


"John T. Dunlop, “Productivity and the Wage Structure,” in Income, Employment 
and Public Policy (New York, W. W. Norton, 1948), pp. 341-62, and Joseph Garbarino, 
“A Theory of Inter-Industry Wage Structure Variation,” Quart. Jour. Econ. (May, 1950), 
pp. 282-305. 

See, U. S. Department of Labor, Union Wages and Hours, Building Trades, July 1, 
1948, Bulletin 951, Washington, D.C., 1949, 

1? Sumner H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell Univ, Press, 
1947), pp. 71-98; John M. Clark, Guideposts in Time of Change (New York, Harper and 
Bros., 1949), pp. 147-204; Bertil Ohlin, The Problem of Employment Stabilization (New 
York, Columbia Univ. Press, 1949), pp. 3-26. 


* Also see page 14. 
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the effects of wage pressure on managerial efficiency: “evidence is lacking 
that high wage rates actually provide an additional stimulus to innovation” 
(p. 147). He concludes that only by “multiplied coincidence” would union 
wage policy avoid inflation. But is not the crucial question a matter of degree? 
It can readily be conceded that unionism creates inflationary pressures, 
particularly at high level employment. But do these pressures result in a 
money wage rate level rising faster than average productivity to create a 
rising price level of one per cent per year or five per cent per year? The 
degree of inflation is the critical point. On this point Lindblom is conspicu- 
ously silent! 

5. This reader has put down Unions and Capitalism disappointed that a 
book with this title does not reveal more of a sense of history and develop- 
ment.’* The emergence of large and powerful labor organizations is not an 
arbitarary nor accidental event. Neither is it to be understood as an “unfortu- 
nate” intrusion in a world of competitive markets. Collective bargaining is an 
aspect of the transformation of the community to large-scale enterprises, a 
society predominantly composed of wage and salary earners, and to urban 
values. The full consequences of unionism, including political action to which 
Lindblom makes almost no reference, are to be pictured in a larger context 
which includes modern agriculture and large corporations. 

The absence of more historical orientation helps to create the impression 
that Lindblom has generalized from the immediate postwar world to “normal” 
high level employment. But the accumulated inflationary pressures of 1945- 
48 and the strained relations among the interest groups can hardly be a 
typical setting for collective bargaining.*® 

6. The book fails to recognize the wide differences among collective bargain- 
ing relations, For Lindblom all unionism is the same, and it seems to have 
emerged in the last decade (p. 169). But the many years of collective bargain- 
ing in some highly organized industries permits a sounder judgment of the 
consequences of unionism and a comparison of the environment producing 
different collective bargaining systems. A comparison of these long established 
collective bargaining relations is needed to balance judgments based upon a 
few mass production industries in a period of postwar boom. 

7. Mr. Lindblom is least satisfactory when he considers what can be done 
to avert the disruptive consequences of unionism. (a) He examines the 
possibilities of a national wage policy on an economy-wide level and rejects 
the possibility. “The advocates of statesmanship through unity are there- 
fore also the advocates of unbinding a struggling giant in the hope that his 
great power will teach him responsibility to a set of values he does not now 
accept” (p. 214). (b) He rejects the possibility of “industrial democracy” with 
the judgment that it is “. .. a device for counteracting the arbitrary power 
exercised by the employer over the worker, which at the same time estab- 

1 Compare, Joseph A. Schumpeter, Capitalism, Socialism and Democracy (New York, 
Harper and Bros., 1942). 


“See John T. Dunlop, “Decontrol of Wages and Prices,” Labor in Postwar America, 
Colston E. Warne, Ed. (New York, Remsen Press, 1949), pp. 3-24. 
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lishes the undemocratic arbitrary power of the union over the consumer” 
(p. 225). (c) He then examines a proposed program of government regulation 
of wage setting and redistribution of income which removes all wage deci- 
sions from collective bargaining and which increases individual security by 
direct money payment by the government to low wage groups (pp. 243-52). 
Lindblom would favor the adoption of such a program but recognizes that it 
would elicit no public support. He then concludes that “every proposed 
avenue of reform has brought us to a dead end” (p. 252). 

In my judgment, Lindblom has vastly exaggerated the probable and neces- 
sary dimensions of the problem of the impact of unionism on the wage rate 
structure and general wage level. A more realistic appraisal of the scope of 
the problem suggests another “solution.” There is a rôle for government to 
play in which it neither keeps hands off nor regulates in detail with final 
authority. Among major interest groups there are great possibilities of media- 
tion which have not been explored. Public discussion, the formulation of a 
climate of opinion, and even informal proposals constitute a middle course. 
The government as catalyst offers a realistic alternative to Mr. Linblom’s des- 
pair. The possibility deserves a trial. 

8. Mr. Lindblom’s central thesis constitutes another version of the in- 
evitability of the breakdown of capitalism. Unionism is a product of the 
system of private enterprise which in turn it must necessarily destroy. All 
such forms of “economic historicism” must be rejected on broad methodologi- 
cal grounds.*® 

Mr. Lindblom has sought fundamentally to establish the proposition that 
the price system and labor unions are basically incompatible from a few as- 
sumptions as to the behavior of unions and the apparatus of formal theory. 
It is well to remember, however, Whitehead’s admonition: “Philosophy has 
been haunted by the unfortunate notion that its method is dogmatically to 
indicate premises which are severally clear, distinct, and certain; and to erect 
upon those premises a deductive system of thought. But the accurate ex- 
pression of the final generalities is the goal of discussion and not its origin.” 
Collective bargaining just does not work as Mr. Lindblom has deduced. 

Joun T. DUNLOP 


Harvard University 


Insights Into Labor Issues. Edited by RICHARD A. LESTER and Josrrn 
SHISTER. (New York: Macmillan. 1948. Pp. x, 368. $4.00.) 


This collection of thirteen essays covers a wide range of labor issues, for 
the most part basic ones. The fact that no discernible pattern is interwoven 
throughout these essays is a significant commentary on the present status of 


labor research. 
Some categorisation of the problems raised is, however, possible. The 


3 K, R. Popper, The Open Society and Its Enemies, Vol. TI (London, George Routledge 
and Sons, Ltd., 1945). 

7 Alfred N. Whitehead, Process and Reality (New York, The Social Science Book Store, 
1929), pp. 12-13. 
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macro-economic approach is represented, an approach claiming ever larger 
portions of the labor field (Chaps. 12, 13). Attempts at squaring the customary 
competitive assumptions of the labor market with actual phenomena like 
unionism are most valuable (Chaps. 11 and 1, 8, 10). Frameworks for 
further research are erected (Chaps. 1, 7). In most other articles the search 
for new systematic interpretations of accumulating facts is evident. 

The striving for systematization of the labor field permeates this volume, 
by inductive as well as deductive methods, as this subject progresses from 
descriptive, unsystematic “labor problems” to its proper place as part of 
general economics. Simultaneously, psychology, politics, and social relations 
are drawn on for help. The reader emerges with the feeling that the present 
state of labor economics is comparable to that of value theory-in the ’twenties, 
during the cost controversy: new facts and a clearer understanding of reality 
seemed to contradict established theory, thus bringing about the develop- 
ment of a new one. In value theory it was monopolistic competition, while in 
labor economics this last stage has not yet been reached. However, research 
accomplished and foreshadowed by the present volume is preparing the 
way. 

A useful framework for future research is presented, first, by Harbison- 
Burns-Dubin (Chap. 1). They coordinate different social, political, and 
economic forces (power structures and social interrelationships) into a logical 
whole. Dunlop (Chap. 7) ingeniously analyzes unions as emerging from the 
stimuli of technical and market structures, social, and ideological institutions. 
Different equilibria between these factors fashion the heterogeneous picture 
we know: this is indeed a valuable historical scaffold. Shister (Chap. 4) uses 
union-management cooperation as an example (worthwhile in itself) of how 
to subject a phenomenon to penetrating, meticulous analysis. 

Both Lester’s well documented contribution on wage diversity (Chap. 8) 
and Belfer-Bloom’s “Unionism and Marginal Productivity Theory” (Chap. 
10) attack this venerated theory. Both are rewarding reading. This re- 
viewer believes—but space limitations prohibit detailed proof—that their con- 
demnation goes too far. A compromise position is tenable while awaiting a 
more inclusive theory, if a broader interpretation of marginal productivity 
is allowed. This would permit partial explanation of many union actions and 
some odd wage diversities. 

Reynolds’ excellent “Labor Market Structure” (Chap. 11) provides a realis- 
tic theoretical model of non-union labor markets, investigating supply and 
demand under partial equilibrium. His reliance on marginal productivity could 
have been tempered by his own dynamic approach (used elsewhere). This 
very instructive study contrasts with Long’s aggregative approach (Chap. 
13): labor supply reaction to changing economic conditions proves inelastic to 
both income and employment—a vital conclusion for economic planning. In 
turn, a discussion of union influence upon the labor market under full em- 
ployment conditions (Forsey, Chap. 12) adds to the important controversy 
whether central-government planning is compatible with free collective 
bargaining. Kassalow (Chap. 5) points towards a “new pattern” of greater 
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union preoccupation with over-all questions—which phenomenon may, in- 
directly, aid aggregative solutions. 

The remaining subjects are more diversified: Chamberlain’s (Chap. 3) care- 
ful distinction between legislative and judicial bargaining functions: “rights” 
and “interests”; San Francisco’s experiment in multi-employer bargaining 
(Kerr-Fisher, Chap. 2); bargaining by professional societies (Northrup 
Chap. 6); and Roberts’ (Chap. 9) interpretation of recent wage movements. 

The book is a decided contribution for which there was a real need. It 
is a way-station in the evolution of labor economics. 

Kirk R. PETSHEK 

Colgate University 


Labor Law and Legislation. By STEPHEN J. MUELLER. (Cincinnati: South- 
Western Publishing Company. 1949. Pp. xiv, 942.) 

Any attempt to acquaint people not directly connected with the law and 
with the legal problems that arise in the relationship between labor unions 
and the state, the employer, and the union members is welcome. Stephen J. 
Mueller has attempted to do so with his Labor Law and Legislation. The 
author’s aim is set forth in the preface: “. . . It is the central objective of the 
forthcoming textual and case materials to present something of a coherent 
picture of labor law and legislation in its present social setting as conditioned 
by landmarks of the historical past.” He achieves his goal. 

The importance of the contribution is clearer if we analyse the task con- 
fronting the author. Is it possible to understand labor law, a complicated field 
derived from many sources, without being a lawyer? Without knowledge of 
the law of torts? Or, if we reverse the problem, can one understand cases on 
expulsion and suspension of members without a good understanding of the 
peculiar development of American labor unions? Mr. Mueller has tried to 
solve his problem by prefacing the presentation of each group of cases with a 
few expository paragraphs in which he, as is usual in most case books, points 
out the salient features of the decisions and comments on them further by 
adding references to the socio-economic climate of the time. These prefatory 
statements include notes on the history of labor unions and strike statistics 
and short comments on union structure and government. There are also refer- 
ences to the major standard works in the field of labor, witness the introduction 
of the Hoxian classification of labor organizations (p. 52). The book covers 
the Sherman Act, Clayton Act, the Federal Anti-Injunction Act, Railway 
Labor Act, Fair Labor Standards Act and the National Labor Relations Act. 
The discussion of these acts is preceded by a relatively brief discussion of 
the early conspiracy doctrines and is followed by references to State Laws. 

The difficulty with the book is in emphasis. It follows the tradition in case 
books. Like the Sayre, and the somewhat newer Landis, this book shows great 
interest in the discussion of the legality of the weapons in collective bargain- 
ing, in the monopoly issue, and in similar peripheral problems. Labor law has 
gone through radical changes in recent years and the current emphasis, re- 
flected also in some of the newer case books, rightly lies with the behavior of 
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Pp. x, 192. $3.) 
Revised and expanded lectures given at the University of Chicago, October, 1948, on 
the Charles R. Walgreen Foundation for the Study of American Institutions. 


Parr, G. U. Préliminaires a Vétude des plans pour Vaprés guerre. (Rome: Institut Internat. 
d’Agriculture. 1946. Pp. xv, 306.) 


RueErF, J. Epitre aux dirigistes. (Paris: Gallimard. 1949. Pp. 120. 180 fr.) 


STALDER, A, Au-delà du capitalisme du collectivisme et du dirigisme. Collection de la 
Nouvelle Ecole de Lausanne. (Lausanne: Imprimeries Populaires. 1949. Pp. 336.) 


National Income and Social Accounting 


ALBRECHT, K. Produktivität als wirtschafts und staatspolitische aufgabe. (Tübingen: J. C. 
B. Mohr. 1949. Pp. 40. DM 1.50.) 


Bray, F. S. Social accounts and the business enterprise sector of the national economy. 
Univ. of Cambridge dept. of applied econ. monog. no. 2. (New York: Cambridge Univ. 
Press. 1950. Pp. 100. $2.50.) 


Worp, K. G. Levestandardens gkonomi. (Oslo: Johan Grundt Tanum. 1949. Pp. 254.) 


Major sources of productivity information. (Washington: Bur. Labor Statistics, Dept. of 
Labor. 1949. Pp. 48.) 


Studies in income and wealth. Vol. XII. By Conference on Research in Income and 
Wealth. (New York: Nat. Bur. of Econ. Research. 1950. Pp. xiv, 585. $6.) 


Business Fluctuations; Prices 


Estey, J. A. Business cycles, their nature, cause, and control. 2nd ed. (New York: Prentice- 
Hall, 1950. Pp. xiti, 527. $6.) 


Kven, E. Der riickschlag der amerikanischen konjunktur im jahre 1937. (St. Gallen: 
Verlag der Fehr’schen Buchhandlung. 1949. Pp. 163.) 


KuriHara, K, K. Monetary theory and public policy. (New York: W. W. Norton. 1950. 
Pp. xiv, 393. $4.) 


Nerr, P., and Weirensaca, A. Business cycles in Los Angeles. Condensation from book 
Business Cycles in Selected Industrial Areas, prepared by M. Lewin. (Los Angeles: The 
Haynes Foundation. 1949. Pp. 25.) 


TINBERGEN, J., and Potax, J. J. The dynamics of business cycles—a study in economic 
fluctuations. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 366. $5.) 


Based on Economische Bewegingsleer by J. Tinbergen. Translated and adapted for 
American use by J. J. Polak. 
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Basic data relating to steel prices, Prepared by the Joint Committee on the Economic 
Report, 81st Cong., 2nd sess. (Washington: Supt. Docs. 1950. Pp. v, 42.) 


Bibliografia sobre ciclos economicos año 1948. (Buenos Aires: Facultad de Ciencias 
Económicas, Univ. Naccional de Buenos Aires. 1949, Pp. 42.) 


Business forecasting. Conference ser. no, 3. (London: British Institute of Management. 
Pp. 34. 2s., 6d.) 


The business outlook 1950: an evening with the Economic Forum. Stud. in bus. econ. no. 
21. (New York: Nat. Indus. Conference Board, 1950. Pp. 50.) 


December 1949 steel price increases. Report of the Joint Committee on the Economic 
Report together with minority and individual views and comments of certain members, 
8ist Cong., 2nd sess. Senate rept. no. 1373. (Washington: Supt. Docs. 1950. Pp. 66.) 


Employment and unemployment, Report of the Subcommittee on Unemployment of the 
Joint Committee on the Economic Report, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. xii, 132.) 


Fighting inflation 1945-1949. Pamph. no. 5. (Sydney: Fabian Society of N.S.W. 1949. 
Pp. 30.) 


Handbook of regional statistics. Materials assembled for the Subcommittee on Unemploy- 
ment of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. (Washing- 
ton: Supt. Docs. 1950. Pp. x, 455. $1.) 


January 1950 economic report of the President. Hearings before the Joint Committee on 
the Economic Report, 81st Cong., 2nd sess., January 17-20, 1950 (Washington: Supt. Docs. 
1950. Pp. ili, 297.) 


Low-income families and economic stability. Final report of the Subcommittee on Low- 
Income Families of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. 
Senate doc. no, 146. (Washington: Supt. Docs. 1950. Pp. vi, 30. 20 c.) 


Monetary, credit, and fiscal policies. Hearings before the Subcommittee on Monetary, 
Credit, and Fiscal Policies of the Joint Committee on the Economic Report, 81st Cong., 
Ist sess., September, November and December, 1949, (Washington: Supt. Docs. 1950. 
Pp. iv, 570.) 


Monetary, credit, and fiscal policies. Report of the Subcommittee on Monetary, Credit, and 
Fiscal Policies of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. 
Senate doc. no. 129. (Washington: Supt. Docs, 1950. Pp. v, 51.) 


Volume and stability of private investment. Hearings before the Joint Committee on the 
Economic Report, 81st Cong., Ist sess., Pt. 1, September 27, 28, and 29, 1949: Pt. 2, 
December 6-16, 1949. (Washington: Supt. Docs. Pt. 1, 1949. Pt. 2, 1950. Pp. iii, 114; 
iv, 604.) F 


~~ 


Volume and stability of private investment. Report of the Subcommittee on Investment of 
the Joint Committee on the Economic Report. 81st Cong., 2nd sess. (Washington: Supt. 
Docs, 1950. Pp. v, 32.) 


r 


Money and Banking; Short-Term Credit; Consumer Finance 


Bacm, G. L. Federal Reserve policy-making—a study in government economic policy 
formation. (New York: Alfred A. Knopf. 1950. Pp. xvii, 282. $3.; text, $2.20.) 


CROWTHER, G. An outline of money. Rev. ed. (New York and London: Thomas Nelson. 
1950. Pp. xiii, 417.) . 

Det Monte, J. Fell’s United States coin book. (New York: Frederick Fell Inc. 1949, Pp. 
121. $1.50.) | 

Everest, A. S. Morgenthau, the New Deal and silver: a story of pressure politics. (New 
York: King’s Crown Press. 1950. Pp. 209. $3.50.) 
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Hatt, F. G. History of the Bank of Ireland. (Dublin: Hodges, Figgis and Co., Ltd., Oxford: 
B. H. Blackwell Ltd. 1949. Pp. viii, 429. 18s.) 
Published in a de-luxe volume and a students’ edition. 


Hayne, D. F. Bank credit for business. Wisconsin commerce rept., vol. 1, no. 4 (Madison: 
Univ. of Wisconsin. 1949. Pp. 61. $1.10.) 

KEMMERER, E. W. and D. L. The ABC of the Federal Reserve System. 12th ed. (New 
York: Harper. 1950. Pp. xi, 229. $3.) 

Rew, D. C. Money and organisation. (London: Macdonald and Evans. 1950. Pp. ix, 128. 
10s.) 

THUNHOLM, L. F. Svenskt kreditvdsen. (Stockholm: Kooperativa Förbundets Bokförlag. 
1949. Pp. 280.) 

Topp, J. A. The mechanism of exchange. A handbook of economics (currency, banking, and 
trade). 6th ed. (London: Oxford Univ. Press. 1949. Pp. xi, 290. 10s., 6d.) 

Wise, L, Great money reformers. No. 1. Silvio Gesell. No. 2. Arthur Kitson. No. 3. 
Frederick Soddy. (London: Holborn Pub. and Distributing Co. 1949, Pp. 17, 17, 15. 1s.) 

Amendments to Federal Deposit Insurance Act. Hearings before a sub-committee of the 
Senate Committee on Banking and Currency, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. 150.) 

The role of gold in the modern economy. Bull. no. 164. (New York: Inst. of Internat. 
Finance, New York Univ. 1949. Pp. 21. 


Business Finance; Investments and Security Markets; Insurance 


Bryson, W. O. Negro life insurance companies: a comparative analysis of the operating 
and financial experience of Negro legal reserve life insurance companies. A Univ. of 
Pennsylvania doctoral dissertation. (Author, 2416 Montebello Terr., Baltimore 14, Md. 


1948. Pp. 118. $1.50.) 

Downs, G. W., and Furrer, D. R. Investments. 2nd ed. (New York: John Wiley. London: 
Chapman & Hall Ltd. 1950. Pp. viii, 611. $5.) 

Grece, D. W. An analysis of group life insurance. S. S. Huebner Foundation for Insurance 
Educ. stud. no. 2. (Philadelphia: Univ. of Pennsylvania Press. 1950. Pp. 285. $3.75.) 

Horrman, G. W. Life insurance at work—a study of the beneficiary. (Hartford, Conn. : 
Life Insurance Management Assoc, 1950. Pp. v, 84.) 

Huesner, S. S. Life insurance. 4th ed. (New York: Appleton-Century-Crofts. 1950. Pp. 
xx, 599, $4.50.) 

Hunor», A. Die schweizerischen effektenborsen. (Zurich: Verlag des Schweizerischen Kauf- 
männischen Vereins. 1949, Pp. xi, 191. Fr. 11.) 

MEHR, R. IL, and Wares, H. G. Business life insurance and its economic applications. Bur. 
of Econ. and Bus. Research bull. ser. no. 69. (Urbana: Univ. of Illinois. 1950. Pp. 66.) 

Roppa, W. H. Inland marine and transportation insurance. (New York: Prentice-Hall. 1950. 
Pp. 555. $6.65; text ed., $5.) 


STEWART, B., An analysis of speculative trading in grain futures. Tech. bull. no. 1001, Oct. 
1949, of the Commodity Exchange Authority, Dept. of Agriculture. (Washington: Supt. 


Docs, 1949, Pp. 134. 30c.) 


Public Finance 


3ENNETT, O., and Lirpincort, I. Public finance. (Cincinnati: South-western Pub. Co. 1949. 
Pp. 728.) 
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Gatroway, G. B. Reform of the federal budget. Pub. Affairs bull. no. 80. (Washington: 
Library of Congress Legislative Ref. Service. 1950. Pp. 168.) 


Murprny, H. C. The national debt in war and transition. (New York: McGraw-Hill. 1950. 
Pp. ix, 295. $3.50.) 


Simons, H. C. Federal tax reform. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 161. 
$3.50.) 


Warcas, H. C., and Aprer, J. H. Proyecciones economicas de las finanzas publicas—un 
estudio experimental en El Salvador. (Mexico: Fondo de Cultura Económica. 1949. Pp. 
364.) 


Analysis of the President’s 1951 budget. Prepared by the staf of the Joint Committee on 
Internal Revenue Taxation. (Washington: Supt. Docs. 1950. Pp. 33.) 


Archivo finanziario—raccolta internazionale di scritti di cultura finanziaria, Vol. I. (Padua: 
Cedam. 1950. Pp. xi, 530.) 
An international collection of 32 papers on public finance, in Italian, French, German 
and English, prepared under the direction of Professor Emanuele Marselli, of the Uni- 
versita di Ferrara. 


The budget of the United States government for the fiscal year ending June 30, 1951. 
Prepared by the Bureau of the Budget. (Washington: Supt. Docs. 1950. Pp. 1198.) 


Commissioner of Internal Revenue annual report for the fiscal year ended June 30, 1949. 
House doc. no. 394. (Washington: Supt. Docs. 1950. Pp. 235.) 


Egypt. Pub. finance information paper ST/ECA/ser. A/1. (Lake Success: U. N. Dept. of 
Econ. Affairs, 1950. Pp. 31, mimeo.) 


Federal grants-in-aid and shared revenues, by state, fiscal years 1949 and 1950. (Washing- 
ton: Div.-of Fiscal Analysis, Bur. of Budget. 1950. Pp. 30.) 


Montgomery's federal taxes—estates, trusis and gifts, 1949-1950. (New York: Ronald 
Press. 1950. Pp. 1155. $12.50.) 


Probleme der offentlichen finanzen und der wéhrung: festgabe fiir Eugen Grossman. 
(Zurich: Polygraphischer Verlag A. G. Pp. xiv, 317. 25 fr.) 


Revision of the tax laws. Message from the President, Jan. 23, 1950, 81st Cong., 2nd sess. 
House doc. 451. (Washington: Supt. Docs. 1950. Pp. 8.) 


Shoup Mission report on Japanese taxation. (Tokyo: General Headquarters, Supreme Com- 
mander for the Allied Powers. 1949.) 


Tax and expenditure policy for 1949, (New York: Committee for Econ. Development. 
1949, Pp. 45. Apply.) 


Tax and expenditure policy for 1950. A statement on national policy by the Research and 
Policy Committee. (New York: Committee for Econ. Development. 1950. Pp. 50.) 


International Economics 


Batocu, T. Dollar crisis—causes and cure: a report to the Fabian Society. (New York: 
Macmillan. Oxford: Basil Blackwell. 1949. Pp. xlvi, 269. $3.) 


BENNETT, M. K., and associates. International commodity stockpiling as an economic 
stabilizer. Pub. of the Food Research Institute. (Stanford: Stanford Univ. Press. 1949, 
Pp. viii, 205. $3.) 


BLOOMFIELD, A. I. Capital imports and the American balance of payments 1934-39—~a 
study in abnormal international capital transfers. (Chicago: Univ. of Chicago Press. 
1950. Pp. xvii, 340. $6.) 


Hur, N. International relations. Documents and readings. (New York: Oxford Univ. 
Press. 1950. Pp. xv, 536. $4.50.) 
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Javits, B. A. Peace by investment, (New York: Funk and Wagnalls, in association with 
United Nations World. 1950. Pp. x, 242. $3.50.) 


Lewis, W. A. Economic survey, 1919-1939. (London: Allen and Unwin. 1949. Pp. 221.) 


Lutz, F. A. and V. C. Monetary and foreign exchange policy in Italy. Princeton stud. in 
internat. finance no. 1 (Princeton: Princeton Univ. Press. 1950. Pp. 46. $1.) 


PARMELEE, M. Geo-economic regionalism and world federation. (New York: Exposition 
Press. 1949. Pp. xi, 137. $2.50.) 


RUSSELL, R. S. Tariff preferences in Western Europe. (London: Empire Economic Union. 
1949. Pp. 56.) 


SCHACHT, H. Account settled. Translated by E. Fitzgerald. (London: Weidenfeld and 
Nicolson. 1949. Pp, 327. 15s.) 


An analysis of the E.C.A. program: a staff study of the Joint Committee on Foreign 
Economic Cooperation, 81st Cong., 2nd sess., March 3, 1950. Senate doc. 142. (Wash- 
ington: Supt. Docs. 1950. Pp. 26.) 


The balance of international payments of the United States 1946-1948. Prepared in the 
Office of Bus. Economics, Dept. of Commerce. (Washington: Supt. Docs. 1950. Pp. 
viii, 275. 55c.) 


Economic bulletin for Europe—third quarter, 1949. Vol. 1, no. 3. Prepared by the Re- 
search and Planning Division, U. N. Economic Commission for Europe. (New York: 
Columbia Univ. Press. 1950. Pp. 86. 50c.) 

No Bulletin for the fourth quarter has been issued. Analysis of economic develop- 
ments during that period will be included in the Economic Survey of Europe in 1949, 


Economic development of under-developed countries. (U. N. doc. E/1562. Pp. 354.) A 
mimeographed document now in United Nations depository libraries and international 
study centers not yet available for public sale. Will be available through Columbia Uni- 
versity Press when printed. 


Economic survey of Latin America 1948. Prepared by the secretariat of the Economic 
Commission for Latin America, U. N. Dept. of Economic Affairs. (New York: Columbia 
Univ. Press. 1949, Pp. xx, 279. $2.) 


European recovery programme: second report of the Organization for European Economic 
Co-operation. (Paris: Organization for European Econ. Co-operation, 1950. Pp. 378.) 


Export control and allocation powers. Tenth quarterly report by the Secretary of Com- 
merce. (Washington: Supt. Docs. 1950. Pp. 31.) 


Final report of the United Nations Economic Survey Mission for the Middle East. Pt. I, 
The final report and appendices. Pt. II, The technical supplement. (New York: Columbia 
Univ. Press. 1949. Pp. viii, 103; vi, 74. $1.; 80c.) 


Foreign commerce handbook—-a guide to sources of information for exporters and im- 
porters: where to go, how to get it. 1950 ed. (Washington: Chamber of Commerce of 
U. S. 1950. Pp. 169, $1.) 


Foreign exchange regulations in Great Britain. Suppl. 1. (Basle: Bank for Internat. Settle- 
ments. 1950. Pp. 25.) 


Foreign transactions of the U. S. government (basic data through September 30, 1949). 
(Washington: Office of Bus. Econ., Dept. of Commerce. 1950. Pp. iii, 86.) 


International organizations in which the United States participates. Dept. of State pub. 
3655. (Washington: Supt. Docs. 1950. Pp. viii, 335. 65c.) 


International Trade Organization and the reconstruction of world trade. (New York: 
Committee for Econ. Development. 1949. Pp. 45. Apply.) 
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Methods of financing economic development in under-developed countries. U. N. pub. no. 
1949. II.B 4 (New York: Columbia Univ. Press. 1949. Pp. vii, 163. $1.25.) 


National and international measures for full employment. Report by a group of experts 
appointed by the Secretary-General. U. N. pub. 1949. ILA. 3, (New York: Columbia 
Univ. Press. 1949. Pp. vi, 104. 75c.) 

The group of experts was composed of J. M. Clark in association with A. Smithies, 
N. Kaldor, P. Uri, and E. R. Walker who acted as chairman of the group. 


Patterns of cooperation—achievements of international organizations in the economic and 
social field. State Office of Public Affairs pub. 3735. (Washington: Supt. Doc. 1950. Pp. 
v, 130.) 


Point 4—Cooperative program for aid in the development of economically underdeveloped 
areas. Prepared by Dept. of State with assistance of an interdepartmenta] advisory 
committee and National Advisory Council. (Washington: Dept. of State. 1949. Pp. 145.) 


(“Point IV” program). International Technical Cooperation Act of 1949. Hearings, House 
Committee on Foreign Affairs, 81st Cong., Ist sess., Sept. 27-Oct. 7, 1949. (Washington: 
Supt, Docs. 1950. Pp. 360.) 


The following pamphlets on making Point IV effective have been published in a Bold 
New Program series by the Public Affairs Institute, Washington, D.C. 
A policy and program for success. By D. Anderson and S. Raushenbush. No. 1, P. 76. 40c, 
Two-thirds of the world, by H. R. Isaacs. No. 2. Pp. 64. 40c. 
Groundwork for action, by M. L. Cooke and others, No. 3. Pp. 96. 50c. 
Engineers of world plenty, by J. Rorty. No. 4. Pp. 70. 40c. 
People, food, machines, by S. Raushenbush. No. 5. Pp. 79. 50c. 
Helping people help themselves, by W. J. Campbell and R. Y. Giles, and The Adjustment 
of Industry, by W. Park. No. 6, Pp. 71. 50c. 
Foreign aid and our economy, by S. E. Harris, No. 7. Pp. 75. 40c. 
Where is the money coming from? by M. S. Rosenthal. No. 8. Pp. 59. 40c. 


Recent developments in the world economic situation. U. N. pub. 1949. 11.C. 4 (New 
York: Columbia Univ. Press. 1949. Pp. vi, 48. 40c. 


Relative prices of exports and imports of under-developed countries—a study of post-war 
terms of trade between under-developed and industrialized countries. Prepared by the 
U. N. Dept. of Economic Affairs. (New York: Columbia Univ. Press. 1949. Pp. viii, 
156. $1.) 


Reports of the Commonwealth Economic Committee. 33d report. A review of common- 
wealth trade, (London: H. M. Stat. Office. 1949, Pp. 53. 1s., 6d.) 


Report of the ECA-Commerce Mission to investigate possibilities of increasing Western 
Europe’s dollar earnings. (Washington: The Econ. Cooperation Admin. 1949. Pp. vii, 
227.) : 


Reports of international arbitral awards. Vol. IIL U. N. pub. 1949.v.2 (New York: Co- 
lumbia Univ. Press. 1949. Pp. 859. $7.) 


Review of the economic conditions of India with special reference to foreign trade in 
1948-1949. (Delhi: Manager of Publications, 1949. Pp. 238. 18s.) 


Sixth report to Congress of the Economic Cooperation Administration, for the quarter 
ended September 30, 1949. (Washington: Econ. Cooperation Admin. 1950. Pp. x, 140. 
35c.) 


Statistical yearbook 1948. Prepared by the Statistical Office of the United Nations. (New 
York: Columbia Univ. Press. 1949. Pp. 480. $6.) 


Western Europe: problems and prospects, Econ. pol. div. ser. no. 21. (New York: Nat. 
Assoc, of Manufacturers of U.S.A. 1949, Pp. 47.) 
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Business Administration 


ANSHEN, M. Students workbook for use with An Introduction to Business. (New York: 
Macmillan. 1949. Pp. 442. $2.10.) 


Braprorp, E. S. Survey and directory of marketing research agencies in the United States 
and the world, 1949. (Yonkers, N.Y.: Christian E. Burckel & Assoc. 1949. Pp. 112.) 


Breen, G. E., THomeson, R. B., and West, H. Effective selling. (New York: Harper. 1950. 
Pp. viii, 278. $3.) 


BuLLINGER, C. E. Engineering economic analysis. 2nd ed. (New York: McGraw-Hill. 
1950. Pp. xiii, 397. $4.) 


Courtautp, S. Ideals and industry. (London: Cambridge Univ. Press. 1949. Pp. xvii, 
134, 10s., 6d.) 


Eireman, W. J. Graphic budgets. (Ann Arbor: Masterco Press. 1949. Pp. 107. $2.50.) 


FoutKe, R. A. Practical financial statement analysis. 2nd ed. (New York: McGraw-Hill. 
1950. Pp. xx, 713. $5.50.) 


Hogart, D. M., editor. Marketing research practice. (New York: Ronald Press. 1950. 
Pp. 471.) 


KreLey, J. C. Making inventions pay—a practical guide to selling, protecting, manufactur- 
ing, and marketing your inventions. (New York: Whittlesey House, McGraw-Hill. 
1950. Pp. xi, 246. $2.95.) 


Ross, L. A. Dictionary of business terms: Spanish-English and English-Spanish. (New 
York: Wiley. 1950. Pp, 231. $4.) 


Smita, D. T. and Burrers, J. K. Taxable and business income. Fiscal pol. ser. no. 2. 
(New York: Nat. Bur. of Econ. Research. 1949. Pp. xxv, 342. $4.) 


Accounting and tax problems in the fifties. Technical papers from the 62nd annual meet- 
ing of the American Institute of Accountants, Los Angeles, Calif., Oct. 31-Nov. 3, 
1949, (New York: Am. Inst. of Accountants. 1950. Pp. 110, $1.) 


Economic factors in market planning. Marketing ser. no. 77. (New York: Am. Manage- 
ment Assoc. 1949, Pp. 35. 75c.) 


Lakes monthly installment and interest tables. 5th ed. (Denver: A. V. Lake and Co. 
Pp. 366. $7.) 


Management and the financier. Management in private enterprise and nationalized in- 
dustry. Conference ser. no. 2. (London: British Institute of Management. Pp. 2-4. 
2s., 6d.) 


Selling to the federal government. Prepared by the staff of the Bur. of Nat. Affairs, Inc. 
(Washington: Bur. of Nat. Affairs, Inc. 1949. Pp. iii, 348. $5.) 


Industrial Organization and Markets; Public Regulation: of Business 


Bromace, A. W. Introduction to municipal government and administration. (New York: 
Appleton-Century-Crofts. 1950. Pp. x, 693. $5.) 


Coase, R. H. British broadcasting—a study in monopoly. (Cambridge: Harvard Univ. 
Press, for the London School of Economics and Political Science. 1950, Pp. ix, 196. 
$2.75.) 


Hoar, R. S. Patent tactics and law. 3d ed. (New York: Ronald Press. 1950. Pp. xv, 352. 
$7.) 


McMitran, S. S, Individual firm adjustments under OPA, a study in the dynamics of 
flexible pricing. (Bloomington, Ind.: Principia Press. 1949. Pp. 256.) 
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Nasu, B. D. and Lynpog, C, A hook in Leviathan—a critical interpretation of the Hoover 
Commission Report, (New York: Macmillan. 1950. Pp, xix, 234. $3.) 


Allocation of scarce commodities through voluntary agreements; report to the Secretary 
of Commerce, Sept. 30, 1949. Prepared by the Office of Industry Cooperation, Dept. 
of Commerce. (Washington: Supt. Docs. 1949. Pp. 54.) 


Delivered pricing. (Durham: Duke Univ. Law and Contemporary Problems, vol. 15, no. 2, 
spring, 1950. Pp, 191.) 


Governmental support programs and price policies; relationships of business and agricul- 
ture. Stud. in bus. and econ. no. 2. (Emory University, Ga.: School of Bus. Admin. 
1949. Pp. 22. Apply.) 


Progress report, first session of the House Select Committee on Small Business, 81st Cong., 
pursuant to H. Res. 22, a resolution creating a Select Committee to conduct a study 
and investigation of the problems of small business. (Washington: Supt. Docs, 1950. 
Pp. 82.) 


Small business organizations. Hearings before the House Select Committee on Small 
Business, 81st Cong., 1st sess, pursuant to H. Res. 22, Aug. 22, 1949. (Washington: 
Supt. Docs. 1950, Pp. 40.) 


Report with recommendations of the Subcommittee on Small Business, Senate Committee 
on Banking and Currency, 81st Cong., 2nd sess., Jan. 31, 1950. (Washington: Supt. 
Docs. 1950. Pp. 15.) 


Securities and Exchange Commission fifteenth annual report, fiscal year ended June 
30, 1949. (Washington: Supt. Docs. 1949. Pp. 270.) 


Synthetic rubber. Recommendations of the President transmitted to the Congress together 
with a Report on maintenance of the synthetic rubber industry in the United States 
and disposal of government-owned synthetic rubber facilities from [John R. Steelman] 
the Assistant to the President, Jan., 1950. (Washington: Supt. Docs. 1950. Pp. 121.) 


Public Utilities; Transportation; Communications 


BAvER, J. Transforming public utility regulation—a definite administrative program. (New 
York: Harper. 1950. Pp. xi, 367. $5.) 


Goovrick, M, G. The federal subsidy of commercial aviation. (Evanston: Author. 1949. 
Pp. 214.) 


TIMMERMAN, W. A. Railway expenditure and the volume of traffic. Pt. 1. Submitted as 
thesis for the degree of Doctor of Commerce at the University of Pretoria, Union of 
South Africa. (New York: Manhattan Pub. Co. 1946. Pp. iv, 69.) 


Witson, G. L. and Bryan, L. A. Air transportation. (New York: Prentice-Hall. 1949. 
Pp. ix, 665. $7.63.) 


63rd annual report of the Interstate Commerce Commission, November 1, 1949, (Wash- 
ington: Supt. Docs. 1949. Pp. iv, 184. $1.25.) 


Civil Aeronautics Board annual report, 1949, (Washington: Supt. Docs. 1949. Pp. 70.) 


Community airport requirements. (Washington: Civil Aeronautics Commission, Dept. of 
Commerce. 1950. Pp. iv, 49, mimeo.) 


Highways and the nation’s economy. Prepared by the Joint Committee on the Economic 
Report, 8ist Cong., 2nd sess. (Washington: Supt. Docs. 1950. Pp. vi, 76.) 


Work of the Public Roads Administration, Federal Works Agency, annual report, fiscal 
year 1949, (Washington: Supt. Docs. 1950. Pp. 105.) 
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Industry Studies 


Apvams, W. The structure of American industry—some case studies. (New York: Mac- 
millan. 1950. Pp. x, 588. $4.75.) 
Studies of thirteen industries, together with a chapter on labor and one on public 
policy. 


ANDERSON, R. E. The story of the American automobile. (Washington: Public Affairs Press. 
1950. Pp. vii, 301. $3.75.) 


GUTHRIE, J. A. The economics of pulp and paper. (Pullman: State College of Washing- 
ton Press, 1950. Pp. xi, 194. Cloth, $2.50; paper, $1.50.) 


European steel trends in theysetting of the world market. Prepared by the Steel Division, 
Economic Commission for Europe. U. N. pub. 1949.ILE.2. (New York: Columbia Univ. 
Press, 1949. Pp, vii, 148. $1.50.) 


German steel at the cross roads. (London: Iron and Steel Federation. 1949. Pp. 6.) 


Land Economics; Agricultural Economics; Economic Geography 


Been, R. O. Price spreads between farmers and consumers. Bur. Agric. Econ. agric. inf. 
bull. no. 4. (Washington: Supt. Docs. 1949. Pp. 95.) 


Brack, J. D. Federal-state-local relations in agriculture. Planning pamph. no. 70, (Wash- 
ington: Nat. Planning Assoc. 1950. Pp. vi, 46. 50c.) 


Comen, R. L. The economics of agriculture. New ed., Cambridge econ. handbook ser. x. 
(New York: Pitman Pub. Corp. 1949. Pp. xvi, 216 $1.75.) 
The final chapter on State Intervention has been largely rewritten. 


De Lucca, E. R. Bureau of Power report to Federal Power Commission on possibilities 
for redevelopment of Niagara Falls for power, Niagara River, New York. (Washington: 
Federal Power Commission. 1949. Pp. 125.) 


GARLOCK, F. L. and others. The balance sheet and current financial trends of agriculture, 
1949, Agric. inf, bull. no. 1. (Washington: Supt. Docs. 1949. Pp. 51. Apply.) 


GREBLER, L. Production of new housing. A research monograph on efficiency in produc- 
tion. (New York: Soc. Sci. Research Council. 1950. Pp. ix, 186. $1.75.) 


HarTtLAND, P. C. Balance of interregional payments of New England. Brown Univ. stud., 
vol. xiv. (Providence: Brown Univ. 1950. Pp. vii, 125, mimeo.) 


Pocur, J. E. Oil in Venezuela; an economic study. Based on an address at a meeting of 
the Asociación Venezulana de Geologia, Mineria y Petróleo, Colegio de Ingenieros, 
Caracas, Venezuela. (New York: Chase Nat. Bank. 1949. Pp. 49. Apply.) 


SAULNIER, R. J, Costs and returns on farm mortgage lending by life insurance companies 
1945-1947. Occas. paper no, 30. (New York: Nat. Bur. Econ. Research. 1949. Pp. 55. 
15c.) 


Sovant, N. V. The international position of India’s raw materials, (New Delhi: Indian 
Council of World Affairs. 1948. Pp. xi, 332. $4.) 


Traversin, G. L’Agriculture en Grande Bretagne. 2 vols. (Paris: Centre National 
d'Information Economique. 1949. Pp. ix, 252; 224.) 


Wirtrn, L. and Bernert, E. H., editors. Local community fact book of Chicago. (Chicago: 
Univ. of Chicago Press. 1949. Pp. xii, 150. $2.50.) 


Abstract of agricultural statistics of India 1936-37 to 1945-46. Ministry of Agric. pub. 
(Madras: Econ. and Statistical Adviser. 1949. Pp. xx, 533. Rs. 4-2-0.) 


Agricultural wages and incomes of primary producers. Internat. Labour Organization, 
Asian Regional Conf., Jan., 1950, Rept. 4. (Washington: Internat. Lab. Off. 1950. 
Pp. 107. 75c.) 
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Agriculture in Britain; a general survey of policy, production, and organization. British 
Information Services, Reference Div, (London: Trade Union Labor. 1949. Pp. 70.) 


An analysis of the Brannan Plan. Econ. pol. div. ser. no. 17. (New York: Nat. Assoc. of 
Manufacturers of U.S.A. 1949, Pp. 16.) 


The balance sheet and current financial trends of agriculture, 1949. Dept. of Agric., Bur. 
of Agric. Econ. inf. bull. no. 1, Oct. 1949. (Washington: Supt. Docs. 1949. Pp. 51.) 


Bituminous coal. 1948 ed. (Washington: Bituminous Coal Institute. 1948. Pp. 148.) 
Bituminous coal annual, 1949, (Washington: Bituminous Coal Institute. 1949. Pp. 192.) 


Central Arizona project and Colorado River water rights. Hearings before the Senate 
Committee on Interior and Insular Affairs, 81st Cong., Ist sess. March 21-May 2, 1949. 
Senate rept. 832. (Washington: Supt. Docs. 1949. Pp. 954.) 


Central Valley Basin; a comprehensive report on the development of the water and 
related sources for irrigation, power production, and other beneficial uses in California, 
and commentis by the State of California. and federal agencies. Prepared by the Bureau 
of Reclamation. Senate doc. 113. (Washington: Supt. Docs. 1949. Pp. 431.) 


Cooperative housing. Hearings, House Committee on Banking and Currency, 81st Cong., 
2nd sess., Jan, 30-Feb, 14, 1950. (Washington: Supt. Docs, 1950. Pp. 472.) 


The economic power of labor organizations. Report of the Senate Committee on Banking 
and Currency, 81st Cong., 2nd sess, upon the result of its hearings, together with 
minority views, Jan. 23, 1950, (Washington: Supt. Docs. 1950. Pp, 15.) 


Housing act of 1950. Report of the House Commitiee on Banking and Currency to ac- 
company H.R. 7402, Feb. 23, 1950, 81st Cong., 2nd sess. (Washington: Supt. Docs. 
1950. Pp. 60.) 


Housing in Canada—a factual summary. A quarterly compilation of statistics. ane: 
Central Mortgage and Housing Corp.) 


Middle-income housing. Hearings, Senate Committee on Banking and Currency, 81st 
Cong., 2nd sess., Jan, 12-18, 1950. Pt. 2, Feb. 16, 1950. (Washington: Supt. Docs. 1950. 
Pp. 354; 72.) 


Mineral resources development. Hearings before Senate Committee on Interior and Insular 
Affairs, 81st Cong., Ist sess. July 15-Aug. 5, 1949. (Washington: Supt. Docs. 1949. 
Pp. 325.) 


Must we have food surpluses? A report of discussion in the NPA Agriculture Committee 
on National Policy, Planning pamph. no, 66. (Washington: Nat. Planning Assoc. 1949. 
Pp. 55.) 


Program for land and water resources development of the Missouri River Basin; including 
the expenditures and estimated requirements for the six year pertod 1951-1956. 3d annual 
rev., Sept. 1949. (Billings, Mont.: Missouri Basin Inter-Agency Committee. 1949. Pp. 52.) 


Report of the administrator, Production and Marketing Administration, Dept. of Agricul- 
ture. (Washington: Supt. Docs. 1950. Pp. 100.) 


Labor 


ALTMAN, R. Availability for work—a study in unemployment compensation, (Cambridge: 
Harvard Univ. Press, 1950. Pp. x, 346. $4.50.) 


Broom, G. F. and Norturup, H. R. Economics of labor and industrial relations. (Phila- 
delphia: Blakiston. 1950. Pp. x, 749. $5.) 


CassELMAN, P. H. Labor dictionary—a concise encyclopaedia of labor information. (New 
York: Philosophical Library. 1949. Pp. xi, 554. $7.50.) 
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CHALMERS, W. E. and MacEacrron, S. Master agreements in collective bargaining. In- 
stitute of Labor and Indus. Relations pub. (Urbana: Univ. of Illinois. 1949. Pp. 21. 
Apply.) 

CLEETON, G. U, Making work human. (Yellow Springs, Ohio: Antioch Press. 1949. Pp. vi, 
326. $3.75.) 


Doopy, F. S. Readings in labor economics. (Cambridge: Addison-Wesley Press. 1950. Pp. 
viii, 481. $3.75.) 
An excellent selection of outstanding articles for use in labor courses. 


Frorence, P. S. Labour. (New York: Longmans, Green. London: Hutchinson’s Univ. 
Lib, 1950. Pp. viii, 230. $1.60.) 


Heron, A. R. and others. Trends in industrial relations. Bull. no. 16. (Pasadena: Indus. 
Relations Sec., California Inst. of Technology. 1949. Pp. 88. Apply.) 


Jensen, V. H. Heritage of conflict—labor relations in the nonferrous metals industry up 
to 1930. (Ithaca: Cornell Univ. Press. 1950. Pp. xiii, 495. $4.75.) 


Knicut, C., editor. The economics of collective bargaining. Proceedings of a series of 
public lectures, held in 1948 and 1949 in Berkeley and Los Angeles, by W. P. Reuther, 
W. Morse, S. H. Slichter, E. G. Nourse, W. F. Bennett, M. J. Tobin, W. Green, and 
W. W. Williams. (Berkeley: Institute of Indus. Relations, Univ. of California. 1950. 
Pp. vii, 108. $1.) 


Kornuauser, A., editor. Psychology of labor-management relations. Proceedings of the 
meeting held in Denver, Sept. 7, 1949, under the joint sponsorship of the Industrial 
Relations Research Association, the Division of Industrial and Business Psychology of 
the American Psychological Association, and the Society for the Psychological Study 
of Social Issues. (New York: American Book-Stratford Press, for the Industrial Rela- 
tions Research Assoc. 1949, Pp. 122. $1.50.) 


LESTER, R. A. and Aaronson, R. L. Job modifications under collectiye bargaining—a survey 
of company experience and four case studies. (Princeton: Indus. Relations Section, 
Princeton Univ. 1950. Pp. 78.) 


Levy, B. W. Multi-employer bargaining and the anti-trust laws. (Philadelphia: Univ. of 
Pennsylvania Press, London: Geoffrey Cumberlege. 1949. Pp. 82. 12s.) 


LIEBERMAN, E. Unions before the Bar: Historic trials showing the evolution of labor 
rights in the United States. (New York: Harper. 1950. Pp. x, 371. $5.) 


Mirus, H, A. and Brown, E, C. From the Wagner Act to Taft-Hartley—a study of na- 
tional labor policy and labor relations. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 
723. $8.50.) 


Parmer, G. L. and RATNER, A. Industrial and occupational trends in national employ- 
ment, 1910-1940, 1910, 1948. Research rept. no. 11 (Philadelphia: Univ. of Pennsyl- 
vania, Indus. Research Dept. 1949, Pp. 68.) 


Picoy, A. C. Wage statistics and wage policy. (London: Oxford Univ. Press. 1949. Pp. 
44. 2s.) 


SACKMAN, M. Welfare collective bargaining in action—-a study of the Health and Welfare 
Fund of the Joint Board, Dress and Waistmakers’ Union of New York City and vicinity. 
N. Y. State School of Indus. and Labor Relations research bull. no. 3. (Ithaca: N. Y. 
State School of Indus. and Lab. Relations, Cornell Univ. 1947. Pp. 53. Apply.) 


SILVERBERG, L. G. How to take a case before the National Labor Relations Board. (Wash- 
ington: Bur. of Nat. Affairs. 1949. Pp. 292.) 


Yovrer, D, and NELSON, L. P. Minnesota manpower managers in 1949. Indus. Relations 
Center research and technical rept. 5. (Minneapolis: Univ. of Minnesota, Professional 
Colleges Bookstore, 1949. Pp. iii, 6. 50c.) 
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Annual report (2d) fiscal year 1949, U. S. Federal Mediation and Conciliation Service. 
(Washington: Supt. Docs. 1950. Pp. 42.) 


Annual report of the Secretary of Labor, fiscal year 1949. (Washington: Supt. Docs. 1950. 
Pp, 106.) 


Annual report on wage rates and hours of labour in Canada, October, 1948. Pub. of Econ. 
and Research Branch, Dept. of Labour. (Ottawa: Edmond Cloutier. 1949. Pp. 104.) 


Conducting wage surveys—proceedings of a conference held February 10-11, 1949 at the 
Center for Continuation Study, University of Minnesota. Indus. Relations Center re- 
search and technical rept. 4. (Minneapolis: Univ. of Minnesota, Professional Colleges 
Bookstore. 1949. Pp. 51. $1.) 


Employee benefit plans in agreements of AFL tobacco workers. (Washington: Bur. Labor 
Stat., Dept. of Labor. Pp. 49.) 


Legislative history of the National Labor Relations Act, 1935. Prepared and indexed by 
Louis Schwartz with the assistance of John Barriere. (Washington: Supt. Docs. 1949.) 


Minimum wage fixing machinery in agriculture. Rept. VII (2), International ‘Labour Con- 
ference, 33d sess., Geneva, 1950. (Geneva: Internat. Labour Office. 1950. Pp. 63.) 


National Labor Relations Board annual report (14th) 1949. (Washington: Supt. Docs. 
1950. Pp. 290,) 


The new wage and hour law. Includes complete analysis, conference and committee re- 
ports, Congressional debate on amendments, text of Fair Labor Standards Act as 
amended. (Washington: Bur. of Nat. Affairs. 1949, $5.) 


Pension plans in collective bargaining. Institute of Labor and Indus. Relations pub. (Ur- 
bana: Univ. of Illinois. 1950. Pp. 31.) 


Research publications in industrial relations, Cooperative publication of California Insti- 
tute of Technology, University of California, University of Chicago, Cornell Univer- 
sity, University of Illinois, Massachusetts Institute of Technology, University of Michigan, 
University of Minnesota, Ohio State University, University of Pennsylvania, Princeton 
University, Yale University. 

Apply at any one of the industrial relations centers of the above universities. Pp. 20. 


Résumé of the proceedings of the 16th National Conference on Labor Legislation. Dept. 
of Labor Bull. no. 117. (Washington: Supt. Docs. 1950. Pp. 35.) 
Contains committee reports on child labor, employment opportunities, industrial 
health and safety, migratory labor, wages and hours. 


Population; Social Welfare and Living Standards 


BARTLETT, R., W. Security for the people—ways of maintaining full employment and high 
farm income. (Chicago: Wilcox and Follett. 1949. Pp. vii, 303. $3.75.) 


BERTRAM, G. C. L. Population trends and the world’s biological resources. (London: Cassell 
(The Eugenics Society). 1949. Pp. 38. 2s.) 


JacquemMyns, G. Les budgets familiaux d'ouvriers et d'employés, 1947-1948. (Brussels: 
Institut Univ. d'Information Soc. et Econ. 1949. Pp. 56.) 


Jones, D. C. Social surveys. (New York: Longmans, Green. 1950. Pp. 232. $1.60.) 


Mair, G. F. Studies in population; proceedings of the annual meeting of the Population 
Association of America at Princeton, N.J., May, 1949. (Princeton: Princeton Univ. 
Press, 1949. Pp. 177. $2.50.) 


MERIAM, L., SCHLOTTERBECK, K. T., and Maroney, M. The cost and financing of social 
security. (Washington: Brookings Institution. 1950. Pp. ix, 187. $3.) 


RAINBOTH, E. D. and WHEELER, B. O. A survey of the housing, income, population of 
Kent, Washington, and its environs. 
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——-—. A survey of the housing, income, population of Auburn, Washington, and its en- 
virons. 
(Seattle: Bur. of Bus, Research, Univ. of Washington. 1950. Pp. 104; 110.) 
ZEUTHEN, F. Social sikring. Socialpolitik. Vol. II. (Copenhagen: Arnold Busck. 1948. 
Pp. xiv, 284. Paper, Kr. 14.00; bound, Kr. 17.50.) 
This valuable book on social security follows the first volume published in 1939. 


Annual report Railroad Retirement Board for the fiscal year ended June 30, 1949, with 
the fourth actuarial valuation. (Washington: Supt. Docs. 1950. Pp. 249.) 


Consumption of food in the United States, 1909-48. Dept. Agric. pub. no. 691. (Washing- 
ton: Supt. Docs. 1949. Pp. 196.) 


Estimated cost of social security expansion. Pub. no. 73. (Chicago: Research Council for 
Econ. Security. 1949. Pp. 8. Apply.) 


Financing pensions; keying finance policies to the economic outlook, Financial manage- 
ment ser. no. 96. (New York: American Management Assoc. 1950. Pp. 27.) 


Negotiated pension plans: text of 30 agreements with editorial summary. (Washington: 
Bur. of Nat. Affairs, Inc. 1950. Pp. 248.) 


The population problem. Summary of the report of the Royal Commission on Population, 
with foreword by Sir Hubert Henderson. (London: “News Chronicle” Pub. Dept. 1949. 
Pp. 80. 1s.) 


Quantity and cost budgets for three income levels—prices for San Francisco, September, 
1949. Issued by the Heller Committee for Research in Social Economics. (Berkeley: 
Univ. of California Press. 1950. Pp. 116. $1.25.) 


Report of the New York State Advisory Council on placement and unemployment in- 
surance for the year 1949, (New York: State Advisory Council on Placement and Un- 
employment Insurance. 1950. Pp. 56.) 


Social security legislation throughout the world. Fed. Security Agency, Soc. Security 
Admin. bur. rept. no. 16. (Washington: Supt. Docs. 1949. Pp. iv, 176.) 


Social security revision. Hearings, Senate Committee on Finance, 81st Cong., 2nd sess. 
Pt. 1, Testimony and recommendations by the Social Security Administration, Jan. 17-20, 
1950. (Washington: Supt. Docs. 1950. Pp. 155.) 


Systems of social security: New Zealand, (Washington: Internat. Lab. Off. 1949. Pp. 76.) 


World population trends, 1920-1947. ST/SOA/Ser. A. Population stud. no. 3. (Lake Suc- 
cess: U. N. Dept. of Social Affairs. 1949. Pp. 16.) 


Unclassified Items 
BRADFORD, S. C. Documentation. (Washington: Public Affairs Press. 1950. $3.) 
Macliver, R. M. The ramparts we guard. (New York: Macmillan. 1950. Pp. 152. $3.) 


MitcHerrt, W. and others. Twenty-ninth annual report of the National Bureau of Eco- 
nomic Research. (New York: Nat. Bur. Econ. Research. 1949. Pp. 107, Apply.) 


Unic, J. Handbuch der weltwirtschaft. (Nürnberg: Nest-Verlag. 1949. Pp. 354.) 
A handbook of useful economic information set out in alphabetical order. 


The economic almanac for 1950. A handbook of useful facts about business, labor and 
government in the United States and other areas. (New York: Nat. Industrial Conf. 
Board, 1950. Pp. xii, 663.) 


Register of research in the social sciences in progress and in plan and directory of research 
institutions. Edited by F. Stone. (London: Cambridge Univ. Press. 1949, Pp. 155. 15s.) 


Social Science Research Council report 1948-1949. (New York: Soc. Sci. Research Council. 
1950. Pp. 63.) 


PERIODICALS 


Economic Theory; General Economics 
Armstronc, W. E. A note on the theory of consumers’ behavior. Oxford Econ. Papers, 
Jan., 1950. Pp. 4. 


BARBER, C. L. The instantaneous theory of the multiplier. Canadian Jour. Econ, and Pol. 
Sci., Feb., 1950. Pp. 5. 


CARTER, C. F. Expectation in economics. Econ. Jour, Mar., 1950. Pp. 14. 


COCHRANE, D. Measurement of economic relationships. Econ. Record, Dec., 1949. Pp. 
17. 


Domar, E. D. The Varga controversy. Am. Econ. Rev., Mar., 1950. Pp. 20. 
Erus, H. S. Tke economic way of thinking. Am. Econ. Rev., Mar., 1950. Pp. 12. 
GRAFF, J. oe V. Mr. Harrod on hump saving. Economica, Feb., 1950. Pp. 10. 


Grorcrscu-Rorecen, N. The theory of choice and the constancy of economic laws. Quart. 
Jour. Econ., Feb., 1950. Pp. 14. 

HAAvELMO, FT. The notion of involuntary economic decisions. Econometrica, Jan., 1950. 
Pp. 8. 

. A note on the theory of investment. ‘Rev. Econ. Stud., vol. xvi (2), no. 40, 1949- 

50. Pp. 4. 


Hansen, A. H. The Robertsonian and Swedish systems of period analysis, Rev, Econ. 
and Stat., Feb., 1950, Pp. 6. 


Hickman, W. B. The determinancy of absolute prices in classical economic theory. 
Econometrica, Jan., 1950. Pp. 12. 


. Hoos, S. Implications of aggregative theories for agricultural economists. Jour. Farm. 
Econ., ‘Proceedings, Nov., 1949. Pp. 12. 

Kennepy, C. The common sense of indifference curves. Oxford Econ. Papers, Jan., 1950. 
Pp. 9. l 

KRELLE, W. Die grensproduktivitatstheorie des Loknes. Jahrb. f. Nationalök. und Statistik, 
Jan., 1950, Pp. 42. 


LEONTIEF, W. The consistency of the classical theory of money and prices. Econometrica, 
Jan., 1949. Pp. 4. 


Mosst, R. Economic knowledge and the problem of method. In English and French. 
Internat. Soc. Sci. Bull., no. 3-4, 1949. Pp. 9. 


Maxower, H. and Baumot, W. J. The analogy between producer and consumer equili- 
brium analysis. Economica, Feb., 1950. Pp. 18. 


May, K. A note on the pure theory of production. Econometrica, Jan., 1950. Pp. 4. 


Merex, R. L. The decline of Ricardian economics in England. Economica, Feb., 1950. 
Pp. 20. 


Menta, J. K. Dynamic economics. Indian Jour. Commerce, Sept., 1949. Pp. 20. 


Parsons, K. H. The logical foundations of economic research. Jour. Farm Econ., Nov., 
1949. Pp. 31. 


Perroux, F. Economic space: theory and applications. Quart. Jour. Econ., Feb., 1950. 
Pp. 16. 


Rosertson, D. H, A revolutionist’s handbook. Quart. Jour. Econ., Feb., 1950. 


SAMUELSON, P. A. Evaluation of real national income. Oxford Econ. Papers, Jan., 1950. 
Pp. 29. 


SCHUMPETER, J. A. Wesley Clair Mitchell (1874-1948). Quart. Jour. Econ., Feb., 1950. 
Pp. 17. 


Tress, R. C. How much deflation? Westminster Bank Rev., Feb. 1950. Pp. 7. 
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Urimo, J. Théorie du profit. Rev. d’Econ. Pol., July-Aug., 1949. Pp. 29. 

von STACKELBERG, H. F. Die theorie des wechselkurses bei vollständiger konkurenz. Jahrb. 
f. National6k. und Statistik, Sept., 1949, Pp. 65. 

WEILLER, J. La doctrine économique à “’Heure du Choix”? Rev. dHist. Econ. et Soc., 
vol, xxvii, 1948-49. Pp. 21. 

. Les préférences nationales de structure et le déséquilibre structurel. Rev. d’Econ. 
Pol., July-Aug., 1949. Pp. 21, ) 

Weston, J. F. A generalized uncertainty theory of profit. Am, Econ. Rev., Mar., 1950. 
Pp. 21. 





Economic History; National Economies 
ASHTON, T. S. Tke standard of life of the workers in England, 1790-1830. Jour. Econ. 
Hist., supp]. ix, 1949. Pp. 20. 


CONDLIFFE, J. B. Révolution scientifique au xix’ siécle—Rev. d’Hist. Econ. et Soc., vol. 
xxvii, 1948-49. Pp. 19, 


Coptanp, D. B. Balance of production in the Australian post-war economy. Econ. Record, 
Dec., 1949. Pp. 6. 


Errovmson, C. W. Collective agriculture in Israel. Jour. Pol. Econ., Feb., 1950. Pp. 17. 


Ernaunt, M. The Italian land: men, nature, and government. Soc. Research, Mar., 1950. 
Pp. 27. 


ErLIcH, A. Preobrazhenski and the economics of Soviet industrialization. Quart. Jour. 
Econ. Feb., 1950. Pp. 32. 


GONNARD, R. Les grandes invasions et le commerce européen. Rev. d’Econ. Pol., July-Aug. 
1949. Pp. 13. , 


GOTTLIEB, M. The German economic potential. Soc. Research, Mar., 1950. Pp. 25. 


Heaton, H. The making of an economic historian. Jour. Econ. Hist., suppl. ix, 1949. 
Pp. 18. 


Jasny, N. Soviet statistics. Rev. Econ. and Stat., Feb., 1950. Pp. 8. 


Krxrann, E. C. The place of theory in teaching American economic history, Jour. 
Econ. Hist., suppl. ix, 1949. Pp. 4. 


Warp-Perxins, C. N. The commercial crisis of 1847. Oxford Econ. Papers, Jan., 1950. 
Pp. 20. 


L'evolution récente de la production, des transports et du commerce intérieur. Etudes et 
Conjoncture, red ser., Nov.-Dec., 1949. Pp. 34. 


La situation économique du royaume-uni. Etudes et Conjoncture, blue ser., Nov.-Dec., 
1949. Pp. 35. 
Statistics and Econometrics 
Beates, R. E. Industrial classification—national and international, Jour. Royal Statistical 
Soc., vol. 112, pt. 3, 1949. Pp. 25. 


Campion, H, International statistics. Jour. Royal Statistical Soc, Vol. 112, pt. 2, 1949. 
Pp. 30. 


Jasny, N. International organizations and Soviet statistics. Jour. Am. Statistical Assoc., 
Mar., 1950, Pp. 7. ` 


Kuznets, S. Conditions of statistical research. Jour. Am. Statistical Assoc. Mar., 1950. 
Pp. 14. 
Economic Systems; Planning and Reform; Cooperation 
Brrr, S. H. British planning under the labor government. Soc. Research, Mar., 1950. 
Pp. 30. 
Kaser, M. S. Soviet planning and the price mechanism. Econ. Jour., Mar., 1950. Pp. 11. 
Kinc, R. W. Whither the technological state? Pol. Sci. Quart, Mar., 1950. Pp. 13. 
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MAcKENROTH, G. Soszialistiche wirtschaftsverfassung. Weltwirtsch. Archiv., vol. 63, no. 2, 
1949. Pp. 51. 4. 

TuGWELL, R. G. The New Deal: the available instruments of governmental power. Western 
Pol. Quart., Dec., 1949, Pp. 36. 

ZAUBERMAN, A. Economic thought in the Soviet Union. II, Economic planning and con- 
trol. Rev. Econ. Stud., vol. xvi (2), no. 40, 1949-50. Pp. 14. 


National Income and Social Accounting 


DUMONTIER, J. La comptabilité nationale et les corrélations. Rev. d’Econ. Pol., July-Aug., 
1949, Pp. 19. m 

Fuerst, E. The presentation of national income statistics. Econ. Jour., Mar., 1950. Pp. 5. 

Gordon, R. A. The treatment of government spending in income-velocity estimates. 
Am. Econ. Rev., Mar., 1950. Pp. 8. 

HENDERSON, P. D. and Seers, D. 1949: Forecast and fact, Bull. Oxford Univ. Inst. of 
Stat., Jan. and Feb., 1950. Pp. 53. 

Manzoccu, B. Lo squilibrio tra Peconomia degli U.S.A. e quélla degli altri paesi capi- 
talzstict. Critica Econ., Sept.-Dec., 1949. Pp. 14. 

OxnaAM, D. W. Some observations on changes in money and real income in Australia, 
1938-39 to 1948-49. Econ. Record, Dec., 1949. Pp. 18. ; 

National income and national product in 1949. Survey Current Bus., Feb., 1950. Pp. 7. 

1949 survey of consumer finances. Part VIJ[—Distribution of consumer saving in 1948:. 
Fed. Res, Bull., Jan., 1950. Pp. 21. 


Business Fluctuations; Prices 


ArpDANT, H. Les crises économiques et la conjoncture actuelle. Rev. d’Econ. (Montevideo), 
- Aug.-Sept., 1949. Pp. 27. 
BERNSTEIN, E. M. Latent inflation: problems and policies. Internat. Monetary Fund Staff 
Papers, Feb., 1950. Pp. 16. 
Georce, E. B. Harnessing the economic cycle. Dun’s Rev., Mar., 1950. Pp. 3. 
Hiccins, B. The concept of secular stagnation. Am. Econ. Rev., Mar., 1950. Pp. 7. 
Hirst, R. R. Inflatzon—its impact on enterprises. Econ. Record, Dec., 1949. Pp. 7. 
Hooton, F. G. Risk and the cobweb theorem. Econ. Jour., Mar., 1950. Pp. 12. 
HorserwrD, J. K. The measurement of inflation. Internat. Monetary Fund Staff Papers., 
Feb., 1950. Pp. 32. 
KaLecxi, M. A new approach to the problem of business cycles. Rev. Econ. Stud., 
vol. xvi(2), no. 40, 1949-50. Pp. 8. 
KEYSERLING, L. H. Housing and inflation: reply to Professor Ellis. Am. Econ. Rev., Mar., 
1950. Pp. 4. , 
Morton, W. A. Trade unionism, full employment and inflation. Am. Econ. Rev., Mar. 
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NOTES 


Change of editorial address—Since the managing editor is joining the faculty of the 
University of California at Los Angeles, the editorial office of the Review will be trans- 
ferred to Los Angeles, effective August, 1950. The postal address will be University of 
California at Los Angeles, 405 Hilgard Avenue, Los Angeles 24, California. 


At the last meeting of the Executive Committee, it was voted to publish the slate of 
nominees for 1951 officers in the June number of the Review. The nominations as completed 
by the Electoral College are as follows: For President: John H. Williams, Harvard Uni- 
versity. For Vice-Presidents: Anne Bezanson, Rockefeller Foundation; Corwin D. Edwards, 
Federal Trade Commission; Joseph J. Spengler, Duke University; Donald H. Wallace, 
Princeton University. For Executive Committee: John B, Condliffe, University of California; 
Margaret G. Reid, University of Illinois; Albert G. Hart, Columbia University; Clarence 
E. Ayres, University of Texas. Two vice-presidents and two members of the Executive 
Committee will be chosen by ballot in the November election. 

The annual meeting of the Association will be held at the Palmer House, Chicago, Illinois, 
December 27-30, 1950. In accordance with the plan announced at the annual business 
meeting, December 29, 1949, arrangements this year are being made on an independent 
rather than on a joint basis. The American Statistical Association, the Econometric Society, 
the American Finance Association, the American Marketing Association, and the Industrial 
Relations Research Association have thus far indicated their intention of meeting at the 
same time in Chicago. 


OFFICERS OF ALLIED SOCIAL SCIENCE ASSOCIATIONS 


American Accounting Association: Charles J. Gaa, University of Illinois, College of Com- 
merce and ‘Business Administration, Urbana, Illinois, secretary-treasurer. 

American Association of University Teachers of Insurance: Erwin A. Gaumnitz, Univer- 
sity of Wisconsin, Madison, Wisconsin, president; J. Edward Hedges, Indiana University, 
Bloomington, Indiana, secretary-treasurer. ` 

American Business Law Association: Lewis Mayers, City College, School of Business and 
Civic Administration, 17 Lexington Avenue, New York 10, New York, president; 
Paul C. Roberts, University of Ilinois, 432 David Kinley Hall, Urbana, IHinois, 
secretary-treasurer. 

American Farm Economic Association: Warren C. Waite, Division of Agricultural Eco- 
nomics, University Farm, St. Paul 1, Minnesota, president; L. H. Simerl, University 
of Ilinois, 305 Mumford Hall, Urbana, Illinois, secretary-treasurer. 

American Finance Association: Howard R. Bowen, University of Illinois, Urbana, Illinois, 
president; Edward E. Edwards, Indiana University, Bloomington, Indiana, secretary- 
treasurer. 

American Marketing Association; Everett R. Smith, Macfadden Publications, 205 East 
42nd Street, New York 17, New York, president; George H. Brown, University of 
Chicago, Chicago 37, Ilinois, secretary. 

American Political Science Association: James K. Pollock, University of Michigan, Ann 
Arbor, Michigan, president; Harvey Walker, Ohio State University, 100 University Hall, 
Columbus 10, Ohio, secretary-treasurer. 

American Sociological Society: S. Cottrell Leonard, Cornell University, president; John W. 
Riley, Jr., 427 West 117th Street, New York 27, N.Y., secretary-treasurer. 

American ‘Statistical Association: Samuel S. Wilks, Princeton University, president; 
Samuel Weiss, 1108 16th Street, N.W., Washington 6, D.C., secretary-treasurer. 

Econometric Society: William B. Simpson, University of Chicago, Chicago 37, Ilinois, 
secretary. 

Industrial Relations Research Association: George W. Taylor, University of Pennsylvania, 
Philadelphia, Pennsylvania, president; William H. McPherson, 704 South Sixth Street, 
Champaign, Illinois, secretary-treasurer. 
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Institute of Mathematica] Statistics: J. L. Doob, University of Illinois, Urbana, Illinois, 
president; C, H. Fischer, University of Michigan, Ann Arbor, Michigan, secretary- 
treasurer. 


The name of the Academy of World Economics has been changed to The National 
Academy of Economics and Political Science. The Academy is affiliated with Section K 
of the American Association for the Advancement of Science and has administrative offices 
at the Hall of Government, George Washington University. 


PUBLICATIONS 


The International Monetary Fund has published the first issue of Staf Papers, the work 
of members of its staff. The journal is to be published at irregular intervals three times a 
year. The subscription price is $3.50, or an equivalent in the currencies of other countries. 
Single copies may be purchased for $1.50. 

A quarterly periodical, International Social Science Bulletin, in English and French, is 
being published by UNESCO. Subscriptions, at $1.50 annually, may be placed with the 
Columbia University Press, New York 27, N.Y. l 


Death 
Professor Frederic B. Garver, of the University of Minnesota, February 22, 1950. 


Appointments and Resignations 


Daniel K. Andrews has been appointed assistant professor of economics at Tufts College. 

Victor J. Baran has been appointed instructor in economic analysis at the University 
of Virginia. 

Robert W. Bauer has accepted an appointment to the State of California Department 
of Social Welfare to work on a cost-of-living study. 

Alfred H. Baume, formerly teaching assistant in the School of Business of the University 
of Chicago, is now an economic analyst with the Ford Motor Company, 

Nathan Belfer is serving as economist with the American Mutual Liability Insurance 
Company. 

Philip H. Blaisdell resigned as instructor in economics at Northwestern University at 
the end of the winter quarter to accept a position with the Machinery and Allied Products 
Company, Washington, D.C. 

Joe E. Brown has been appointed associate professor of economics at the University of 
Oklahoma, 

Norman S. Buchanan, who has been serving as assistant director of social sciences, 
Rockefeller Foundation, will return to the department of economics, University of 
California, Berkeley, in the fall. 

H. H. Burbank has resigned as chairman of the department of economics, Harvard 
University, and will be succeeded by Arthur Smithies. 

Lester V. Chandler, of Amherst College, has been appointed Gordon S. Rentschler 
professor of economics at Princeton University. 

Irving W. Cheskin has accepted an appointment as director of the Program Planning 
Division of the Connecticut State Housing Authority. 

Carl Christ has been appointed assistant professor of political economy at the Johns 
Hopkins University for the coming years. 

Clay L. Cochran has been appointed assistant professor of economics at the University 
of Oklahoma. l 

Jack L. Codding is instructor in accounting at the University of Florida. 

Pryor E. Cosby, of the University of Wisconsin, has joined the staff of Claremont 
Men’s College as director of placement and instructor in business communications. 
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Melvin A. Eggers, of Yale University, has been appointed assistant professor of eco- 
nomics at Syracuse University, effective September, 1950, 


John C. Fetzer, formerly of Rutgers University, will assume duties as professor of 
economics at the University of Miami in the summer of 1950, 


William E. Folz, professor of economics in the School of Business Administration of 
the University of Idaho, will become head of the department of agricultural economics 
in the College of Agriculture, effective July, 1950. 


Allen B, Ford has been appointed lecturer in business administration at the School of 
Business Administration, Emory University. 


John K. Hagemann has been appointed economic analyst in the Division of Research 
for Europe, Department of State. 


James K. Hall, on leave of absence from the University of Washington, is economic 
consultant to ECA in Turkey. 


C. Lowell Harriss, of Columbia University, who has been teaching at Stanford Uni- 
versity this year, also gave a seminar in public finance at the University of California, 
Berkeley, during the spring semester. 

James O. Hopkins was assistant professor of management at Tulane University in the 
spring semester. 

Charles D. Hyson is chief of the Trade and Payments Division, ECA Special Mission 
to Norway, Oslo. 

Elmo L. Jackson has joined the staff of the department of economics, Vanderbilt Uni- 
versity. 

Edward J. Kelly has been appointed dean of the School of Accountancy of Golden 
Gate College. 

Albert Lauterbach, of Sarah Lawrence College, will lecture this summer at the School 
of European Studies in Zurich, Switzerland. . 

Edward E. LeClair, Jr., of Clark University, has been appointed assistant professor of 
economics at Norwich University i 

Joy L. Leonard, retiring head of the department of economics at the University of 
Southern California, will become visiting professor of economics at Harding College. 

Ta-Chung Liu has been serving as visiting lecturer in mathematical economic theory 
at the Johns Hopkins University during the past year. 

Erik Lundberg, professor of economics at the University of Stockholm and director of 
the Swedish Institute for Economic Research, was visiting professor of economics at the 
University of Washington in the spring quarter. 

Fritz Machlup, professor of political economy at the Johns Hopkins University, offered 
a course of lectures at the National University of Mexico in February, 1950. 


John H. MacKay has been appointed instructor in accounting at Tulane University. 


Jean P. Mahan has been promoted from instructor to assistant professor of economics 
at Tulane University. 


Theodore F. Marburg, of Princeton University, has accepted a position as professor of 
economics and business administration at Hamline University. 


Daniel Marx has resigned as special assistant to Ambassador W. Averell Harriman and 
will have a visiting membership at the Institute for Advanced Study for one year, 


Bronislaw E. Matecki has been promoted from associate professor to professor of eco- 
nomics at Lynchburg College. 


J. M. Mitchell, assistant professor of economics at Tulane University, has received a 
Fulbright award for research and study in France. 


Chandler Morse has accepted an appointment as associate professor of economics at 
Cornell University. 
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Felix Muehiner lias joined the staff of the Bureau of Economic and Business Research 
of the University of Florida. 

James Nelson, of Oberlin College, has been appointed associate prolio of economics 
at Amherst College, effective in the fall term. 

Jack N. Ockerlander has been appointed instructor in economics at the University of 
Virginia. 

Robert W. Oliver, of Princeton University, has accepted a position as instructor in 
economics at Pomona College. 

Carl E. Parry, formerly economist with the Federal Reserve Board, taught graduate 
courses in banking at the Ohio State University in the spring quarter. 

W. Nelson Peach has been appointed to the staff of the department of economics, 
University of Oklahoma. 

J. J.. Polak has been serving as visiting lecturer in the theory of international trade at 
the Johns Hopkins University during the past year. 

Allan A. Porter, formerly with the C.L.O. United Rubber, Cork, Linoleum and Plastic 
Workers of America, is now with the Ontario Federation of Labour. 

Robert A. Rennie, of the Johns Hopkins University, has been a member of the Eco- 
nomic and Financial Mission to the Peruvian Government during the past year. 

Raymond W. Ritland has been appointed instructor in economics at Tulane University. 

Earl R, Rolph has been on leave from the University of California, Berkeley, to serve 
on the tax advisory staff of the Secretary, U. So Treasury Department. 

Richard Scheuch, of Princeton University, has accepted a position as instructor in 
economics at Trinity College. 

Peter R. Senn has been appointed assistant professor of economics at Pennsylvania 
State College. 

Robert P. Shay, of the University of Virginia, has been appointed instructor in eco- 
nomics at the University of Maine. 

Carl S. Shoup, of Columbia University, accompanied by William S. Vickrey, of Co- 
lumbia University, William C. Warren, of Columbia University, Stanley Surrey, of the 
University of California and Howard Bowen, of the University of Dlinois, will serve on 
a tax mission in Japan this summer. 

Irving H. Siegel, formerly chief economist of Veterans Administration, is engaged in 
research at the Johns Hopkins University. 

Walter B. Smith, chairman of the department of economics at Williams College, has 
been appointed to the James G. Boswell Professorship of American Economic Institutions 
at Claremont Men’s College. 

Riley C. Sprowls has been appointed instructor in business administration in the School 
of Business of the University of Chicago. 

George Stepanovich has been appointed instructor in economics at Washington Uni- 
versity, St. Louis. 

Merton P. Stoltz has been promoted to a professorship in the department of economics 
at Brown University. 

Theodore A. Sumberg has accepted a one-year appointment as director of the depart- 
ment of economic studies of the Banco de Guatemala, the nation’s central bank. 

Alice J. Vandermeulen, on leave from Claremont Men’s College, has an appointment to 
a research fellowship with the John Randolph Haynes and Dora Haynes Foundation. 

Friedrich A. von Hayek, Tooke Professor of Economic Science and Statistics, Uni- 
versity of London, was visiting professor of economics in the College of Business Adminis- 
tratin, University of Arkansas, in the spring term. 

V. Orval Watts, formerly editorial director of the Foundation for Economic Education, 
is at Claremont Men’s College as visiting professor of economics. 
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Clemens, Fred Taylor entered college at Northw 


received his A.B. degree from that institution in 1876 and a master’s degree 
in 1878. Northwestern also granted him an honorary LL.D. in 1926. In 
1879 he joined the faculty ot Albion College, Michigan, where he taught 
history, English, political science, and political economy. He remained at 
Albion until 1892, but continued his studies ad interim at Johns Hopkins 
(with Ely and H. C. Adams) in the autumn of 1884 and at the University 
of Michigan, 1887-88. He received his Ph.D. (one of the first granted 
at Michigan) in 1888. His dissertation, “The Right of the State to Be,” 
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the flavor and methodology of the more exact sciences. His teaching activi- 
ties absorbed much of his energies. This, together with poor health, arrested 
somewhat the extension of his reputation as a scholar; thus he was seventy- 
three years old when elected president of the American Economic Associa- 
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F.M. Taylor was first listed in Who's Who in America in 1901-02. An 
obituary. note by Z. C. Dickinson appeared in the Economic Journal, June, 
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Dictionary of American Biography, Volume 18 (1937), page 323. Professor 
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A FOREWORD ABOUT THIS REPORT 


This report was prepared by a subcommittee of the Committee on Public 
Issues of the American Economic Association. Members of the subcommittee 
were Emile Despres of Williams College, Milton Friedman of the University 
of Chicago, Albert G. Hart of Columbia University, Paul A. Samuelson of 
the Massachusetts Institute of Technology, and Donald H. Wallace of 
Princeton University, chairman. 

The purpose of this report is to make available to the interested public a 
summary of the expert knowledge of economists on the nature of the prob- 
lem of economic instability and its treatment. The subcommittee states that 
“we have endeavored to state conclusions on facts, ideas, and policy where 
we believed there was a consensus among economists. We have also tried to 
point out major differences among economists and major gaps in knowledge.” 

The report is a joint product, actively participated in and signed by all 
members of the subcommittee. As is usually true of committee reports, each 
member has reservations on some particular points. Many of these are, of 
course, reflected in the disagreements described in the text. 

In March, 1947, the Executive Committee authorized and requested the 
president of the Association to appoint a Committee on Public Issues with 
the responsibility, among other things, of arranging for the preparation of 
statements on issues of public policy. Such a committee was promptly ap- 
pointed. The committee decided to establish subcommittees to prepare state- 
ments on issues of public policy. Reports of the subcommittees were to be 
addressed to the public and were to summarize the expert knowledge and 
opinion in the field, calling attention also to the main gaps in important 
and relevant information. The Committee on Public Issues assumed general 
editorial responsibility for the reports of the subcommittees which were to 
be transmitted by it to the president of the Association. | 

The present report was reviewed by the Committee on Public Issues and 
transmitted to the president in December, 1949 with a unanimous recom- 
mendation of the committee that it be published. In conformity with the 
procedure for these reports, this recommendation was considered by the 
president and the Executive Committee, who directed publication of the 
report. 

SUMNER H, SLICHTER 
Chairman, Committee on Public Issues 
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THE PROBLEM OF ECONOMIC INSTABILITY 


This report is about the problem of economic instability in peace- 
time in the United States—how to avoid mass unemployment and 
major fluctuations in the price level while maintaining steady growth 
in production. It was written in 1949, before military action in 1950 
transformed the immediate goals of the economy of the United States. 
It does not deal with problems of economic mobilization and economic 
stabilization for war, partial or total, although some of the basic facts 
and analysis presented here are fundamental for wartime economic prob- 
lems, as well as for those of peacetime. 

The report is addressed primarily to the interested public, not to 
economists. Its purpose is to tell them what economists do and do not 
know about the problem of economic instability. Its preparation and 
publication reflect the belief that there is a body of technical knowledge 
in economics that has a great deal to contribute to the formation of 
intelligent policy on economic stability. 

This is a brief report dealing with complex and complicated prob- 
lems. The details, refinements, and qualifications needed in their work 
by experts in economic analysis or administration would be out of place 
here. Economics can best serve the public only if its useful conclusions 
can be briefly and simply explained. - 

This report endeavors to explain the nature of the fluctuating eco- 
nomic pressures which stabilization policy must offset, remove, or 
divert into useful channels, and to present economists’ thinking about 
policy measures helpful in stabilization and about the problem of build- 
ing a coherent program. While economists are not unanimous about 
stabilization problems, the committee which drafted this report be- 
lieves that there is a broad consensus which the report reflects. Impor- 
tant professional disagreements are also noted, however, and the range 
of opinions within the committee is wide enough to make it likely that 
a large share of such disagreements have been located. 

This report has been prepared under the auspices of the American 
Economic Association. It is not, however, to be considered an official 
utterance of the Association which by provision of its Charter does not 
“commit its members to any position on practical economic questions.” 


I. Objectives 
Price and Employment Objectives 


Domestic economic stability has two major objectives—sustained 
full employment, and stability of price levels. The importance of full 
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employment was underlined by our experiences in the 1930’s, and has 
been formally recognized in the Employment Act of 1946. The impor- 
tance of price-leve) stability, already widely understood before the 
war, has been emphasized by our experiences in the 1940s. 

Full employment means that qualified people who seek jobs at pre- 
vailing wage rates can find them in productive activities without con- 
siderable delay. It means full-time jobs for people who want to work 
full time. It does not mean that people like housewives and students 
are under pressure to take jobs when they do not want jobs, or that 
workers are under pressure to put in undesired overtime. It does not 
mean that unemployment is ever zero. People are unemployed for a 
time while changing jobs. Full employment is the absence of mass un- 
employment. By this standard, employment was full, and probably 
overfull, most of the time during the years 1943-48. 

Price-level stability means the absence of any marked trend or sharp, 
short-term movements in the general level of prices. Marked shifts in 
relative prices of individual commodities, reflecting changes in con- 
sumer preferences, or in conditions of production, are however, en- 
tirely compatible with a stable average price level—in fact, most 
economists favor both price-level stability and flexibility of relative 
prices. i 

The desirability of full employment is obvious: unemployment 
means waste of potential output and hardship for the unemployed and 
their dependents. The desirability of price-level stability is, perhaps, 
less obvious. But, on the one hand, any large price drop is almost sure 
to be accompanied by serious unemployment. And, on the other hand, 
inflation, though pleasant for some people, hurts those whose dollar 
incomes do not increase or increase less than living costs; and also 
sharpens conflicts of economic interest and impairs the group consensus 
necessary for solving national problems. 


The Relation of Stability to Other Objectives 


Economic stability is but one among a number of widely accepted 
objectives for social policy. To some extent the attainment of economic 
stability is likely to promote other objectives as well. But some meas- 
ures to promote stability may to some extent conflict with them; hence, 
it must be borne in mind that economic stability is not desired at all 
costs. 

Three other objectives—peace, progress, and freedom—call for 
special mention, by reason of their importance and their close relation 
to economic stability. 

The strengthening of peaceful and democratic institutions in the 
rest of the world depends, much more than most Americans realize, 
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on the maintenance of prosperity in the United States. If depressions 
in the United States undermine the markets of other countries, or if 
for reasons of domestic policy we do not let imports flow in freely, 
the prosperity of other countries will be endangered. Instability in 
the United States is thus likely to generate economic and political 
reactions abroad that will endanger the preservation of peace. 

Progress involves change, reorganization of economic resources, 
replacement of the old by the new. A dynamic, progressive economy is 
one in which new techniques are constantly being developed and intro- 
duced, new products are seeking to attract public favor and replace 
old products, new firms are challenging the old. Such an economy can- 
not be completely stable. Adaptation to change takes time and involves 
friction, with resulting dips or jogs in production and employment. On 
the other hand, willingness to venture into new lines and to develop 
new products and processes is greatly hindered if individuals and busi- 
ness firms must devote a considerable part of their energies and re- 
sources to adjusting themselves to substantial fluctuations in the 
general level of economic activity. 

The essence of freedom is the exercise of free choice by individuals 
with respect to a wide range of their activities—in the economic 
sphere, a large measure of freedom in choice of goods to consume, of 
occupations to follow, of ways of investing or using property. Freedom 
in these respects implies freedom to experiment, and to change one’s 
mind. It also implies that individuals can and will make mistakes. It 
thus implies change, which in turn forces adaptation to change. On 
the other hand, marked economic instability creates conflicts and hard- 
ships, sets group against group and produces dissatisfaction with the 
existing structure of society. Thus it may undermine the basic consen- 
sus on which freedom and democracy rest. 


The Institutional Setting 


Americans live today in a society with a.large measure of personal 
freedom, a great deal of private enterprise, and a great deal of govern- 
ment activity. This report treats the problems of economic stability in 
this kind of mixed society. It assumes that, while government will 
continue to undertake much economic activity directly and to control 
private activity in many ways, the bulk of our people will be employed 
by private business or be self-employed; and that decisions on what 
to consume, where to work, how to use property, and what and how 
much to produce will be governed primarily by incentives affecting 
the people making them, rather than by directives from government. At 
present the great majority of Americans—including the writers of 
this report—desire this kind of institutions. Hence this report does 
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not treat proposals for effecting economic stability by extensive govern- 
ment directives requiring economic units to do certain things and for- 
bidding them to do other things. 


ll. The Historical Record 


Section II gives some main facts of the historical record of insta- 
bility. Section III presents some basic ideas which, with the facts of 
Section II, form the basis of the discussion of policy measures in Sec- 
tions IV-VII. 

Economic instability has been chronic in America, as in other ad- 
vanced economies. Price records, going back to colonial days, show 
at least one sizable swing each decade. Production records, going back 
to the Civil War, show numerous depressions and booms of output, 
few long stretches of full-volume production. The records of employ- 
ment and unemployment, fragmentary until recent years, confirm this 
picture of instability, as far as they go. 

This record of instability is frequently analyzed in terms of ‘“busi- 
ness cycles.” In depressions we find a phase of “revival,” a few months 
in which many prices and much non-agricultural employment and out- 
put turn upward. Then comes a phase of “expansion,” sometimes last- 
ing for years, with output high or rising, and with prices high or rising, 
or both. Eventually comes a phase of “recession,” occasionally dra- 
matic, when within a few months many prices and output and employ- 
ment in many industries turn downward. This is often followed by a 
phase of “contraction,” with further declines of output, employment, 
and prices. 


Depressions 


_ In the Great Depression of the 1930’s with its mass unemployment, 

output was for a decade far below what our labor force and plant could 
produce. The total loss of output that could have been produced and 
was not has been estimated as running into the hundreds of billions 
of dollars—comparable to the volume of output that went into the 
waging of World War II. But this depression was not our first long 
and deep depression. There were dismal years after 1837, and the 
depressions of the 1870’s and 1890’s were protracted and severe. 

Besides these major depressions, sharp minor slumps appear in the 
records for 1884-1885, 1904, 1908, 1914, 1920-1922, and 1937-——not 
to mention such dips of output as 1924 and 1927, which were picked 
up in the seismographic records of the business-cycle analysts, but 
did not involve serious and prolonged unemployment. 

It is not necessary first to be prosperous in order to have a slump 
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of output. A depression-within-a-depression can happen, and did 
happen in 1895-1898 and 1937-1938. 


Inflations 


Full-blown inflation—a price rise which is widespread, rapid and 
carries prices to a peak 50 per cent or more above the starting point— 
has happened in American history only during and after wars. Our 
only inflations of this sort were linked with the Revolution, the War 
of 1812, the Civil War, World War I and World War II. (The Mexican 
War and Spanish-American War did not subject the United States to 
enough strain to generate inflation.) However, there have been periods 
of sustained though less severe price rise during peacetime. For 
example, between 1899, a year of recovery, and 1909 wholesale prices 
rose by one-third. 


Sustained Prosperity 


The economic records show few periods of sustained prosperity. 
Between the big depressions of the 1870’s and 1890’s, the decade 
of the 1880’s was mostly prosperous, though it contained also a two- 
year slump with a panic in 1884. Prosperity also reigned in most of 
the years 1899-1913 although there was a panic in 1907, and brief, 
sharp slumps in output occurred in 1904, 1908, 1911, and 1914. 

The interwar years exhibit the longest record of sustained pros- 
perity, as well as the worst recorded depression. The years 1923-1929 
were on the whole years of prosperity. The setbacks of 1924 and 1927 
never became serious. 


Some Important Characteristics of Business Cycles 


Some of the most important uniformities found by study of business 
cycles are the following: 

1. Prices and production, outside of agriculture, ordinarily rise and 
fall together, instead of moving in opposite directions. 

2. Total expenditure on durable goods fluctuates by a greater per- 
centage than spending on non-durable goods. Total private spending 
on capital goods (plant, equipment, housing, and the like) fluctuates 
by a greater percentage than consumption expenditure. 

‘3. Total output and employment fluctuate by a much larger per- 
centage in durable-goods industries than in non-durable-goods in- 
dustries. For instance, auto production is more unstable than gasoline 
production, house construction than the renting of rooms. 

4. Total output and employment fluctuate by a much greater per- 
centage in construction and capital equipment than in consumer goods. 
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5, Current expenditure on business inventories fluctuates by a 
greater percentage than total sales. 

6. Large changes in total output and employment or in the price 
level are normally accompanied by large changes in the same direc- 
tion in the volume of money, z.e., currency and bank deposits, and a — 
change in the velocity of circulation of money. 

7. Some prices are highly flexible, others highly rigid. Price rigidity 
centers in manufactured goods, price flexibility in farm products and 
foods. 

8. Total profits fluctuate by a much greater percentage than other 
types of income. 

The lack of uniformity found in some key characteristics of business 
cycles is equally significant: 

1. The length of cycles, averaging about 34% years, varies widely. 
For example, counting from trough to trough we find a 5-year cycle 
in 1927-1932, from peak to peak an 8-year cycle from 1929-1937. On 
the other hand, 1919-1922 and 1920-1923 were 3-year cycles, and 
shd er ones have been observed. So we can never tell where we are in 
the cycle by counting months elapsed since some past event. 

2. The amplitude of cycle swings is very irregular. The down-swing 
of 1923-1924, for example, reduced manufacturing output about a 
tenth; that of 1937-1938, by nearly half. So we cannot count on any 
particular amplitude as “normal.” Moreover, the evidence is not clear 
whether as time goes on cycles are becoming more or less severe. 

3. Expansion in some cycles brings output up to a full-employment 
level and holds it there for some time, as in 1925-1927. In other cycles, 
expansion leads only to a “submerged peak,” with unemployment still 
heavy, as in 1895 and 1937. There is evidence that in full-recovery 
cycles building construction characteristically contributes heavily to 
the expansion, while in submerged-peak cycles it does not. 

4. No two cycles are exactly alike in the relative rôles played by 
different factors such as commodity prices, security prices, inventories, 
foreign loans, or construction. Inventory building and commodity 
price speculation characterized the boom of 1919-1920 followed by a 
price collapse. Stock market speculation and foreign loans were im- 
portant elements in the boom preceding the 1929 decline. 

5. Numerous attempts have been made to use our knowledge about 
uniformities in business cycles to “forecast” the future course of busi- 
ness activity. Economic forecasting has not developed to the point 
where it is a reliable guide for national policy. Even identification of ` 
phases of the cycle as they happen, or soon afterward, is far from easy. 

In making use of our knowledge of the past we must be careful to 
give adequate weight also to our knowledge of the present. Changes in 
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political or economic circumstances or in our institutions make older 
experience partly obsolete. The record suggests that in peacetime our 
economy is usually less susceptible to inflation than to depression. But 
the tremendous government requirements on production in “cold war” 
and the backlog of demands on the “social security state” are new 
elements that may create inflationary pressure for some years to come. 
Moreover, the increased power of organized labor added to the power 
in business and in farm organizations may introduce an inflationary 
bias. 

If we do not have much more difficulty with inflation, it will proba- 
bly be because world political tension eases and backlogs of demand 
prove less urgent than they now look; in that event, we may have to 
make adjustments to a serious decliné of private investment and gov- 
ernment purchase of goods and services within a few years. Indeed, 
some economists fear that such a decline might usher in a protracted 
period in which large unemployment would be chronic, unless over- 
come by extensive government programs. Other economists see a 
danger of both chronic unemployment and a persistent inflationary 
tendency combined. 


III. Basic Ideas 


Study of business fluctuations has yielded, in addition to the his- 
torical knowledge just sketched, a large amount of useful analysis. 
Together, these two kinds of knowledge afford an adequate basis for 
framing stabilization policies that can avoid both severe unemploy- 
ment and severe inflation. The job of this section is to outline some 
of the ideas most useful in analysis of business fluctuations. First, how- 
ever, we should dispose of some common misconceptions. 

There is a widespread impression that economists disagree so much 
that they can give no sound guidance on policy. This is erroneous. 
There is, indeed, a good deal of disagreement, but it is much less than 
it seems to outsiders. Economists do not spend much time talking or 
writing about the large part of their subject matter on which they 
agree. As in all branches of learning, professional discussion relates 
chiefly to advancing the frontier of knowledge, where controversy and 
criticism are indispensable for progress; and the part of the discussion 
most likely to catch the attention of journalists is whatever happens 
to be least good-tempered or most extreme, rather than most funda- 
mental. Moreover, many disagreements are merely about how to for- 
mulate findings which all accept, or about the relative quantitative 
weight of factors whose importance nobody denies. Again, many 
differences of opinion among economists on public policy reflect differ- 
ences in philospohy rather than in economic analysis as such. This 
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does not mean that their views are to be disregarded. The essence of 
democracy is to permit different opinions on public policy and to 
provide means of selection and compromise that enable adoption of 
workable policies and programs in the face of differences. Moreover, 
disagreements among economists help to mark out the areas where 
future developments and effects of policy are peculiarly uncertain, and 
thus show points at which policy must be kept flexible to permit adap- 
tation as a situation develops. 

A second misconception is contained in the proposition that effective 
stabilization policies. can be designed only if we understand fully all 
the causes of fluctuations. Partial knowledge can be very useful for 
deciding how to act. People need not know just what causes cloud 
bursts, or just when they will occur, in order to use their knowledge of 
the course of floods to design safeguards against flood damage. In 
economics people need not know, for example, just what makes the 
volume of construction contracts change from time to time, in order to 
design arrangements to safeguard us against a general economic col- 
lapse when construction shrinks. More complete knowledge is, of 

course, worth seeking in order to improve the design of policy, but as 
we go along we can effectively use what we do know. 

A third misconception is that inability to forecast coming economic 
changes accurately leaves us helpless in the grip of events. Present limi- 
tations on forecasting, and lack of complete understanding of causes, 
_-do make it impossible to treat economic instability solely by use of 
“preventive medicine.” This is not to say, however, that it is impossible 
to tell when the economy is really sick and may get worse unless 
curative measures are taken; or that it is impossible to design effective 
cures. We can, in fact, diagnose real trouble soon enough to treat it. 
And, although we may not be able to prevent mild recessions or infla- 
tions, we do know enough to design policies that can keep them from 
developing into prolonged periods of mass unemployment or violent 
inflations. 


Classes of Expenditure and Decisions 


Substantial changes in total expenditure in the whole economy mean 
substantial changes in total employment or in the price level, or in both. 

In studying the course of fluctuations or analyzing policy proposals, 
economists commonly break down the total expenditure into four main 
headings: (a) consumption expenditure; (b) domestic private invest- 
ment spending (or “capital formation”) on new: buildings, equipment, 
and additions to inventory; (c) government expenditure on goods and 
services; and (d) net foreign balance, representing the balance of all 
the goods and services we sell the rest of the world over what they sell 
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us (an item which may, of course, be positive or negative in any given 
_ year). 

Each of these major expenditure classes can be further subdivided. 
These divisions and subdivisions group together expenditures which 
rest on similar types of decisions. 

Consumption expenditure represents use of income by households 
for direct enjoyment. Sub-groupings run in terms of the durability of 
the things bought. Services and perishable commodities involve little 
forward-looking calculation. At the other extreme, the buying of new 
houses is regarded as a business-type of decision and classified with 
investment. Other durable-goods buying is moderately forward-looking, 
but is classed as consumption rather than investment. 

Domestic private investment represents spending by business of un- 
distributed profits, cash assets or proceeds of new security issues or 
bank loans to buy additional goods for business use. Its main com- 
ponents are purchase of new plant and equipment, additions to inven- 
tories, and purchase of new housing. 

Government expenditure on goods and services includes payment 
for services of government employees and purchase from private busi- 
ness of supplies, equipment, buildings, etc. (including, for example, 
goods bought under the Marshall Plan). In addition, government 
makes outlays for interest, veterans, Social Security benefits, and the 
like, where the government does not get currently produced services 
or commodities in exchange. These are called “transfer payments,” and 
` are treated essentially as taxes with a minus sign. 


Decisions to Produce and to Buy 


Except for the limited sector of direct government employment, out- 
put and employment are set in the first instance by private decisions. 
Business decisions to produce rest largely on the selling market created 
by non-business purchasers—consumers, the government, and for- 
elgners—and on the buying markets in which materials, property, 
labor, and funds are obtained. 

The amount of consumer expenditure depends largely on the incomes 
received by people from the proceeds of productive operations. In other 
words, households get income in the forrn of wages, salaries, dividends, 
etc., from business in return for providing services; and the business 
output of consumer goods and services is sold to households in return 
for expenditures out of this income. The simple circle of production- 
income-expenditure-production is, however, modified by saving of 
individuals and business enterprises and by business spending on 
plant and equipment and inventories. Business investment spending 
is forward-looking and is therefore influenced by many diverse factors, 
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not only by the current state of business activity. The fiscal operations 
of government also modify the circle by taxation, which reduces tax- 
payers’ disposable income, and. by government payments such as 
salaries and “transfer payments” that constitute income for households. 

The total stream of income, befgre taxes and including business 
profits not distributed to owners, can be shown as a matter of account- 
ing to equal the total value of contemporaneous output, including items 
added to business inventory and plant and including government serv- 
ices valued at cost. But this is simply a bookkeeping identity following 
from the fact that what one consumer, business enterprise, or govern- 
ment agency treats as an expenditure is treated by some other unit as a 
receipt. In this bookkeeping sense any level of output, high or low, is 
potentially self-financing—that is, it sets up a flow of incomes out of 
which that amount of output could continuously be bought at current 
prices. It does not follow, however, that any existing level of output 
and employment will perpetuate itselfi—the record shows that it never 
has for long. For example, the accounting identity between income and 
value of output may reflect the unwilling acceptance of large inventory 
accumulations by businessmen in consequence of an unexpected decline 
in consumer expenditures. In this case, the identity conceals forces mak- 
ing for a decline in income. Or, the identity may reflect an unintended 
piling up of unused profits in the hands of businessmen in consequence 
of an unexpected rise in consumer expenditures. In this case, the 
identity conceals forces making for a rise in income. 

Changes in total expenditure and income reflect changes in expendi- 
ture by some units in the economy. Total consumer expenditure can 
and may vary in relation to the flow of income set up by production 
for various reasons, such as a general change in the fraction of their 
income people desire to save, or a change in tax rates, or In govern- 
ment “transfer payments,” or in dividend rates. Business enterprise’ 
may decide to increase or decrease expenditure on plant and equipment `- 
or on inventories because of changes in the business outlook, tech- 
nological change, interest rate movements, or other factors. This will 
set in motion forces that tend toward increase or decrease in total 
expenditure and income in the whole economy. Changes in tax struc- 
tures or in the level of government expenditures, and changes in our net 
foreign balance may also affect the level of total expenditure and in- 
come. Political changes abroad may lead to expansion or contraction 
of government outlays for military and foreign- assistance programs. 

In general, a decision by any group to increase its expenditures in 
relation to its receipts is a force making for an expansion in aggregate 
expenditures and income, and to decrease its expenditures in relation to 
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its receipts is a force making for a decline in aggregate income. When- 

‘ever the net effect of the decisions of consumers, business, and govern- — 
ments is to raise total expenditure and income there will be an in- 
crease in output and employment, or in the price level, or in all three— 
unless some decisions are changed. Similarly, when the effect is toward 
lower expenditure and income, there will be a decline in output and 
employment or in the price level or in all three—unless some decisions 
are changed, : 

The decisions by firms and households that make for expansion or 
contraction in total income are influenced not only by the flow of in- 
cohe but also by monetary factors: holdings of cash and of liquid 
resources (government securities and other securities easily cashed) 
and the cost and availability of bank and other credit. When firms and 
households regard the amount of cash and other liquid resources they 
hold as large relative to their total wealth, they will try to convert part 
into other forms of wealth; that is, spend more than they are currently 
recelving, thereby tending to increase total money income in the econ- 
omy. Similarly, when it is relatively easy and cheap to borrow, firms 
and individuals who seek to make investments will find it easy to finance 
them and will thereby add to the upward pressure on income, Con- 
versely, -.when firms and households regard the amount of cash and 
other liquid resources they hold as relatively small, they will try to 
‘spend less than they receive; when it is relatively difficult to borrow, 
investment will be discouraged; both of these will tend to reduce ag- 
gregate money income. 

"It follows from these considerations that one way to counter forces 
making for contraction is by.monetary action designed to increase the 
amount of cash or other liquid resources held by individuals and firms 
and to reduce the cost and increase the availability of loans. Similarly, 
one way to offset any forces making for expansion is by monetary 

„ction designed to reduce the amount of cash or other liquid resources 

.held by individuals and firms and to increase the cost and reduce the 
availability of loans. 

. With an upswing of business activity and rising prices, most 
borrowers look like better risks, and there is an expansion of bank 
financing of business and consumer buying. In a business recession the 
opposite occurs. This instability of bank credit is enhanced by the 
great elasticity inherent in a banking system with fractional reserves 
against deposit liabilities. The banks as a whole can, through their 
loan operations, create a quantity of purchasing power in the form 
of deposits equal to several times the amount of their reserves. With 
present legal reserve requirements and habits of the public with respect 
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to holdings of pocket-book cash, the banking system can create new . 
deposits equivalent to four or five times the amount of excess reserves. ' 
In a recession, banks may seek to increase their reserves as a fraction 
of their liabilities, thereby forcing a contraction in deposits, and con- 
versely in an upswing. In addition, there are a number of factors that 
tend to increase reserves in business expansion when it would be 
desirable for them not to increase, and to decrease reserves in business 
recessions when it would be desirable for them not to decrease. 

Expansion and contraction of bank credit is in part a reflection of 
business fluctuations. But most students of business cycles believe that 
for the reasons just cited, our banking system has an effect in amplify- 
ing these fluctuations, although there is wide disagreement on the quan- 
titative importance of this factor. The great depression of the ’thirties 
was sharpened by credit contraction, and the postwar inflation of 1946- 
48 was heightened by credit expansion. Many economists regard our 
present banking system as an automatic destabilizer, unless effectively 
controlled. i 

Economists use the analytical tools outlined above to look for ele- 
ments in the situation that can lead to expansion or contraction. They 
also rely heavily on the principles of national accounting to check the 
consistency of their reasoning. Explanations which have not been 
checked in this way for consistency are only too common—witness the 
theories underlying the Townsend Plan, “Thirty Dollars Every Thurs- 
day,” Social Credit, and many other “schemes’”—and would, if used, 
lead to gross errors in policy. 

We can see the shadows of a good many future changes in compo- 
nents of the economy. The postwar boom in housing and automobiles 
will slacken sooner or later. Easing of international tension would 
allow armaments to diminish. Developments in atomic energy may 
some day induce a temporary bulge in capital investment expenditure. 
The object of stabilization policy is not to prevent all fluctuations in 
components, but to see that they offset rather than reinforce each 
other. Reduction of armaments or housing brings a shrinkage of income 
earned in those sectors, which threatens to induce cutbacks also in 
things we can then afford to produce in greater quantity, emergency 
needs having been partly met. The basic strategy of economic stabili- 
zation is to mitigate and offset the effect on total expenditure of 
changes, upward or downward, in particular sectors or components of 
the economy. 


Room for Policy 


As explained at the outset, this report excludes from consideration 
stabilization methods which, involving large assumption by government 
of the decision-making of households, of business firms, of labor, farm, 
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and other groups, would negate basic freedoms. Also, it is plain that 
governmental decision-making of this sort would be clumsy and ineffec- 
tual. Even totalitarian governments which have no objection in prin- 
ciple to this type of “planning,” find it necessary to decentralize most 
decisions to organizations with much the functions of our firms ai 
households, and to guide decisions by “incentives.” 

Another conceivable method is to attempt stabilization by setting up 
organizations in each line of production and instructing each to stabil- 
ize its own sector. This may sound excellent for a moment, but it does 
not stand examination. Such a sector-stabilization organization, con- 
fronted with changes i in the demand for its output, could not stabilize 
both its selling-price and its sales and output. The record of behavior 
of producer organizations suggests that they usually sacrifice output 
stabilization to price stabilization, or even to price boosting. More- 
over, shifts in the components of output and the price level are often 
desirable. New products find their place by expanding their output, 
bidding up the prices of labor and other resources, and forcing down 
the prices and outputs of competing products. To stabilize the individ- 
ual components of the economy, if we could do it, would be to throw 
away our prospects of progress and scrap the adaptive mechanism 
which facilitates progress. 

Maniiestly there is some room for groups and leaders, conscious of 
the stabilization problem, to modify their decisions in ways that will 
help to stabilize the economy. But since individual leaders are ordi- 
narily in a relation of stewardship to others, their freedom to modify 
decisions in this way is limited. The primary responsibility for stabili- 
zation policy falls on government, particularly the federal government, 
and on public bodies such as a Board of Governors of the Federal 
Reserve System. 

In a system where the great malty of workers are in private em- 
ployment government stabilization policy consists primarily in altering 
the general economic climate so as to mitigate or offset developing 
fluctuations in private business. There is a wide variety of measures by 
which government can do this. Some of the more important are the 
following: 

1. Change in the amount of tax revenue taken by government from 
incomes of individuals or businesses. Some change occurs automatically 
with change in incomes. Alteration of tax rates or of the design of the 
tax structure could give greater change. 

2. Change in government contributions to the income stream 
through “transfer payments,” such as unemployment compensation 
and farm income supports. Again some change occurs automatically 
but more can be obtained by change in the rates or structure of “trans- 
fer payments.” 
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3. Change in amount of government expenditure on public works 
or on other things bought by government. 

4. Change in the incentives to individuals by changes in tax rates 
or structure, or in the rates or structure of “transfer payments,” or in 
the kinds of expenditure undertaken. 

5. Change in the cost and availability of bank credit, effected 
through controls of the monetary authorities. 

6. Change in the structure of the public’s financial assets and 
liabilities brought about by monetary or debt management policy. 

7. Influencing the business outlook by government pronouncements 
and prospects of future government action, thus affecting investment 
decisions or current scheduling of output and employment, or both. 

8. Government influence on the price-making and wage-making 
machinery. i 

9. International economic policy. 


IV. Fiscal Policy 


A. Strategic Principles for Fiscal and Monetary Policies 


Sections IV and V discuss fiscal policy and monetary policy. In these 
fields economics přovides some strategic principles for achievement of 
economic stability. The most important are: 

1. Government tax revenue should be higher relative to government 
expenditure in periods of high employment than in periods of sub- 
stantial unemployment. 

2. Money and credit should be relatively tight in periods of high 
employment and relatively easy in periods of substantial unemploy- 
ment. 

These two principles are intended to counteract fluctuations in total 
money demand, thereby restraining price fluctuations and promoting 
stable, high employment. Whatever may be considered the “normal” 
or desirable level of government tax revenue and expenditure, and 
whatever may be considered the “normal” or desirable relationship 
between them—as far as these can be determined from considerations 
other than stabilization—tax revenue should be higher than this rela- 
tive to expenditure in times of high employment and lower than this 
relative to expenditure in times of substantial unemployment. What- 
ever may be the “normal” or desirable monetary policies, including 
debt management—and these may be determined in part on the basis 
of considerations other than stabilization—money and credit condi- 
tions should be relatively tight in times of high employment and rela- 
tively easy in times of substantial unemployment. 
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These are principles of operational strategy. The Congress and the 
Executive can put them into operation. 

Nearly all economists agree with these strategic principles of stabili- 
zation. Disagreements relate chiefly to tactics, 7.e., specific measures to 
put these strategic principles into operation. 


B. Importance of Fiscal Policies of Governments 


Despite the primary rôle of private enterprise in our economy, gov- 
ernment expenditures and receipts have reached a scale that makes 
them a crucial influence on the way the private economy works. In 
1949 when the national income was a little more than $200 billion, 
federal, state, and local governments spent about $60 billion. And 
there seems little prospect of a large decline in government expendi- 
tures in the foreseeable future. Plainly, government fiscal policies and 
their timing constitute one of the major influences on the state of em- 
ployment, production, and prices, whether or not they are deliberately 
framed with that end in view. | 

Government affects business activity through both sides of its 
budget. Wages paid to government employees, interest paid to holders 
of government bonds, and payments to veterans, to the aged, and to the 
needy, all constitute income that can be used to buy consumption goods 
from business. Government procurement of goods is a direct market 
for business. On the other side of the budget, taxes capture funds that 
consumers might have spent, or that business firms might have spent 
on plant and equipment. Taken by themselves, tax collections tend to 
contract the market of.business, and thus to reduce employment or 
lower prices; and government expenditures, taken by themselves, tend 
to expand the market and thus to increase employment or raise prices. 

It is not only the size of revenue and expenditure that counts; their 
qualitative composition is also important. For example, the effects of 
“transfer payments” depend on who gets them and on what terms— 
for example, whether unemployment compensation goes largely to the 
poorest workers and whether payments are set so high as to discourage 
acceptance of job offers, Again, a billion dollars of taxes collected in 
one way may have different economic effects from those attending a 
billion dollars levied in another way, because incentives are affected 
differently. For example, when people must pay one-fifth or more of 
their extra earnings to the government, their decision as to whether 
to work longer or shorter hours may be influenced. To take another 
example, a particular treatment of business losses in the tax laws may 
affect people’s willingness to venture their capital in new activities. 

On the other side of the budget, spending to build roads may stimu- 
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late private investment in automobiles, garages, and trucks; some other 
types of public expenditure may have adverse repercussions on private 
investment. Some government spending and taxing policies may affect, 
rationally or irrationally, the psychological climate within which 
families and businesses make their decisions. 

Fiscal measures for stabilization may be divided into three types: 
(1) those that are built into the fiscal system and operate automati- 
cally; (2) measures adopted in advance that are to go into effect 
promptly in certain specified contingencies; and (3) measures adopted 
only as the occasion arises. 


C. Automatic Stabilizers in the Fiscal System 


Since the prewar period the automatic stabilizing effect of federal 
fiscal operations has become substantial as a result of the increase in 
built-in stabilizers, including the pay-as-you-go principle, and the great 
expansion in the scale of the budget. Most economists consider the 
marked increase in automatic stabilizers a highly favorable develop- 
ment with respect to maintenance of economic stability. 

When total income rises, the existing structure of federal taxes and 
expenditures tends automatically to increase government revenues 
relative to expenditures, and when total income falls, to increase ex- 
penditures relative to revenues. These changes tend to mitigate or 
offset inflations or depressions, in part at least. 

On the spending side, unemployment compensation, relief, farm 
benefits, and the like tend to rise and fall with unemployment, and so 
to be higher in depression than in prosperity. Most other federal ex- 
penditures would not change much automatically with changes in the 
level of total income. ) 

On the revenue side, tax receipts vary sharply in the same direction 
as national income. Revenue from the personal income tax, our largest 
single tax, varies directly with changes in national income, and in 
greater proportion owing to the “progression” in the tax structure. The 
next largest tax, that on corporate income, also varies in greater pro- : 
portion than national income, since corporate income fluctuates more 
sharply than national income itself. Social security contributions from 
payrolls move roughly in proportion to national income. 

We may summarize the automatic stabilizing influence of the 1949 
federal fiscal system roughly as follows: in the absence of any off- 
setting action by Congress or the Executive, every drop of $10 billion 
in national income will lower taxes by something like $3 billion, thereby 
reducing by $3 billion an existing surplus or increasing by that amount 
an existing deficit. Similarly, every rise of $10 billion in national income 
will increase tax receipts by something like $3 billion thereby increas- 
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ing an existing surplus by $3 billion or reducing an existing deficit by 
that amount. Moreover, these effects on the condition of the budget 
will be accentuated by automatic changes in expenditure. As explained 
above, every drop in national income will tend to raise federal govern- 
ment expenditure and every increase in national income will tend to 
lower it. Many economists think that some further increase in built-in 
automatic stabilizers is possible and desirable. 


D. Needed: A Principle to Replace the Annually Balanced Budget 


Automatic built-in fiscal stabilizers can be either supplemented or 
thwarted by explicit legislation and administrative action taken in 
response to changing business conditions. When high incomes cause 
tax collections to exceed expenditures, legislatures may destroy this 
automatic anti-inflation effect by cutting tax rates or by spending 
recklessly. Likewise, the automatic anti-unemployment effect of built- 
in stabilizers may be lost if, as happened in 1932, falling tax receipts 
in depression lead to reduced government outlay and higher tax rates. 
' We cannot balance the budget annually and at the same time have a 
stabilizing fiscal policy—on this almost all economists agree. The tradi- 
tion of an annually balanced budget calls for discretionary action 
from time to time that perversely cancels out the effects of the auto- 
matic stabilizers now built into the system. 

Abandonment of the rule of an annually balanced budget necessi- 
tates adoption of other standards of budgetary policy to enable 
Congress and the electorate to determine when increases in expenditure 
call for increases in taxes and when decreases in expenditure can 
safely be balanced by decreases in taxes. Otherwise, there would be 
no check to waste and inefficiency, or to expenditures exceeding what 
the people really want, and hence no check to chronic inflation. 

One important proposal is to aim at budget balance over a longer 
period. Nobody would advocate a monthly balance irrespective of 
seasonal changes; why should any special magic be attributed to a 
yearly balance irrespective of business-cycle changes? The so-called 
Swedish budget proposal is to balance the budget over a business cycle. 
Extra spending would call for extra taxes, but not necessarily for an 
equal amount of tax revenue in the same year. Budget surpluses in 
some years would cover the deficits of other years. Uncertainties about 
the length of the “cycle” and about the relative duration of depression 
and prosperity would, of course, create difficulties in application, but 
this proposal deserves serious consideration. 

Another possibility is to preserve balance each year in a “target” or 
“normal” budget in which tax revenues, unemployment compensation 
and relief expenditures, and other items that must or should vary with 
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business conditions, are always entered at the amounts they would be 
in a period of high employment and national income without inflation. 
An increase in the general scale of government activities would then 
call for a tax rate increase, but a bulge of relief expenditures and a 
drop in tax revenue because of a business slump would not. Nor would 
an increase in tax revenue accompanying inflation call for a tax cut. 
Many economists believe this plan would be a marked improvement 
over the traditional annual budget balance rule. It would, however, 
present some difficult problems in application, particularly what levels 
of employment and national income would be the proper basis for the 
“target” or “normal” figures of tax revenues, relief expenditures, etc. 

A third proposal is a modified version of the annual balance rule, 
applicable in periods when the economy is prosperous and stable and 
there is no evident swing toward depression or inflation. In this situa- 
tion, newly planned increases or decreases in government expenditure 
would call for tax-rate changes to produce corresponding changes in 
tax revenue. Thus, proposed increases in government expenditure would 
have to meet the traditional test of whether they are worth their cost 
in terms of higher taxes. As far as it goes, this proposal would probably 
have the approval of most economists. But it provides no standards 
for appraisal of the existing relation of government expenditures and 
receipts, whether deficit or surplus, or for fiscal policy in periods of 
depression or inflation. 

Some economists would dispense with any hard-and-fast rule or 
formula. They would vary total government revenue in relation to 
expenditure so as to exercise a stabilizing influence on the economy. 
They claim that it is not possible to say in advance whether such an 
approach would call for tremendous surpluses and public debt reduc- 
tion in the years ahead or a predominance of deficit spending. 


E. Discretionary Stabilizing Action 


Some economists would place exclusive reliance on built-in stabiliz- 
ers. They believe that these automatic stabilizers are very likely to 
reduce economic fluctuations to tolerable magnitudes; and they fear 
that discretionary government actions are likely to do more harm than 
good, owing to the defects of forecasting, the destabilizing influence 
of uncertainty about government action, and the political pressures to- 
favor special interests. Most economists approve the greatest possible 
use of automatic stabilizers, but do not consider it prudent to rely solely 
on them. Hence they favor use of additional stabilizing measures if 
unemployment or inflation pass certain points. 

The principal types of discretionary fiscal action for stabilization 
are: (1) changes in tax rates and tax structures; (2) changes in 
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“transfer payments”; (3) changes in expenditure on public works; 
and (4) general expansion or contraction of government activities. 

The stabilizing influence of the present federal tax structure could 
be increased by reducing tax rates during a slump in order to encourage 
business and family expenditure; and by raising tax rates when an 
excess of money expenditure is causing inflation. Tax exemptions 
could also be varied. 

The same logic underlies proposals for increasing “transfer pay- 
ments” in bad times: e.g., increasing grants-in-aid by the federal gov- 
ernment to help carry the local relief load. Some economists even go so 
far as to advocate that the government send checks to people broad- 
side during times of mass unemployment. The possible abuses of such 
a program, and an aversion to giving people money they have not in 
some sense earned, explain the considerable skepticism toward this 
proposal and the wider approval of work relief as a means of providing 
incomes for those who cannot, for the time, be employed in private in- 
dustry or on public works. 

Shifts in the timing of construction of some public buildings, river 
improvements, power facilities, public housing, and the like, would do 
no great harm. The question is therefore raised whether such heavy pub- 
lic works cannot be hurried forward in case of a slump and slowed down 
in case of a boom, and thus used to temper economic fluctuations. In 
the past this sector of government expenditure has often behaved 
perversely, growing in prosperity and shrinking in slump. There would 
be widespread agreement among economists that the least that should 
be done is to correct this destabilizing tendency by a closer approach 
to regularization of government expenditure on heavy public works. 
State and local governments face real obstacles to such regularization . 
of expenditure, but it may be possible to remove these in considerable 
degree by appropriate federal assistance programs or by other devices. 

Some economists would go further and seek to increase heavy public 
works in depression and retard them in prosperity, particularly if the 
swings in economic activity should be fairly long in duration and sub- 
stantial in amplitude. However, there seems to be a trend away from 
the earlier enthusiastic belief that this can go a long way, by itself, in 
stabilizing business activity. It takes so long to get public-works 
projects under way, even with a “shelf” planned ahead, that more 
accurate forecasting than we now have would be needed to guide the 
timing of such a program. 

“Light” public works—road maintenance, earth-moving projects in 
relation to conservation and flood control, etc——offer advantages in 
flexibility of expenditure and timing, and are regarded by many econo- 
mists as an important part of a stabilization program. 
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Finally, the federal government could contract or expand the scope 
and scale of its activities. Few economists would favor the use of such 
changes to temper mild short-run fluctuations in economic activity. A 
larger number would use changes in the general level of government 
activities along with the other devices mentioned above to meet sharp 
or prolonged unemployment or inflation. 

Whether discretionary action is to operate on public works and work 
relief expenditures, “transfer payments,” or tax rates, or on the general 
level of government activities, two related problems must be solved: 
(1) Who is to have the authority to decide when action is to be taken 
and what kind of action is appropriate?; and (2) What ċriteria can 
and should this authority use in reaching its decisions? The second 
problem would be solved and the first would not be serious if we could 
forecast accurately for a considerable period ahead, since in that case 
it would make little difference where the authority was lodged. Differ- 
ent authorities would reach much the same decisions, and in any event, 
success or failure could be easily gauged and thus effective legislative 
control would be possible. The admitted impossibility of accurate fore- 
casting makes both problems serious. Retention of authority by the | 
legislature is almost certain to mean a substantial lag before action is 
taken. As a practical matter, the process of changing a tax law or 
expenditure program usually takes the Congress many months of 
hearings and debate. Moreover, each separate action is likely to become 
enmeshed in political controversy. On the other hand, delegation of 
authority means surrendering in some measure what have hitherto 
been exclusive prerogatives of the legislature and thus strengthens the 
executive arm of the government. It means, not the elimination of 
political pressures, but concentration of these pressures on an executive 
authority rather than on the legislature. 

Difficulties of the sort just mentioned might be overcome in part by 
the device of advance enactment by Congress of statutes providing 
for changes in taxes, “transfer payments,” or public works expendi- 
tures, and setting forth rules or standards for putting those programs 
into effect. For example, the law could provide that the withholding 
rate in the personal income tax be raised by a stated amount whenever 
an appropriate price index had risen by a certain amount in a 
defined period of months; and be lowered by a stated amount whenever 
standard indices of production and employment dropped below speci- 
fied levels or trends. Again, the law could provide that the period 
during which unemployed workers could receive unemployment com- 
pensation be temporarily increased according to a standard index of 
the volume of unemployment. Another example is found in advance 
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authorization for a specific program of public works, to be put into 
operation in accordance with changes in standard indices of produc- 
tion and employment and to be curtailed in accordance with changes 
in the same indices. Standards for application of these measures would 
have to be quite easily and widely understood. Congress could, if it 
desired, retain a “legislative veto” on the actual putting into effect of 
such programs. This device of advance enactment of stabilizing meas- 
ures shades into the area of built-in, automatic stabilizers. 


V. Monetary Policy — 


Monetary policy includes policies dealing with banking and credit— 
the availability of loans to firms and households, and interest rates—, 
the public debt and its management, and the monetary standard. 


A. Banking Policy 


Banking policy has for generations been held responsible for easing 
financial “panics.” After the first World War the rather vague man- 
dates of the Federal Reserve Act—“maintenance of sound credit con- 
ditions” and “accommodation of commerce, industry and agriculture” 
—~came to be construed into a general concern with economic stability. 
During the “New Era” of the 1920’s, there was a widespread impres- 
sion that the policies of the Federal Reserve System were in fact 
achieving prosperity with steady prices. The breakdown of the “New 
Era” prosperity, the recurrence of a financial “panic” in 1933, and 
the incomplete business recovery after 1933 despite expansionist 
Federal Reserve policy, have raised doubts of the effectiveness of. 
monetary policy as an instrument for maintaining economic stability. 
Few economists today would rely so heavily on monetary policy as was 
typical twenty years ago, but few would regard it as unimportant. Ex- 
perience has shown that appropriate monetary policies can be helpful 
and that inappropriate policies can be harmful. Most economists agree 
on the following: (1) Tight money is a deterrent to price inflation ac- 
companying a general excess of demand over supply; (2) Tight money 
can greatly accentuate a downswing of activity and may convert a mild 
depression into a deep one; and (3) Easy money by itself is an inade- 
` quate remedy for deep depressions, but it is helpful. Some economists 
think that easy money may be an adequate remedy for mild depressions, 
and that appropriate monetary policy may prevent mild depressions 
from becoming deep. . 

Looking ahead, there are two main lines of bank-credit policy on 
which to rely—qualitative controls regulating particular types of 
credit, and quantitative controls to produce a general tightening or 
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easing of credit. Quantitative controls must be the main reliance, but 
the possibilities and limitations of qualitative controls need to be con- 
sidered. | 

Qualitative Controls. Qualitative controls are measures designed to 
stimulate, restrict or stabilize loans for particular, specific purposes. 
Examples of stimulating controls are Federal Housing Authority insur- 
ance of mortgages and revision of bank examination standards de- 
signed to facilitate credit expansion through consumer loans and “term 
loans” to business. Such stimulative measures can scarcely be turned 
on and off on short notice, but may have their uses in case of per- 
sistent depression. The use of qualitative controls to reduce the fluctua- 
tion in bank credit is illustrated by the amendments of bank-examina- 
tion standards in the late 1930’s, aimed to encourage banks to judge 
loans and bond investments by their long-run prospects, and thus to 
make credit standards less cycle-sensitive. Restrictive qualitative con- 
trols are illustrated by the control of stock-exchange margins and of 
installment credit during and since the war. i 

Some opinion seems to favor primary reliance on qualitative controls 
in circumstances where inflationary pressures need to be checked by 
tight credit. Most economists are skeptical on this point, for several 
reasons. There sėems to be no possibility of designing workable con- 
trols over loans to finance inventories, a type of loan which contributed 
to inflation in 1946-48, and probably in 1919-20. In general, when one 
type of bank credit is restricted, the activities it is hoped to restrict 
can usually be financed under some other label, thus evading the 
restriction. Further, qualitative controls necessarily affect only selected 
lines of activity and many economists think it undesirable that meas- 
ures designed to control the general level of activity should favor or 
repress particular lines of activity. 

Quantitative Controls. Control of the quantity of bank credit is oper- 
ated through instruments affecting the reserves of the banks, since the 
ability of banks to make loans and investments depends on the amount 
of their reserves in relation to legal requirements. The reserves of the 
banks are their deposits in the Federal Reserve Banks. A bank cannot 
expand its loans or investments unless it is prepared to face a loss of 
reserves as borrowers, or sellers of securities, use the newly acquired 
funds. To expand credit, therefore, a bank must either have reserves 
in excess of the required minimum percentage of its deposits, or have 
ways to get additional reserve funds. A bank which runs short of re- 
serves has to choose between borrowing from the Federal Reserve 
Bank or reversing the process of credit expansion and cutting down its 
outstanding loans and investments. 
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Policy actions by the Federal Reserve System or the United States 
Treasury can put the banks in an easy reserve position encouraging 
credit expansion, or a tight reserve position pushing them into credit 
contraction. The Board of Governors of the Federal Reserve System 
can, within limits fixed by statute, change the minimum ratio of pe- 
serves to deposits that each member bank in the System is legally 
required to hold. The Board can also change the “rediscount rate”— 
the cost to commercial banks of borrowing from the Federal Reserve 
Banks—-though this instrument has been of little importance in recent 
years. The reserve position of the banks can also be altered by shifting 
the location of Treasury funds from commercial banks to Federal 
Reserve Banks, or vice versa. A shift of these funds into Federal 
Reserve Banks reduces deposits and reserves of commercial banks by 
equal amounts, thus lowering the percentage ratio of their reserves 
to their deposits. 

The most powerful tool of monetary policy is “open market opera- 
tions”—that is, the sale and purchase of government securities by the 
Federal Reserve or by the Treasury. A sale of securities by Federal 
Reserve Banks or by the Treasury results in a flow of checks from 
buyers to the Federal Reserve Banks. These are subtracted from the 
reserve accounts of commercial banks (i.e., their deposits with the 
Reserve Banks), with the result that their reserves are lowered by the 
amount paid for the securities. In the other direction, a purchase of 
securities by a Federal Reserve Bank leads to issue of a check which, 
when collected by a bank from the Reserve Bank, adds directly to the 
reserve of that bank. The Federal Reserve buys and sells large amounts 
of securities every week, on its own account and as fiscal agent of the 
Treasury. If the net effect of these operations is an excess of sales over 
purchases, bank reserves are reduced. If the net effect is an excess of 
purchases over sales, bank reserves are expanded. 
` In the years 1946-48, the open-market power was used to support the 
prices of government securities. This limited its use to check credit ex- 
pansion, since banks wishing to get more reserves could do so at will 
by selling such securities. 

Experience suggests that quantitative monetary control is more effec- 
tive in checking undesired credit expansion than in bringing about 
desired credit expansion. There is always a point at which shortage 
of reserves will curtail the growth of bank loans and investments. In 
the other direction, while expanding the reserves of commercial banks 
‘permits credit expansion, it cannot guarantee it—that depends also on 
the attitude of bérrowers. In recession, the most that monetary policy 
can do may be to avoid adding credit deflation to the list of forces aid- 
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ing the downswing. But if a prosperity period takes on an inflationary 
tinge, monetary policy has a clear responsibility to arrest credit ex- 
pansion. | 

The destabilizing tendencies of banking could be reduced by setting 
higher reserve requirements. A 20 per cent reserve system, which is 
roughly what we have today cannot inflate itself nearly as far on a 
given volume of excess reserves, or deflate itself as far in paying off 
a given amount of bank debt to the Federal Reserve, as the 10 per 
cent reserve system which we had in the 1920’s. 

Some economists favor going all the way to a 100 per cent reserve 
banking system to minimize this source of instability. In this extreme 
form, the proposal would involve the complete separation of the de- 
pository and check-clearance functions of exisiting banks from their 
lending functions. The existing lending functions would be taken over 
by new institutions, many of which, it is expected, would be formed 
from loan departments of existing banks and all of which would obtain 
their funds from the flotation of securities rather than from deposits 
subject to recall on demand. Proponents of this scheme maintain that 
it would cure the destabilizing influences now built into our banking 
structure, facilitate control over the quantity of money by either auto- 
matic means or discretionary authorities, and avoid excessive govern- 
‘ment regulation of the lending market. Many economists doubt that 
this measure would make a significant contribution to economic sta- 
bility, and feel that the transitional difficulties of such a drastic change 
would be great and that less drastic measures can put the banking 
system on a satisfactory footing. 


B. ‘Public Debt Policy 


The national debt held outside government agencies and Federal 
Reserve Banks, now amounts to approximately $200 billion or about 
90 per cent of a year’s national income. (This compares with a national 
debt calculated on the same basis of about 50 per cent of national 
income in 1939.) Of the $200 billion, commercial banks hold about 
$65 billion and other credit institutions about $35 billion, leaving about 
$100 billion in the hands of individuals, corporations, and local govern- 
ments. About $60 billion of the debt, including Savings Bonds, is re- 
deemable on demand. Another $40 billion is composed of short-term 
Treasury securities. Interest charges on $200 billion of the debt in the 
hands of the public are about $41 billion a year. 

During and shortly after the war there was a standing offer by the 
Federal Reserve to buy government securities at stated prices. This. 
policy made it impossible to check price inflation by tightening the bank 
reserve position significantly. 
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The standing offer of the Federal Reserve to buy government securi- 
ties at stated prices rendered the large bank holdings of these securities 
the practical equivalent of excess legal reserves. Any bank that wanted 
to increase loans, or to buy investments could get reserves by selling 
part of its government securities to the Federal Reserve. Thus, public 
debt policy largely transformed the open market operations of the 
Federal Reserve System from a means of controlling bank credit to a 
means of supporting the prices of government securities and holding 
down interest rates. 

The Federal Reserve authorities later substituted a somewhat 
more flexible policy of maintaining “orderly conditions” in the govern- 
ment security market in place of the wartime and early postwar policy 
of supporting government securities at stated prices. Although this new 
formula creates the possibility of using monetary controls as a contra- 
cyclical stabilizer, there is serious danget that excessive emphasis will 
be given to stabilization of government security prices. 

Many economists advocate that the Federal Reserve abandon the 
price of government securities as a primary criterion of policy, and 
decide on the volume of government securities to purchase or sell on the 
basis of the desired tightness or ease in the money market. 

Many other economists see serious drawbacks to this policy: (1) 
The budgetary cost might be large; (2) If such a policy resulted in 
disorderly conditions in the market for government securities, there 
might be serious repercussions on the solvency of our financial insti- 
tutions—banks, insurance companies, etc.; (3) Moreover, a tightening 
of the structure of interest rates may take many years to reverse, so 
that unless the authorities can forecast with confidence that inflation 
will last a long time, these economists think that such a policy might 
do more harm than good. 

Security-Reserve Possibilities. One method proposed for bringing the 
reserve position under control while protecting the market for govern- 
ment securities held by banks it to require banks to keep a reserve of 
government securities against deposits, in addition to present cash 
reserves. To be effective in controlling credit, such a requirement would 
have to tie down the bulk of the reserve-eligible government securities. 
Interest rates on other government securities would then be allowed to 
vary. Proposals of the Federal Reserve authorities for requirements 
stopping a good deal short of absorbing bank holdings might well leave 
banks such a wide margin of cashable securities as to be ineffective. 

The security-reserve proposal was advocated during the active infla- 
tion of 1946-48 by the Board of Governors of the Federal Reserve 
System and by some private economists, as an emergency measure to 
check the inflation and as a contribution to permanent economic stabili- 
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zation. In all essential respects, raising required reserve ratios by add- 
ing a security-reserve requirement is identical with a straight increase 
of cash reserve requirements, combined with an equivalent purchase of 
government securities by the Reserve Banks. The only significant 
difference is that the security-reserve proposal provides the member 
banks with the equivalent of a subsidy (in the form of interest on the 
bonds) to compensate for the loss of earnings on additional assets tied 
up as reserves. Like a straight increase in cash reserve requirements, it 
would reduce the possible ratio of credit expansion to excess reserves. 


C. The Monetary Standard i 


The problem of monetary standards is ordinarily discussed in terms 
= of gold. This is likely to be misleading. Gold has an importance in 
relation to international problems, but in relation to our domestic prob- 
lems it is not very important. Our gold reserves are so enormous that 
maintaining the gold standard—that is, keeping gold at a price of $35 
per ounce—can be no guarantee against inflation. Nor can the gold 
standard be any guarantee against deflation and unemployment, as 
may be seen from our experiences of the 1930’s and earlier depressions. 
Moreover, attempts to manage the domestic economy by changing the 
gold price would be ineffective domestically and ruinous to our interna- 
tional relations. 

Gold is a connecting link between domestic monetary policy and 
international problems. Currently the chief meaning of our standing 
offer to buy gold at $35 per ounce is that it creates a market for some- 
.thing produced in friendly countries we are trying to help, particularly 
sterling-area countries, and that it gives a value in American goods to 
the monetary reserves of our friends. However, political considerations 
aside, it is more straightforward and economical to make funds avail- 
able to nations we seek to help in the form of open gifts than to buy 
gold we do not need and which they must use some of their resources to 
produce. l 

In a long-run view, most economists think it wasteful to produce 
gold destined only to be buried in our monetary hoards. Some urge 
the return to a situation in which gold plays an essential rôle in the 
monetary system, others, the complete elimination of the monetary rôle 
of gold. Many feel, however, that present international difficulties make 
this an inappropriate time to make a fundamental change in the réle of 
gold. . 
One proposal for a reform of the monetary standard to promote eco- 
nomic stability.is the commodity-reserve-currency plan (“Graham 
Plan’’). This is a scheme for giving a stable real value to the dollar by 
having the government issue a standing offer to buy or sell, at a fixed 
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price, a composite commodity-bundle of standardized and storable raw 
materials. The offer would be backed up on the buying side by the 
government’s power to issue paper money, and by available storage, 
facilities, and on the selling side by a reserve of commodities in storage. 

The chief merit claimed for the commodity-reserve scheme is that it 
could be a powerful automatic stabilizer. In a recession, purchases for 
the commodity reserve would increase the quantity of money and check 
the decline in the incomes of raw-material producers and thus help 
also to maintain markets for goods used. by these producers. In an 
inflationary boom, sale of commodities from the reserve would reduce 
the quantity of money, absorb excess spending power and add to avail- 
able supplies of raw materials. This plan needs further exploration and 
appraisal before its practical potentialities will be clear, particularly 
with respect to the make-up of the “composite commodity” and its rela- 
tion to farm and food policy, to international commodity agreements, 
and to monetary policies of other countries. 


D. The Relation between Fiscal and Monetary Policy 


To simplify exposition, fiscal and monetary policy have been treated 
separately, though they are in fact closely related and decisions about 
one will inevitably affect the other. Perhaps the point of most direct 
contact between monetary and fiscal policy is the financing of deficits 
and the use of surpluses. 

We have seen that a stabilizing fiscal policy may call for a deficit 
at a time of large unemployment and for a surplus at a time of strong 
inflation: We have also seen that stabilizing monetary policy calls for 
relatively easy money at a time of large unemployment and for rela- 
tively tight money at a time of strong inflation. The two principles 
together require that a deficit designed to offset depressing influences 
be financed in a way that would contribute to monetary ease—for 
example, by the sale of securities to the Federal Reserve System or by 
the printing of currency. Similarly, the two principles require that a 
surplus designed to offset expansive influences be used in‘a way that 
would contribute to tight money—for example, by retiring securities 
owned by the Federal Reserve Banks or by destroying currency. 

These simple principles have by no means always been followed. 
The most recent example is the policy of supporting government se- 
curity prices in 1946-48, which meant that some of the restrictive 
effect of post-World-War II surpluses was dissipated. The combined 
effect of monetary and fiscal policy was in consequence to favor capital 
formation at the expense of consumption. 

Coordination between fiscal and monetary policy is also required on 
a broader level: the two policies must work together and not at cross 
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purposes. This raises broad issues, largely outside the scope of this 
report, about the appropriate administrative and political arrangements 
for the control of monetary and fiscal policies and about the standards 
employed to guide these policies. 

In the past, fiscal policy has been directly governed by legislative 
action; whereas monetary policy has been largely at the discretion of 
the Federal Reserve System and the Treasury, though a considerable 
number of other agencies—the Federal Deposit Insurance Corporation, 
Reconstruction Finance Corporation, Federal Housing Authority, and - 
so on—have exercised some monetary influence. Perhaps most econo- 
mists feel that control over monetary policy is at present dispersed 
too widely to permit effective coordination. Some economists would 
favor concentrating control over monetary policy and adding discretion- 
ary control of fiscal policy. Others would favor reducing or eliminating 
the amount of discretion at present lodged in the monetary authorities 
—thereby placing major emphasis in both fiscal and monetary policy on 
essentially automatic reactions. 

In the past, also, the standards for monetary action have been very 
vague and broad. Some economists would favor equally broad standards 
for governing fiscal policy. Others would favor the acceptance of a 
single set of more specific standards—such as stability of an index 
of prices or employment—to govern whatever discretionary action is 
authorized in both monetary and fiscal policy. 


VI. Some International Factors 


For many countries, the problem of domestic economic stability is 
greatly complicated by high dependence upon external trade. A country 
that exports a large fraction of its own production and relies heavily 
upon imports to meet its internal needs will necessarily be quite sensi- 
tive to external disturbances influencing its foreign trade. This sensi- 
tiveness to outside influences will be further enhanced if its reserves of 
gold and foreign exchange are small and its ability to obtain aid or 
credit abroad is limited. A decline in external demand for its export 
products, owing to depressed conditions in the chief markets to which it 
sells, imposes upon it the necessity of quickly bringing its external 
payments into line with its reduced receipts. This must usually be 
achieved in the main through curtailment of imports, and this by itself 
may interfere with domestic stability. At times something may be ac- 
complished by improving the competitive position of exports. In this 
situation it is possible to avert serious internal deflation by resorting to 
currency depreciation, imposing direct restriction on imports, or subsi- 
dizing exports; but under some circumstances such measures may have 
other disadvantages, so that some internal deflation may be accepted 


THE PROBLEM OF ECONOMIC INSTABILITY 533 


as a consequence of the falling off in external demand for its goods. 
For such countries the task of adjusting the external balance at least 
complicates, and may conflict with, the achievement of domestic eco- 
nomic stability. 

The United States is not in that position. Indeed, among eco- 
nomically advanced countries the United States is in an almost uniquely 
fortunate position. Our problem of domestic economic stability is not 
significantly affected by complicating external factors. This is not 
due solely to our huge gold reserves. Even more important are the facts 
that (1) our foreign trade is a relatively small part of our total ac- 
tivity, and (2) at the present time, other countries have such small 
reserves of gold and foreign exchange and are controlling their imports 
from the United States so closely through direct measures that any 
change in our purchases from them is likely to be reflected very rapidly 
and fully in a corresponding change in our exports. This means that in 
the event of a depression in the United States, we could not get any 
substantial over-all domestic stimulus by raising our barriers to imports. 
Hence, tarriffs and import restrictions cannot be an effective anti-de- 
pression measure for the United States. 

Though our foreign trade is a relatively small fraction of our activity, 
our imports bulk large in the activity of a considerable number of other 
countries. This means that foreign countries have a large stake in stable 
prosperity in the United States and in a broadening of our market for 
imports. Our record of economic instability, combined with our tradi- 
tional policy of tariff protection obviously makes them reluctant to link 
their economies too closely to ours. In the event of a serious depression 
here, other countries eager to avoid a repetition of the experience of 
the ’thirties, would probably unite in imposing specific restrictions 
against imports of American goods. The result would be a partial 
quarantining and isolation of the United States. The general objectives 
of our foreign policy make it essential that we encourage other demo- 
cratic countries to adopt commercial policies which emphasize interde- 
pendence with, rather than insulation from, the United States. Our 
success on this score will depend, first and foremost, on our actual per- 
formance in achieving stable prosperity, and second, on our willingness 
to have low import duties, and to refrain from such other obstacles to 
imports as quotas and cumbersome customs procedure. Under present 
world conditions, the international political importance of our success, 
or failure, in achieving domestic economic stability can scarcely be 
overestimated. 

Although our domestic economy is unlikely to experience serious 
disturbance from unpredictable and independent fluctuations in -the 
foreign demand for American goods, our economy is subject to other 
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important forces from abroad. The size of our programs of foreign 
economic and military aid and of government-fostered private invest- 
ment abroad must be based mainly on our assessment of world condi- 
tions and the requirements of foreign policy, without much reference 
to considerations of domestic stability. It is the task of domestic stabili- 
zation policy to compensate for unstabilizing variations in the size of 
those programs, as well as in our military expenditures. A worsening 
of the international situation, resulting in very heavy expenditures 
for these purposes, might confront us with as difficult a problem of 
controlling inflation as in wartime. Improvement in the international 
situation might, on the other hand, permit a sharp curtailment of mili- 
tary expenditures at home and military aid to others. In this event, tax 
reductions could go far to forestall any deflationary effect. 

Although the present U.S. position permits us a wide range of free- 
dom in choosing domestic policies, even this freedom is not complete. 
And in any case, we must realize when we choose between alternative 
stabilization programs that they have definite international implications. 


VII. Market Policy’ 


Wise use of the instruments of fiscal and monetary control is 
essential to economic stability, but there is no assurance that, under all 
circumstances, economic stability will be achieved through such con- 
trols alone. In a free-enterprise economy private policies of business 
and labor with respect to prices, wages and profits have a bearing 


* Milton Friedman makes the following comment on this section: 

“I disagree with the general tenor of this section and one of its major specific con- 
clusions, 

“(1) Market policy seems to me to stand in an entirely different relation to economic 
stability than monetary and fiscal policy. Monetary and fiscal measures are general 
measures adapted to the problem of countering general changes in employment, output, 
and prices and are the appropriate techniques to use for that purpose. Changes in par- 
ticular prices and particular wages are appropriate for achieving a proper allocation of 
resources and products among different uses; they are entirely inappropriate for countering 
general changes in employment, output, and prices. 

“The chief reason for considering market policy at all in a report on economic in- 
stability is that inappropriate market policy—a market policy that enables special groups, 
whether trade unions, industrial producers, or farmers, to exercise direct control over 
prices or wages—-may render monetary and fiscal policy largely ineffective in attaining 
its twin objectives of full employment and stable prices, a point that this section quite 
appropriately makes. The solution is to be sought in the elimination of these direct con- 
trols, not in their extension or in the substitution of governmental controls. The problem 
is not what behavior ought to be imposed on particular prices or wage rates but rather, 
what the appropriate institutional arrangements are for the determination of prices, wage 
rates, etc.—the problem considered in the three paragraphs that precede the final para- 
graph of this section. 

“(2) One of the chief specific conclusions of this section is that prices of products 
and wages of labor require different treatment for the promotion of economic stability; 
that it is desirable for the general level of product prices to fluctuate over the business 
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upon stability, and the same is true of government policies affecting 
prices and incomes in particular industries, such as agriculture, trans- 
portation and public utilities. 

This raises two fundamental questions. First, how should prices, 
wages and profits behave? Second, what steps should be taken so that 
prices, wages and profits will behave as they should? Since economists 
have not yet made much progress in analysing the effects on business 
fluctuations of price, wage and profit behavior, no comprehensive and 
precise answer can be given to the first question. And as one might 
guess, there are widely divergent views on both questions. 

The power of organized labor today suggests that we may be faced 
with the danger of chronic inflation resulting from general wage in- 
creases which recurrently outrun the growth in productivity of the 
economy as a whole. Man-hour productivity for the economy as a 
whole has increased in the past at an average rate of about 2 per cent 
per year. A gradual upward trend in average hourly wage rates corre- 
sponding approximately to this general growth in productivity—+.e., an 
increase of about 2 per cent a year, if past trends continue—need not 
result in an upward trend in the average level of prices. But general 
increases in wage rates exceeding the average growth of productivity 
raise costs and will ordinarily result in higher prices. 

Chronic wage-induced price inflation would pose a dilemma for 
fiscal and monetary policy. Suppose wages rise at a rate of 10 per cent 
per year and prices by 7 or 8 per cent. Should we then adopt tight 
money and a budget surplus to meet this situation? If we do, the result 
will be not so much control of prices as a reduction of output and 
employment: business costs and prices will still be high but total money 
demand will be deficient so that men and machines will have to become 
unemployed. If we do not, we face the danger that the wage and price 


cycle but undesirable for the general level of wage rates to do so (paragraphs 8, 9, and 11 
of this section). This seems to me false. Prices of products and wages of labor are on 
the same footing. Our basic objective is to minimize the fluctuations in both. Insofar as 
the conclusion of this section goes beyond this statement, it necessarily implies substituting 
rigidity for stability. When a decline in total money demand presses prices and wages 
pei the wage level can be kept stable only by preventing particular wage rates from 
alling. 

“If fiscal and monetary policy prevent total money demand from falling or rising 
sharply, they will thereby prevent any general decline or rise in wages and prices from 
developing into a spiral and becoming cumulative. Declines or rises in particular prices and 
wage rates can then serve the useful and indispensable function of facilitating adjust- 
ments among different sections of the economy. ‘The growing strength of organized 
labor’ is, from this point of view, as harmful in periods of business contraction as in 
periods of business expansion (see paragraph 8 of this section). The alternative solution 
of a rigid wage level proposed in this section is equivalent to saying that the appropriate 
way to reduce temperature fluctuations in a room is to break the thermometer which 
controls the thermostat so it always registers the same temperature.” 
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increases will continue at a rate that becomes intolerable. Thus, infla- 
tion induced by rising costs rather than excess demand offers a very 
grave dilemma for fiscal and monetary policy. 

Opinions of economists differ regarding the likelihood that these 
problems will be serious. And suggestions for a solution tend to be 
impractical or rather general and vague. Direct governmental control 
of wages is incompatible with a free-enterprise economy. Even pro- 
posals for compulsory arbitration of wage disputes are opposed by both 
unions and employers, and there are as yet no agreed principles of 
income distribution policy that might establish a basis for arbitration. 
Limited statutory restraints upon the right to strike are unlikely to cur- 
tail seriously the bargaining strength of labor organizations. Adoption 
by labor leaders of a more responsible attitude on wage increases, tak- 
ing account of the full effects on the economy as a whole, may be im- 
possible unless inter-union competition becomes weaker and economic 
understanding of the rank and file, as well as the leaders, becomes 
greater. For the present, reconciling full employment with price level 
stability within a free-enterprise framework must be regarded as a 
major unsolved problem. 

It should be emphasized that the relationship, noted above, between 
growth of productivity and increase in wage rates does not hold for a 
particular firm or industry. Productivity does not grow uniformly or 
evenly among industries and firms; the differences in rates of produc- 
tivity increase are often great. If wage rates in each particular in- 
dustry or firm were adjusted to the productivity change in that firm 
or industry, untenable disparities would develop in the wages paid by 
different industries for the same kind of labor. Instead, wage rates for 
a particular grade of labor should be approximately uniform through- 
out all sectors of the economy, except for regional differentials reflect- 
ing basic differences. Divergent rates of growth in productivity in 
particular industries should, in general, be reflected in shifts in the 
relative prices of their products, involving price reductions in those 
fields experiencing above-average progress and price increases in those 
fields where growth in productivity is lagging. 

An average increase of about 2 per cent per year in the level of 
money wage rates does not, however, imply just this rate of increase 
for each worker or each grade of labor. Existing anomalies in the 
wage structure are continually being corrected. Also, progress in 
equalizing educational and training opportunities and in removing dis- 
criminatory barriers to entry into the more agreeable and highly paid 
occupations should result in narrowing somewhat the wage differentials 
between menial, unskilled jobs and skilled jobs through increases in 
rates at the lower end of the wage structure. Again, the faster-growing 
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firms and industries may need to raise wages a little faster in order to 
attract labor. These factors will at times justify increases in particular 
wage rates of more than 2 per cent per year. 

A downward spiral of wages and prices is at least as harmful to 
economic stability as an upward spiral. General wage cuts are likely 
to be unstabilizing; they may help to convert a moderate business 
recession into a severe depression. If such cuts are not accompanied 
by equivalent reductions in consumer prices, they depress business by 
reducing the buying power of workers. If, on the other hand, prices are 
promptly adjusted, the decline in wages and prices together, coming in 
a period of business contraction, is likely to give rise to expectations of 
further reductions, producing general postponement of buying, efforts 
to liquidate inventories, losses, pressure on borrowers to repay, and 
serious financial difficulties and deflation. The growing strength of 
organized labor, while it has increased the likelihood that an inflation- 
ary wage-price spiral will develop in periods of business expansion, has 
much reduced the danger that future periods of business contraction 
will be intensified by deflationary wage-price spirals, such as occurred 
in the early ’thirties. 

Stability of the wage level does not imply that the level of prices 
must remain rigid; profit margins can and should vary through the 
cycle. 

In a dynamic economy stable prosperity calls for a continuous 
readaptation and redirection of productive effort in response to the de- 
velopment of new products, new techniques of production and chang- 
ing wants. In a free-enterprise economy this kind of dynamic adjust- 
ment requires willingness to adjust prices, and sometimes capacity, 
promptly to changed conditions of demand or supply. Marked sticki- 
ness or rigidity of particular prices may be an important factor imped- 
ing dynamic adjustment and contributing to over-all economic insta- 
bility. Attempts to achieve monopoly profits by limiting output and 
keeping prices high tend to reduce the buying power of consumers. 
Some economists think that monopolistic action may prevent new in- 
vestment. 

General conclusions are that cumulative wage-price spirals destroy 
economic stability, and that the task of maintaining stable prosperity 
will be greatly assisted if a way can be found to combine a steady and 
gradual upward trend in money wage rates, corresponding to the 
average over-all growth in productivity, with a considerable degree of 
flexibility in the prices of particular goods. It is all too evident that 
the actual behavior of wages and prices does not correspond to this 
ideal. The tendency of union wages to rise excessively during periods 
of business expansion, and the tendency of many prices to remain fixed, 
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or decline only sluggishly, in periods of business contraction are ob- 
stacles to economic stability. They may put an impracticable burden 
upon fiscal and monetary policies. There is disagreement among econo- 
mists, however, on both the magnitude of these problems and the 
measures which should be taken to meet them. 

According to one view, the government should adopt a positive, 
sweeping program to remove barriers to competition, so that no busi- 
ness corporation and no labor union would have the power to exert 
any significant influence over the prices of whatever it sells or buys. 
Prices, wages and profits would then be determined by the automatic 
operation of competitive markets. In those industries where economies 
of mass production or other factors limit the firms to such a small 
number that competition is not effective, government ownership or 
regulation would replace free, private enterprise. This approach calls 
for a destruction of privaté power over wages and prices, but with no 
extension of government power except where effective competition is 
unattainable. 

According to another view, the government, instead of relying pri- 
marily on measures to enforce competition, would establish selective 
price and wage controls and rationing and allocation procedures in 
key sectors of the economy, thus securing a substantial measure of 
influence over the behavior of prices, wages and profits. This approach 
calls for a curtailment of private power, and an extension of govern- 
mental power, over both prices and wages. 

According to a third view, powerful private groups, such as large 
corporations and labor unions, must be accepted as an inherent feature 
of our kind of society. Instead of undertaking extensive government 
controls over wages and prices, however, an attempt should be made | 
to formulate rules of responsible private behavior for organized groups, 
and to secure the voluntary acceptance by these groups of such rules. 
This approach emphasizes not the curtailment of private power, but its 
responsible exercise in conformity with accepted rules. It raises the 
fundamental question whether private groups can satisfactorily dis- 
charge public functions. This view does not, of course, rule out attempts 
to make competition as effective as possible everywhere, or substitution 
of public ownership and operation in highly monopolistic industries. 

This diversity of views and programs is significant in indicating that 
the problem of prices, wages and profits is as yet largely unsolved. 
Difficulties in this field should not, however, prevent us from using 
fiscal and monetary controls to do the best we can in limiting fluctua- 
tions in total income, expenditure, production, and employment. 


THE NATURE OF THE SUPPLY FUNCTION FOR 
AGRICULTURAL PRODUCTS 


By D. GALE JoHNson* 


It is generally believed that the total output of farm products re- 
sponds little if at all to changes in the average price of farm products. 
For example, most farmers believe this to be true for downward move- 
ments in real prices; the willingness of farmers and their representa- 
tives to accept direct control of output and marketing clearly reflects 
their belief that downward movements in real prices will not sub- 
stantially reduce farm output. Though this belief is apparently based 
on the depression experiences of 1919-22 and 1929-33, it is applied with- 
out hesitation to a period when resources are generally fully employed.’ 

The best published discussion of the responsiveness of agricultural 
output to price changes is by Professors Galbraith and Black.” Their 
analysis is restricted to depression conditions and lacks preciseness 
largely because it fails to distinguish between those conditions relevant 
to the decision process within firms and those relevant to the nature of 
the factor markets, ż.e., the supply conditions of factors. No systematic 
attempt has been made, to my knowledge, to make a similar analysis 
for non-depression conditions. 

This paper attempts to fill these gaps by analyzing the reaction of 
aggregate output (1) to falling relative prices under depression condi- 
tions and (2) to changing relative prices when resources are fully 
employed in the economy. These two sets of conditions are chosen to 
simplify the discussion and because they represent the important 
empirical conditions. 


I. Agricultural Output During a Depression 


Aggregate farm output has repeatedly failed to. decline during de- 
pressions. Numeous explanations have been offered for this phenome- 


* The author is associate professor of economics at the University of Chicago. He 
expresses appreciation to Milton Friedman, F, V. Waugh, T. W. Schultz and O. H. Brownlee 
for suggestions and criticisms. 

*See Secretary of Agriculture Brannan’s Statement before a Subcommittee of the 
Committee on Agriculture and Forestry, U. S. Senate, Eighty-First Congress, First Session, 
on S. 1882 and S. 1971 (July 7, 11, 12, 13, 14, 15, 18, and 19, 1949), pp. 50-52. 

*See J. K. Galbraith and J. D. Black, “The Maintenance of Agricultural Production 
during Depression: The Explanations Reviewed,” Jour. Pol. Econ., Vol. XLVI (June, 
1938), pp. 305-23. 
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non; such as high fixed costs in agriculture, the length of the produc- 
tion process, and the competitive structure of agriculture. Several such 
explanations are reviewed and analyzed in this section and an attempt 
is then made to outline a more general explanation. 


A. The Facts 


Much of the evidence usually presented on the behavior of agri- 
cultural output has been interpreted as indicating that agriculture’s 
output response during major cyclical declines is peculiar to it. Table 
I presents data of the type usually considered rather conclusive. In 
1933, agricultural output was only 6 per cent below its 1929 level, and 
that decline was in substantial part due to poor weather in the Great 
Plains area. In 1932, farm output was actually higher than in 1929. 
Manufacturing output as a whole declined by more than a third, while 
iron and steel output declined by 70 per cent and machinery, by 60 
per cent. | 

But any theory explaining agriculture’s behavior must also be con- 
sistent with another set of facts, namely that there were other impor- 


TABLE I.— INDEXES OF PRODUCTION FOR AGRICULTURE, MANUFACTURING, AND 
Munine, 1927 ro 1947 
(1935-39 = 100) 


Agri- M Durable oe me A Iron Machin- 
Year cultural fac nate Manu- | Manu- and ery Mining 
Output facturing facturing Steel 
1927 95 94 107 83 108 99 97 
28 99 99 117 85 121 106 95 
29 97 110 132 93 133 130 103 
30 95 90 98 84 97 100 91 
31 104 75 67 79 61 66 82 
32 101 57 4i 70 32 43 72 
33 93 68 54 79 54 50 80 
34 79 14 65 81 ői 69 83 
35 96 87 83 90 81 83 89 
36 85 104 108 |. 100 114 105 99 
37 108 113 122 106 123 126 109 
38 105 87 78 95 68 82 99 
39 106 109 109 109 114 104 105 
40 109 126 139 115 147 136 114 
41 114 168 201 142 186 221 122 
42 128 212 279 158 199 340 125 
43 125 258 360 176 208 443 132 
44 130 252 353 171 206 439 145 
45 129 - 214 274 166 183 343 143 
46 133 177 192 165 150 240 142 


Source: Statistical Abstract, 1947, p. 816 and Agricultural Statistics, 1947, p. 533. 


é 
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tant segments in the economy which produced almost as much in 1932 
and 1933 as in 1929, The following tabulation shows 1933 annual output 
as a percentage of 1929 output:° 


Meat packing 95 
Shortening 98 
Canned milk 98 
Cheese 95 
Butter 110 
Cotton goods 87 
Woolen and worsted goods 87 
Knit goods 100 
Shoes, leather 94 
Beet sugar 151 
Canned fruits and vegetables 88 
Clothing, women’s 91 
Soap 98 
Petroleum refining 86 


Employment in agriculture in 1929 was 8,323,000 family workers 
and 2,984,000 hired workers; in 1933, 8,590,000 and 2,433,000, re- 
spectively. Total employment declined roughly two per cent, from 
11,289,000 to 11,023,000. Employment in manufacturing as a whole 
declined by 30-35 per cent and employment in certain types of manu- 
facturing (automobiles, for example) by more than 40 per cent and 
hours worked, by even more. On the other hand, employment in food 
manufacturing declined only 15 per cent from 1929 to 1932 and rose 
from 1932 to 1933. 


B. A Review of the Explanations 


Roughly a half-dozen explanations of the cyclical behavior of agri- 
cultural output have been put forward. This section examines each of 
them; the next presents a general theory constructed to explain those 
characteristics of agricultural output under discussion. 


* Source: Solomon Fabricant, The Output of Manufacturing Industries, 1899-1937 (New 
York, National Bureau of Economic Research, 1940). The reader may object that output 
behavior of the manufacturing groups included in the tabulation do not support the 
statement that output in some segments of the economy behaved much the same as 
agricultural output. Each of the industries, excepting the last, process an agricultural product 
and since agricultural output did not decline, it seems evident at once that the output of the 
specified processing groups would not decline. The output behavior of the processing groups 
can be explained by the same theory developed below, namely by the shifting of the supply 
functions of factors or by the price inelasticity of the supply functions for one or more 
of the factors. Inspection of the list will disclose several industries for which the cost of 
the agricultural raw material represents only a small fraction (less than a fifth) of the 
total manufacturing cost. In these instances, the supply prices of other factors declined 
sufficiently to permit the firms to maintain output. 
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1. High fixed costs. The belief that high fixed costs are responsible 
for the failure of farmers to reduce output during a depression has 
achieved more general acceptance than any other explanation. 

It is generally argued that farm firms have high fixed costs because 
the labor supply is so closely related to the firm. Labor is viewed as a 
resource that is fixed to the firm because the operator and family 
members constitute roughly three-fourths of total farm workers. The 
same considerations are frequently alleged to apply to land. 

This argument seems invalid. The employment of hired labor in 
agriculture is almost as constant as family employment.* Yet hired 
labor is certainly not considered a fixed resource by the firm. Hired 
workers are apparently willing to offer their services at prices which the 
firms believe are no higher than the value of the marginal product and 
so continue to be employed. 

In many cases, the land operated is one of the assets of a firm in 
the sense that the firm owns the land. Most farm firms have the 
alternative of renting the land to another firm to operate, even during 
a depression. Only in the exceptional case would such an alternative- 
not be available. Even if farmers who own land are unwilling to con- 
sider this alternative, the behavior of firms renting land cannot be ex- 
plained by treating land as a fixed cost. There was roughly as much land 
rented during the ’thirties as was owned by the farm firms. Presumably 
operators continued to use the land because the price of land fell 
enough to equalize demand and supply at a level of “full” employment. 

Table II is pertinent to the present argument. It indicates changes 
in gross income, net operator income, and production expenses from 
1929 to 1932. Most of the changes in expenditures are due to changes 
in prices rather than quantities.” Net operator income represents the 
returns to all resources owned or controlled by the operator, including 
labor, land, and capital. Of the total production expenses, only taxes 
and farm mortgage interest would have continued to be claims on 
current income even if no output had been planned. These two items 
represented, in 1929, only 15 per cent of total production expenses and 
only 9 per cent of the value of gross output. 

Even if one were willing to assume that labor is a fixed cost to the 
farm firm, nothing is gained by so doing. High fixed costs are not an 
adequate explanation of the relative stability of hired labor employ- 
ment nor of the constancy of the amount of land rented. Nor can one, 
on this basis, explain the constancy of the output of livestock products, 

t Between 1929 and 1933, hired labor employment declined by 15. per cent, but an 
unknown fraction of this decline was due to the shift from the hired to the unpaid family 
labor category. 

"See below, pages 550-51. 
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TABLE II.—-EXpenses or Farm PRODUCTION AND Farm INCOME 
(millions of dollars) 


1929 1932 1947 
Gross income 13,824 6,406 ` 34,705 
Net operator income 5,654 1,715 17,087 
Total production expenses 8,170 4,691 17,618 
Feed purchased 919 348 3,783 
Livestock purchased 461 164 1,302 
Fertilizer and lime 293 125 685 
Operating motor vehicles _ 509 384 1,505 
Hired labor 1,284 584 2,791 
Miscellaneous current expenses? 1,146 814 1,768 
Taxes 641 504 705 
Farm mortage interest 582 534 222 
Rent (net)? 1,062 343 2,300 
Depreciation? 1,273 890 2,579 


2 Includes such items as electricity, twine, ginning fees, dairy supplies, seeds, containers, 
etc. 

b Gross rents were as follows: 1929—$1 ‚621,474,000; 1932—$668,935,000; and 1947— 
$3,100,000,000. About the same amount of land was rented in 1932 as in 1929, while perhaps 
ten per cent less was rented in 1947. 

c Gross investment: 1929-——$1,414,000,000; 1932—$290,000,000; 1947—-$3,682,000,000. 

Source: Department of Agriculture, Bureau of Agricultural Economics, Net Farm Income 
and Parity Summary 1919-41 (mimeo.) and Farm Income Situation, August-September, 1948. 


particularly hogs, Farm management studies indicate that 75 per cent 
of the average cost of producing hogs is feed cost. Hog output is main- 
tained only because feed prices fall, and fall as much or more than hog 
prices during the downswing of a major depression. 

The constant employment of factors apparently reflects not high 
fixed costs but either (a) inelastic supply curves together with highly 
flexible factor prices or (b) changes in the marginal opportunity costs 
of the factors with the business cycle. The first explanation is pertinent 
to physical capital assets and land; the second to labor, feed, and live- 
stock. Since most feeds are durable, why do feed prices fall low 
enough during a depression to clear the market of all of the current 
output? Given existing cost conditions during a depression, farmers 
are maximizing their position by producing crops, but they have the 
alternatives of feeding or storing the feed crops in anticipation of 
higher prices later. In this way, livestock output could be contracted 
during depression. Constancy of output of livestock implies that the 
supply curve of feed grains for current use has shifted far to the 
right. I shall consider this point later. 

2. Farmers try to offset lower prices by increased output. The ex- 
planation that agricultural output is maintained (or even increased) 
by farmers as a means of offsetting lower prices may have a certain 
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validity. Over certain ranges, the supply curve of operator and unpaid 
family labor may be backward sloping; #.e., individuals work more at a 
lower than a higher wage. This statement implies that as income falls, 
the marginal utility of income increases relative to the marginal utility 
of leisure. Since the employment of some inputs do decline during a 
depression because their prices are not as flexible as product prices, 
farm output is probably maintained by a small increase in the quantity 
of labor supplied by a given number of workers. 

3. Subsistence production is important in agriculture. If production 
is largely for the consumption of the operator family and few of the 
inputs are purchased, relative prices have little effect upon the firm 
under any circumstances. Production decisions will be based largely 
on resources owned or controlled (mostly land and labor), and con- 
sumption preferences. 

In 1939, about one-quarter of all farms had household use as the 
major source of income, and in 1944, roughly 22 per cent.° These 
farms produced less than four per cent of the total farm output in 
1944.7 Roughly three-quarters of what was produced on these self- 
sufficient farms was consumed in the household. In 1944, the rest of 
the farm operators consumed only about eight per cent of what they 
produced.® Consequently, the production of the bulk of the agricultural 
output is so commercialized that constancy of subsistence production 
cannot explain constancy of aggregate production. 

4. Technological factors inhibit response to price changes. The pro- 
duction process in agriculture is relatively long. Consequently, a decline 
in prices may not be followed at once by a reduction in output. Farmers 
will find it advantageous to complete the production process as long as 
price equals or exceeds the marginal cost of completing the production 
process as of any moment of time. This explanation can apply only to 
cycles of short duration when prices fall for a year or eighteen months 
and then start to increase. It cannot apply to the 1929 to 1933 down- 
swing. Here farmers did have time to change their production plans 
and yet failed to do so. | 

S. Agriculture has a more competitive structure than the rest of the 
economy. The belief that agricultural output is maintained during de- 
pressions because agriculture is competitive is strongly held in many 
quarters. The belief that output in many sectors of the nonfarm 
economy is highly variable during a business cycle because of enter- 
prise monopoly is also strongly held. 

* United States Census of Agriculture, 1945. Volume II, General Report, Chap. X, Table 
4. Data based on 1945 classification by type of farm. 


‘Ibid., Chap, X, Table 26. 
3 Ibid. 


Pont ay, 
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The data on page 541 suggest that monopoly by no means always 
leads to large output variations during a business cycle. By measures 
ordinarily used to measure degree of concentration (percentage of out- 
put controlled by a few firms), canned milk, meat packing, soap, and 
beet sugar are rather non-competitive; the rest of the industries, rela- 
tively competitive. Yet all had highly stable output. 

In addition, it should be noted that several competitive industries 
produced much smaller outputs in 1933 than in 1929, Among these 
were all branches of mining and lumber and most products of lumber.° 

An enterprise monopolist would restrict output and maintain prices 
during a depression in two sets of circumstances. First, if the supply 
functions for all factors were perfectly elastic and if the supply func- 
tions did not shift from the peak to the trough of the business cycle. 
In these circumstances the monopolist would find it in its interest 
to maintain prices in the face of declining demand.*® Without knowing 
the exact nature of the shift in demand, it cannot be said with certainty 
that no price change would occur but it is reasonable to assume that 
the change in price would be relatively small and most of the adjust- 


ment would be in output. 


A competitive industry in the same circumstances would react in 
the same fashion. Since marginal cost did not decline, price could not 
fall for any period of time. 

Second, an enterprise monopolist producing a durable product would 
be more likely to maintain prices during a depression if it believed that 
an extra unit sold during a depression at a lower price would otherwise 


*See Solomon Fabricant, The Output of Manufacturing Industries, 1899-1937, Appendix 
B and Harold Barger and Sam H. Schurr, The Mining Industries, 1899-1939, Appendix A. 
(New York, National Bureau of Economic Research, 1944). Walter F. Crowder summarized 
an analysis of the output behavior of 407 products from 1929 to 1933 and 1933 to 
1937. He concluded as follows: “If eight or ten products which decreased more than 90 
per cent are not given undue weight, the logical inference would seem to be that the 
changes in quantity output of the great mass of manufactured products between 1929 
and 1933 were not related to the concentration ratios of the products.” For the 1933-37 
period, he stated, “. . . it cannot be said that manufactured products in the ‘low’ 
concentration group exhibit any outstandingly different behavior pattern from that of 
products in the ‘high’ concentration group.” (T.N.E.C. Monograph No. 27, The Structure 
of Industry, pp. 350-51 and 354.) 


* This seems to be the assumption made by several writers who have discussed the 
relation between enterprise monopoly and cyclical price rigidity. Boulding, for example, 
assumed a relatively flat marginal cost curve and then argued that a decline in demand 
during a downturn of the business cycle would lead to price maintenance and output 
restriction. This explanation fails to indicate why the marginal cost curve does. not shift 
during the cycle. If the cost curve shifted downward, regardless of how flat it is, price 
would be permitted to fall unless the demand curve shifted in a very peculiar manner. 
(See Kenneth Boulding, Economic Analysis [New York, Harper and Bros., 1948, 2nd 
ed.] p. 557.) For an analysis similar to that contained in this paper, see T. De Scitovszky, 
“Prices under Monopoly and Competition,’ Jour. Pol. Econ., Vol. XLIX (Oct., 1941), 
pp. 663-86. 
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be sold later at a higher price during the subsequent prosperity. A 
policy such as this is not without costs and it is by no means certain 
that if such a monopolist realized lower marginal costs during the de- 
pression that it would maintain prices at the pre-depression level. A 
competitive industry producing a similar product with the same de- 
mand relationship in time would not react as the monopolist does for 
obvious reasons. 

The degree of competition in the factor markets is probably more 
important than the degree of competition in the product market in 
explaining output response during a depression. It would be difficult to 
distinguish between the price and output behavior during a depression 
of an enterprise monopolist that buys factors in a competitive market 
and a competitive firm. Food processors did not contract output be- 
cause the supply functions for at least one important factor, farm 
products, shifted and the factor price fell sharply. The output behavior 
of the firms did not seem to have been affected by the extent of 
monopoly and one should not have expected that it would be. 

But if the factor markets are not competitive and the supply func- 
tions for the factors do not shift during the depression, both an enter- 
prise monopolist and a competitive firm would be unable to maintain 
output if demand for the product declined. 

The important unanswered question about price and output reac- 
tions during the 1929-33 depression is found in the urban labor 
market, why the hourly earnings of production workers in manufactur- 
ing declined so little (from $0.566 in 1929 to $0.442 in 1933) despite 
the drastic decline in employment.** Unions were not then sufficiently 
important in manufacturing to have had much influence. Given the 
small decline in wages, manufacturing industries which did not use an 
important factor or input having a’ flexible price could not react in 
the same way as agriculture. 

6. Summary of the explanation. Most of the preceding explanations 
of the difference between the behavior of output in agriculture and in 
non-agriculture must be rejected. High fixed costs, the importance 
of subsistence production, technological conditions are clearly invalid 
explanations. The differences in the competitive structure of agricul- 
ture and industry in the degree of enterprise monopoly is a superfi- 
cially more plausible explanation, yet I believe it, too, is invalid. An 
enterprise monopoly faced with the same factor supply conditions as 
agriculture would, in my view, react in much the same way as a 
-= competitive firm. 

The belief that farm workers may work harder during periods of 


_ “Farm wage rates declined by more than 50 per cent in the same period. See Statistical ' 
Abstract, 1947, pp. 199 and 210. 
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low income cannot be rejected on the basis of existing data, and this 
hypothesis is consistent with actual behavior. 


C. A Possible Theory 


Any theory purporting to explain the constancy of agricultural out- 
put during a depression should explain also similar behavior in the rest 
of the economy; it should be consistent also with the fact that agri- 
cultural output increases when the relative price of agricultural prod- 
ucts increases and that farmers shift from one product to another as 
the relative prices of different products vary. 

It is my view that a theory meeting these requirements is provided 
by the usual economic analysis of farmers as profit-maximizing entre- 
preneurs and that the special characteristics of the behavior of agri- 
cultural output can be explained by the characteristics of the supply 
functions of factors to agricultural firms. 

The supply function for agricultural products is sometimes expressed 
as a simple relation between the quantity of output and the price of the 
output. However, the use of this relation obscures the complexity 
of the supply process determining the supply of agricultural products. 
The supply of agricultural products depends on: (1) Production con- 
ditions—the technological relations between inputs and outputs; (2) 
Supply conditions of the factors of production; (3) Price or demand 
conditions for output; and (4) The behavior of firms, including the 
objective of the entrepreneur. 

The explanations. provided in this paper of the behavior of agri- 
cultural output assume that firms maximize profits and that the demand 
for factors of production is determined solely on this basis unless a 
contrary assumption is made. The assumption of profit maximization 
implies that output behavior will be determined by the relationship 
between output and factor prices. For example, a greater relative in- 
crease in product than factor prices will result in increased output, and 
‘vice versa. Further, a rise in the price of one factor relative to another 
will decrease the employment of the first factor relative to the second. 
It is not necessary for our purposes that farmers actually maximize 
profits, but it is important, of course, that reliable predictions can be 
made by using the assumption of profit maximization. 

Attention must be given to the supply conditions for the factors of 
‘production. These are spelled out in some detail at the relevant points 
‘in this article, but some comment on the labor supply function is 
required at this point. It is assumed that there is a labor supply func- 
tion including all farm labor. To do this requires a strict separation 
of the farm firm and the labor function of the operator and other family 
members. This separation is required if confusion is to be avoided. 
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A firm is a business unit under single control within which produc- 
tive resources are combined in order to produce goods and services 
for sale and use as a means of achieving some objective. A firm may 
consist solely of entrepreneurship, a business opportunity, and liquid 
capital. The farm operator is both an entrepreneur and a laborer. He 
accepts this dual rôle in the belief that he can thereby achieve a larger 
return from his energies. Otherwise, he would forego his entrepre- 
neurial activities and hire out as a laborer. Analytically, we can divorce 
the supply of labor by the operator and his family to the farm firm 
from the farm firm itself, ż.e., we need not assume that this labor is a 
part of the firm. 

During a depression, the supply function of land for use in agri- 
culture has a price elasticity of nearly zero for a period of five to ten 
years. The response in quantity supplied following a price decline is 
related to disinvestment in land and failure to provide for maintenance. 
The supply function for capital equipment—to agriculture as a whole 
—is very inelastic whenever the demand price is below the price of new 
equipment. The supply function is then related solely to the existing 
supply of old equipment. Since such equipment does not have alterna- 
tive uses outside of agriculture, there is no reservation price above the 
depreciation cost. Since this cost can be postponed, it may not represent 
an effective lower limit. The supply function of labor shifts with the 
level of income and employment in the rest of the economy. The mar- 
ginal opportunity cost of labor falls rapidly as unemployment increases 
and rises similarly as unemployment declines. As the marginal oppor- 
tunity cost approaches zero, the supply curve for agricultural labor be- 
comes very inelastic. Farm workers are willing to accept lower rates of 
pay rather than be unemployed. , 

These conditions of supply would mean that during a major pro- 
longed decline in business activity that (1) farm prices, farm wage 
rates, and land rents would fall in about the same proportion and 
(2) the employment of land, labor, and machinery would not change 
appreciably. Condition (2) might prevail without (1) if the resources 
had to be used in fixed proportions or if one of the resources had a 
fixed coefficient of production, conditions that seem less plausible than 
the conditions of supply outlined above. 

Tables III and IV are not inconsistent with the above conclusions, 
except for the behavior of wage rates between 1919 and 1921. In part, 
this is explained by the fact that the peak in prices received came in 
May, 1920; the minimum, in June, 1921. Actually, no serious drop in 
farm prices came until the 1920 harvest, after wage bargains had 
largely been made. 
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TABLE IJ.—Crors PLANTED, LABOR EMPLOYED AND POWER AND MACHINERY USED on 
FARMS AND RELATIVE Farm Prices, 1919-39 





Ca Labor Employment? 

Vear Plan ia E ee Power and Relative 

i m milli Total Hired Machinerye | Farm Prices 
(in millions) (in millions) 

1919 363 11.1 2.78 468 112 
20 359 11.4 2.88 477 121 
21 358 11.4 2.90 505 88 
22 354 11.4 2.92 496 85 
23 353 11.4 2.89 454 101 
24 353 11.4 2.87 455 101 
25 364 11.4 2.97 458 106 
26 359 11.5 3.03 460 100 
27 358 11.3 2.95 463 99 
28 367 11.4 2.96 463 102 
29 363 11.3 2.98 466 101 
30 368 11.2 2.85 471 106 
31 372 1:2 2.69 468 73 
32 376 11.1 2.50 452 62 
33 372 11.0 2.43 416 | 67 
34 339 10.9 2.33 391 73 
35 360 11.1 2.43 389 86 
36 360 11.0 2.56 391 91 
37 364 10.9 2.63 403 90 
38 356 10.8 2.62 419 78 
39 344 10.7 2.60 428 78 


a 1924-1939, Agricultural Statistics, 1940, p. 542. 1919-23, estimate by the author. 

b Department of Agriculture, Bureau of Agricultural Economics, Pe arm Wage Rates, Farm 
Employment, and Related Data, 1943, p. 155. 

¢ Martin R. Cooper, Glen T. Barton, and Albert P. Bradell, Pres of Farm Mechaniza- 
lion, Dept. of Agriculture Misc. Pub. No. 630 (1947), p. 81. An index number with volume 
measured in terms of 1935-39 average dollars, 1870=100. 

4 Calculated from A gricultural Statistics, 1945, pp. 430-31. Based on ratio of prices received 
by farmers to wholesale prices of all commodities. Index equals 100 in 1910-14. 


The 1920-22 depression did not result in any significant decrease in 
crop acres planted; labor employment was roughly constant, employ- 
ment of power and machinery increased slightly. Absolute farm prices 
fell by 42 per cent between 1919 and 1921, and relative farm-nonfarm 
prices by 22 per cent. Because of the shortness of the time period, 
the 1920-22 depression cannot be considered as good a verification 
of our hypotheses as one might like. 

The 1930-33 depression is a much better test. The period was four 
years; sufficiently long to permit farmers to revise their production 
plans completely. For employment_of resources, the experience and 
hypotheses match very well. Acres planted may have increased slightly, 
total labor employment remained almost constant (decreasing only 
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three per cent), while hired labor employment declined by about 15 
per cent. Part of this decline resulted from a shift for workers related 
to the employer from the hired to the unpaid category. 

As shown in Table IV, prices received and rent paid moved down 


TABLE [V.—Farm Prices AND WAGE RATES, FARM WAGES AND RENTS PAD, 
AND CAsu Farm Incomes, 1919-39 








Prices Wages Paid? | Gross Rent4 Cash Farm 

Year Received | Wage Rates? Income” 

by Farmers" (millions of dollars) 

1919 215 207 1,515 2,226 14,602 
20 211 242 1,780 1,645 12,608 
21 124 155 1,159 1,208 8,150 
22 132 151 1,122 1,347 8,594 
23 143 169 1,219 1,501 9,563 
24 143 173 1,224 1,651 10,221 
25 156 176 1,243 1,585 10,995 
26 146 179 ~ 1,326 1,518 10,564 
27 142 179 1,280 1,648 10,756 
28 151 179 1,268 1,640 11,072 
29 149 180 > 1,284 1,621. 11,296 
30 128 167 1,134 1,315 9,021 ' 
31 90 130 847 906 6,371 
32 68 96 584 669 4,743 
33 72 85 512 793 5,445 
34 90 95 601 953 6,780 
35 109 103 740 1,101 7,659 
36 114 111 880 1,187 8,654 
37 122 126 1,039 1,218 9,217 
38 97o 125 1,000 1,080 8,168 
39 ‘95 123 982 1,170 8 , 684 





a A griculiural Statistics, 1945, p. 430, 1910-14=100. 


> Bureau of Agricultural Economics, Department of Agriculture, Farm Wages Rates, Farm 
Employment, and Related Data, 1943, pp. 3-4, 1910-14=100. 


° Bureau of Agricultural Economics, Department of Agriculture, Net Farm Income and 
Parity Repori, 1943 (1944), pp. 26 and 18. 
d Agricultural Statistics, 1993, p. 412. 


together from 1929 to 1932 and 1933, with rent falling slightly more 
than prices.” In the absence of an important change in the marginal 
physical productivity of land, the employment of land would not have 
been expected to decline, and it did not do so. 


“The following tabulation indicates the relationship more clearly than Table IV: 


Prices Cash Farm Wage Wages Gross Rent 
Year Received Income Rates Paid Paid 
1929 100 100 100 100 100 
1930 86 80 93 88 81 
1931 60 56 72 66 56 
1932 46 42 53 45 41 


1933 48 48 47 40 49 
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Wage rates tended to lag behind prices and employment of hired 
labor might therefore have been expected to decline slightly, as indeed 
it did. 

The net income attributable to land, capital, and labor accounts for 
roughly 70 per cent of gross agricultural income.** The remainder is 
attributable to products and services purchased (about 15 per cent), 
taxes (about 4 per cent), and depreciation and maintenance (about 
11 per cent). Of these, only taxes requires a net outlay regardless of 

the level of output or prices. Current outlay for depreciation and 
- maintenance in agriculture can be postponed almost in its entirety for 
as long as four years. 

Current purchases of products and services from the non-agricul- 
tural sector of the economy are not made under supply conditions com- 
parable to the supply conditions for land, labor and capital. During 
depressions, prices of these products and services do not decline as 
rapidly as prices received by farmers. ~_~sequently, except for prod- 
ucts and services that are limitational in character, purchases of such 
items should fall considerably. And this was the case. Fertilizer prices 
decreased by 35 per cent." Fertilizer consumption declined by more 
than 45 per cent. Farm machinery prices declined by less than 10 
per cent. Expenditures on motor vehicles and machinery, including re- 
pairs for machinery, declined by more than 70 per cent. Building 
material prices fell 20 per cent, and expenditures by about 80 per cent. 

Other current inputs of a highly varied nature, such as the cost of 
operating motor vehicles, electricity, twine, ginning fees, and seeds 
apparently declined only moderately in price and in quantity pur- 
chased. Many of these inputs such as seed, twine, ginning fees, and 
containers are in the category of inputs having fixed coefficients of 
production. Consequently, farmers would not decrease their use of 
these items as long as they continued to stay at full production. 

Two other categories of expenses to the individual farmer need 
consideration, namely, feed and livestock purchases. Though data on 
quantities of feed and livestock purchased are not available, the data 
on expenditures and prices indicate that quantities of feed and live- 
stock purchased decreased by roughly 10 per cent. The prices of feed 
and livestock declined slightly less than farm prices in general, perhaps 
five per cent less. Because of the slightly smaller relative price declines 

"D, Gale Johnson, “Allocation of Agricultural Income,” Jour. Farm Econ., Vol. 
XXX (Nov., 1948), p. 742. 

“Includes only products and services purchased from non-farmers. 

* Agricultural Statistics, 1945, p. 429. 

6 Thid., p. 467. 
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in feed and livestock for feeding purposes, one would expect that 
interfarm sales of these items would decline some but not much. 
The theory that we have outlined rests on certain presumptions 
about the supply functions of labor, capital, and land. This theory is 
not complete. Certain important aspects of output behavior, such as 
the constancy of livestock output, are not explained by the assump- 
tions. The theory explains why all crop land is utilized during a de- 
pression, but it is insufficient to explain why farmers sell the output 
of durable products or transform the feed into livestock. Why do the 
farmers not store such products as wheat, corn, and oats during pe- 
riods of absolute and relative price declines during a major cycle? 


bs a 
Pa TABLE V.—PRODUCTION OF FEED GRAINS, HAY, AND PASTURE, PRODUCT ADDED 


BY Livestock AND Hogs 


Production of Feed* Product Added by 
Year Grains, Hay, and Meat Animals and? . 
Påsture Animal Products Hog Production? 

1919 106 83 14.0 
20 116 80 13.5 ` 
21 108 84 14.1 
22 107 89 16.5 

1927 . 107 95 ” 16.3 
28 108 96 16.2 
29 103 97 15.6 
30 94 99 15.2 
31 103 101 16.5 
32 113 101 16.4 


33 96 103 16.6 


a 1935-39=100. Source: Glen T. Barton and Martin R. Cooper, Farm Production in War 
and Peace, USDA, BAE, F.M. 53, p. 74. 
b In billions of pounds. Source: A gricultural Statistics, 1940, p. 370. 


Tables V and VI present the data indicating the constancy of live- 
stock output. Table V requires no comment; farmers kept on produc- 
ing livestock.. Table VI indicates that falling prices led to only minor 
increases in the stocks of corn and wheat. Most of the wheat stocks 
were held by the government. The‘increase in corn stocks should be 
seen in their proper perspective; from 1929 through 1932, more than 
10 billion bushels of corn were produced. Of this total, hogs con- 
sumed at least 4 billion bushels. 

It is necessary to specify the nature of the supply function for cur- 
rent use or sale of the durable farm products in order to explain this 
behavior on the part of the farmer. The supply function for current use 
or sale of durable farm products shifted to the right roughly as far as . 


JOHNSON: SUPPLY FUNCTION FOR AGRICULTURAL PRODUCTS 553 


did the output curve for these products. In other words, the demand for 
inventories by farmers or others did not increase to result in a signifi- 
cant difference between the physical output of the products and the 
quantities offered for sale or used as inputs for further production; 
supply prices of factors used in producing livestock fell proportionately 
as much as the prices of livestock, and as one would expect, livestock 
output was maintained. 


TABLE VI.—PRICES AND TOTAL STOCKS OF CORN AND WHEAT IN U. S. 


Total Stocks Corn Price Wheat Price 

Year (millions of bushels) (previous marketing year) 

Corn Wheat {cents per bushel) 
(Oct. 1) (July 1) 

1919 85 205 
20 170 216 
21 124 183 
22 96 103 
23 132 97 

1927 217 109 75 122 
28 92 113 85 119 
29 148 227 84 100 
30 136 291 80 ° 104 
31 168 313 60 67 
32 270 375 32 39 
33 386 378 32 38 


Source: Agricultural Statistics 1940, pp. 10, 23, 46 and 54. 


Two explanations seem relevant for the failure of the demand for in- 
ventories to increase during depressions. First, farmers do not believe 
that they can estimate anticipated prices very accurately. What I feel 
to be the best model available to them, namely, that next year’s price 
will be the same as this one, is consistent with not holding stocks in any 
large volume." Second, most farmers have never had enough capital to 
be able to forego the current income required by a definite storage poli- 
cy or to permit them to accept the large risks that arise from storage.** 

If private storage has not acted to stabilize somewhat the price of the 

"See D. Gale Johnson, Forward Prices for Agriculture (Chicago, University of Chicago 
Press, 1947), Chap. VI. 


8 Ibid., Chap. X, esp. pp. 156-61. The path of price movements during and following 
the 1929-33 depression indicates that farmers were relatively wise in not accumulating 
stocks. For example, if a farmer had stored wheat in 1930 and if the costs of storage 
were 10 cents a year, he would have been unable to have made a profit at any time 
until the present. If he had stored wheat in 1931, he would have realized a substantial 
gain within two years. The same circumstances were true in corn. But what basis would 
a farmer have had for knowing that he should have stored in 1931 but not in 1930? 
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durable products over the cycle through storage operations, we may 
find that public storage will do so. If this occurs, agricultural output 
will behave quite differently from the way it has in the past. The output 
of livestock products will decline during the depression and so will ag- 
gregate agricultural output. However, government policy may also in- 
volve subsidization of the output of livestock products. If this is done, 
total output would be maintained. 

The theory propounded above is consistent with the behavior of the 
non-agricultural firms that maintained output during the depression. 
Most of the firms—-in meat packing, butter, evaporated milk, cheese, 
shortening and beet sugar——had one input that was extremely impor- 
tant from a cost standpoint, and this input had a supply function simi- 
lar to that ascribed to land or to labor in agriculture. This input was an 
agricultural product. Since the alternative cost of these products fell 
sharply, the same volume of product would be available for processing 
at a much lower price and at a price that would clear the market. 

Since other factors used by these industries did not have the same 
type of supply curves for other inputs, total output in any real sense 
probably fell. The data seem to indicate that hours worked declined 
more than output. Output is usually measured for such industries as a 
linear function of agricultural input. 


TI. Agricultural Output during Periods of Full Employment 


The movement of farm prices relative to non-farm prices appears to 
have no important influence upon total agricultural output during pe- 
riods of recession or depression. The reasons for this behavior have 
been outlined above. It is sometimes assumed that agricultural output 
would be equally unresponsive to a decline in relative farm prices under 
full-employment conditions. This statement, however, cannot be em- 
pirically verified by the experience of the United States. There is no pe- 
riod in our history for which we have reasonably accurate data—which 
means since 1900—when high levels of employment coincided with de- 
clining relative farm prices.’ One such period may now be emerging— 
starting in 1949, 

Consequently those individuals who rely solely upon empiricism and 
eschew the use of theoretical models can find no support for the conten- 
tion that farm output is not responsive to declining relative farm prices 
when employment opportunities are readily available in the rest of the 
economy. It may well be that under dynamic conditions aggregate agri- 
cultural output would not actually decrease despite a fall in relative 

The late ‘twenties does not seem to constitute such a period. As indicated in Table 


II, except for the single year 1925, relative farm prices were stable from 1923 through 
1929, 
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farm prices, but such a statement is certainly not the same as the state- 
ment that relative prices do not affect the level of output. If clarity of 
thought is considered important, the two statements should not be con- 
fused. n 

Since 1900 there have been three periods of sustained full employ- 
ment. During two of these periods—1900 to 1919 and from 1940 to 
1948-—real farm prices were rising. The only other period of sustained 


full employment—1923 to 1929—was a period of relatively stable real 
farm prices. 


A. Implications of the Theory 


The theory by which we have sought to rationalize the behavior of 
farm output during depressions has important implications for the be- 
havior to be expected under full employment conditions. These implica- 
tions can be best outlined by considering, first, the effect of changes in 
relative prices under given production conditions, and second, the modi- 
fications introduced by changes in production conditions. 

Under given production conditions, output of agficultural products 
can change only as a result of changes in the quantity factors of pro- 
duction employed—to speak broadly, in the quantities of land, labor, or 
capital employed. An increase in the real price of output will raise the 
marginal product of factors to farmers, and therefore lead them to de- 
mand a larger quantity at previous prices. Under given conditions of 
supply of factors, this will lead to an increased employment of factors 
——unless their supply prices are perfectly inelastic—and hence to an in- 
crease in output. 

A decline in the price of real output will lower the marginal products 
of the factors. At previous prices of the factors, farmers will demand 
smaller quantities of the factors. For downward movements in factor 
prices, the supply function for land is almost perfectly inelastic in the 
short run. Land is an asset with no alternative use outside of agricul- 
ture and its quantity will be affected only as depreciation and depletion 
exceed maintenance expenditure. A protracted decline in prices would 
lead to the former exceeding the latter and thus to a decline in the quan- 
tity of land supplied.” Capital equipment of a durable nature also has 
an inelastic supply function for downward price movements in the short 
run. A given quantity of such equipment exists and its quantity can be 
reduced only by depreciation since it has no alternative use outside of 
agriculture. The value of the existing assets would decline and new pur- 
chases from the nonfarm sector would be reduced. The marginal prod- 


Unless the government subsidizes maintenance through payments for “soil con- 


servation” or increases the available supply of land through irrigation and reclamation 
projects, 
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uct of labor would decline and the demand for labor would decrease. 
Given flexible wage rates in agriculture, labor employment would de- 
crease as a result of migration though unemployment would not emerge. 

In a period of three to five years of declining real output prices, the 
reduction in farm output will depend largely upon the reduction in farm 
labor employment. The supply of labor to agriculture is a function of 
its wage in agriculture, of the wage for comparable labor in non- 
agriculture, of the level of unemployment, and of the growth of the 
farm labor force due to the excess of additions (individuals living on 
farms reaching working age) over withdrawals (from death or retire- 
ment). If the elasticities of the quantity of labor supplied with respect 
to the farm wage rate, the nonfarm wage rate and unemployment are 
relatively small, the reduction in labor supplied produced by a decline 
in relative prices may be fairly small. These are likely to be the condi- 
tions when the price decline is assumed to be temporary. If the price 
decline is assumed to be permanent, the elasticities of the quantity of 
labor supplied with respect to the relevant variables are likely to be 
relatively large, and the adjustment in labor supply would occur more 
rapidly. 

In the above paragraphs, it has been assumed that the production 
function remains unchanged. The production function in agriculture 
does change as new techniques become available. Though the avail- 
ability of new techniques of production is probably unrelated to the 
level of farm prices, the rate of adoption of new techniques requiring 
significant investments might be. Many types of new techniques have 
not, however, required important investments by farmers adopting 
them in the past; for example, new seeds, new feeding methods and 
rations, and disease control methods. Thus it may be assumed that the 
production function shifts at a slow rate under any circumstances and 
that this rate may be increased somewhat by high real output prices.” 

If real farm prices were constant, agricultural output would gradual- 
ly increase due to the autonomous shifts in the production function. 
The employment of farm resources in a growing economy could in- 
crease, decrease, or remain constant depending upon the annual change 
in demand for farm products, the technological change in agriculture, 

"The evidence on the relation between output prices and technological change is 
admittedly conjectural. It cannot be assumed that because output per worker rises more 
rapidly during periods of high or rising prices than during periods of low or falling 
farm prices, the production function is shifting more rapidly in the former period than in 
the latter. High or rising prices induce more investment per worker, which is not the same 
thing as a technological change. It is argued below that the rate of technological change in 
agriculture has been much less than is generally assumed. The same may be true in the rest 


of the economy. Increased capital per worker over the years may be as important, if not 
more important, than technological change in increasing output per worker. 
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and the technological change in the rest of the economy.” If the annual 
change in demand were equal to the technological change in agriculture, 
which in turn was equal to the technological advance in the rest of the 
economy, resource employment in agriculture would remain unchanged. 
However, if technological change occurred more rapidly in the rest of 
the economy than in agriculture, constant real prices of farm products 
would result in a decline in relative returns to resources in agriculture 
and some reduction in resource use, particularly of capital and labor. In 
this case, constant real prices would not represent a long-run equilibri- 
um situation. 

Given technological change, falling real farm prices need not produce 
a decline in aggregate output in agriculture. The autonomous shift in 
the production function may increase the marginal physical productivi- 
ty of each of the resources sufficiently to counteract the decline in re- 
source use. In consequence, the failure of aggregate output to de- 
cline would not be inconsistent with long-run equilibrium in the factor 
markets.”* 

We have so far taken no account of either uncertainty or capital 
rationing. A change in relative farm prices for one or two years may not 
affect the level of resource employment because entrepeneurs do not 
expect such change to be permanent. Consequently, actual plans may 
be made in terms of expected prices either higher or lower than the 
market prices. Capital employment is not determined solely by profit 
maximization; in addition, as has been argued elsewhere, capital use in 
agriculture is subject to capital rationing.** Consequently, new invest- 
ment in agriculture is a function of the liquidity position of farmers as 
well as of current and expected returns. However, this factor will not 
reverse the general direction of movement of capital employment, 
though the amount of investment would obviously be affected thereby. 

In testing the above propositions in any empirical situation, one 
specific caution must be noted. The conditions stated and conclusions 
following therefrom are based on the assumption that the economy has 
been operating at a high level of employment for some time. In other 
words, it is assumed that labor unemployment in the nonfarm sector of 
the economy has not been acting as a deterrent to the migration of 
labor out of agriculture. At the beginning of the period of rising real 
farm prices if there is much unemployment of labor in the nonfarm 
economy, farm labor will be earning less than comparable employed 

“The change in the demand for farm products is assumed to be a function of the 


change in per capita income and of the change in population. Technological change is 
measured by the increase in output from a fixed quantity of resources. 


” The share of total national output produced by agriculture would decline. 
“See D. Gale Johnson, Forward Prices for Agriculture, Chaps. IV and V. 
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nonfarm labor. Consequently, if the rise in real farm prices is associ- 
ated with a decline in unemployment, the supply function of agricul- 
tural labor will shift to the right; farm labor employment will decline 
even though the return to labor in agriculture rises relative to the re- 
turn to employed labor in non-agriculture.”° 


B. Tests of the Theory 


1. 1900-1920. ‘The period 1900 to 1920 was one of almost continuous 
high levels of employment. According to Douglas, unemployment in 
manufacturing and transportation—two cyclically volatile industries— 
exceeded six per cent in only four years out of the 22.” And only two of 
these were consecutive years—1914 and 1915. 

Real farm prices apparently rose by 25 to 30 per cent,” and farm 
output, by 25 per cent”? or roughly 1 per cent per year. 

The increased farm output was associated with increased employ- 
ment of all resources except labor—labor employment was roughly the 
same in 1920 as in 1900.?® The employment of other resources, however, 
increased sharply. Total cropland increased from 319 million acres in 
1900 to 402 million in 1920—an increase of 26 per cent. However, the 
land added was less productive (produced less rent per acre) than ex- 
isting cropland. The net increase in the production capacity of the land 
was probably of the order of 15 per cent. The quantity of farm power, 
machinery and equipment increased from an index of 295 in 1900 to 
477 in 1920—an increase of 62 per cent.” Livestock, exclusive of 
horses and mules, increased by 12 per cent. Total capital inputs prob- 
ably increased by 30 per cent. Current operating expenses must have 
increased by at least 100 per cent, perhaps considerably more.* 


“There is, of course, an increase in real farm prices that would increase the demand 
for farm labor by more than the supply decreased and thus result in an increase in farm 
employment. The argument in the text implies only that an increase in real farm prices 
and in farm labor returns (wages of hired labor and labor income of unpaid workers, 
including the operator) relative to the wages of employed nonfarm workers need not 
be inconsistent with a decline in farm employment in a specific situation. 

” Paul Douglas, Real Wages in the United States (Boston, Houghton Mifflin Company, 
1930) p. 445. : 

“See Bureau of Agricultural Economics, 1949 Agricultural Outlook Charts, p. 1. 

3 Martin R. Cooper, Glen T. Barton, and Albert P. Brodell, Progress of Farm Mechaniza- 
tion, Dept. of Agriculture Misc. Pub. No. 630, p. 81. 

2 Barton, Cooper and Brodell estimate farm employment at 11.4 millions in 1900 
(ibid., p. 5). The Bureau of Agricultural Economics estimates the 1920 farm employment 
as 11.4 and 1910 as 12.1 (Farm Wages, Employment and Related Data, 1943). 

See Barton, et al, op. cit., p. 7. 

= From 1910 to 1920, total current operating expenses, excluding feed and livestock 
purchased and short-term interest, deflated by the index of prices paid by farmers for 
items used in production, except: feed, increased by 69 per cent. Similar data are not 
available for 1900 to 1909. 
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The increased employment of resources was sufficient to account for 
most of the increased output,” and the changing relative prices of out- 
put and inputs, to account for the increased employment of land, capi- 
tal and current inputs.** In consequence, no substantial change in tech- 
nology can be inferred from the increase in output. 

Why did farm labor employment fail to increase? The evidence 
available is inconclusive in indicating what rational conduct would 
have been for farm workers. Farm labor income per worker rose rela- 
tive to the income of employed industrial workers between 1910 and 
1919. The absolute difference between annual earnings, however, in- 
creased from about $335 in 1910-14 to $570 in 1919, and to $820 in 
1920, A rise in relative earnings when the absolute differences increase 
may nor may not indicate that real returns to farm workers increased 
relatively. When the absolute difference is actually larger than the 
farm labor return, as it was in 1910-14, possible differential changes in 
the cost of a fixed level of living and changes in the content of the level 
of living make it impossible to infer with certainty whether the real re- 
turns to farm labor kept pace with the real returns to nonfarm labor. 

2. 1923-29. The period from 1923 through 1929 was one of stable 
relative farm prices (in the aggregate). The parity index—a measure 
of relative farm prices—had the following values starting with 1923— 
86, 86, 92, 87, 86, 90, 89. 

Our theory would indicate reasonable stability in the employment of 
all inputs, except perhaps labor. With respect to capital and land, 
actual experience does not contradict the expectations. Net investment 


in horses and mules, machinery, motor vehicles, including tractors, 


We do not have the data that would permit an accurate estimate of the production 


function for agriculture. However, a crude estimate of changes in the function is possible 
if we assume (a) that there are constant returns to scale for agriculture as a whole, and 
(b) that the marginal productivities of resources are equal to the average net productivities. 
(As defined by Joan Robinson, Imperfect Competition [London, Macmillan, 1934], p. 239.) 

Using estimates of average productivities for 1910-14 (See Johnson, “Allocation of 
Agricultural Income,” p. 742) and assuming two different functions that meet the re- 
quirement of constant returns to scale (one linear and one linear in the logs), the 
following functions were obtained: 

(1) Log output == 44 log labor-+- .27 log Jand+-.17 log capital4+-.12 log current 

expenses, 

(2) Output = .44 labor + .27 land + .17 capital + .12 current expenses. 

All variables were 100 in 1900, while the 1920 values were 100 for labor, 115 for land, 
130 for capital and 200 for current inputs, Substituting these values in the functions gave 
1920 estimates of output of 118 for the log function and 121 for the linear function. 
Actual output was 125. Roughly three-fourths or more of the increase seems to have 
been explained by increased inputs. 


= Between 1910 and 1920, the average price of current inputs increased from 100 to 
188, while farm prices increased from 102 to 211. Comparable data are not available 
for 1900 through 1910, but during this period the wholesale price of farm products 
increased by 47 per cent and the wholesale price of nonagricultural products increased 
by 17 per cent. 
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trucks, and the farm share of autos, and service dwellings was zero or 
perhaps negative.** The estimate made by Cooper, Barton and Brodell 
of farm power and machinery also indicated no change.” The current 
inputs purchased from non-agriculture increased, in real terms, by 
about 22 per cent. This increase was associated largely with the shift 
from farm produced to mechanical power.** 

It is not clear how labor employment should have been expected to 
behave. If it is assumed that the labor market was in long-run full- 
employment equilibrium in 1923, there should have been no appreciable 
change in labor employment. And this is what actually happened ac- 
cording to Bureau of Agricultural Economics estimates. Total farm 
employment declined by less than one per cent.*’ 

Between 1923 and 1929, the labor income of farm workers increased 
somewhat relative to the income of employed industrial workers—from 
about 30 per cent as much in 1923 to about 35 per cent in 1929.*° Dur- 
ing the seven-year period, there was a net movement of 4,260,000 peo- 
ple off farms—af annual average of 630,000 or roughly two per cent of 
the population.*® This movement, large as it was, was only sufficient to 
stabilize the quantity of labor supplied. 

The changes in farm production and in resource use are not incon- 
sistent with an essentially unchanged production function. Calculations 
similar to those in footnote 32 indicate that one-half of the approximate 
eight per cent increase in farm output can be explained by increased 
inputs. The rest of the increase could be due to weather and other 
natural changes, though there seems to be no evidence that weather 
changes were important.” 

3. 1940-48. Following 1940, real farm prices rose rapidly—from 80 
to a peak of 121 in 1946 and then fell slightly to 115 in 1948. It seems 
clear that the demand for all inputs would rise in these circumstances. 
And such increases in demand did occur. More capital was employed 

** Based on values expressed in 1910-14 dollars. Data taken largely from Bureau of 
Agricultural Economics, Net Farm Income and Parity Report, 1943. 

“Op. cit., p. 81. The index was 454 in 1923 and 466 in 1929. 

" Ibid., p. 90. The cost of farm produced power which is payment for inputs produced 
by farmers, declined by $300,000,000 measured in dollars of constant purchasing power. 
Costs of operating mechanical] power increased by 390 million dollars. 

See Bureau of Agricultural Economics, Farm Wages, Farm Employment, and Related 
Data, p. 155. 

s Based on estimates of labor income by writer, “Allocation of Agricultural Income,” 
p. 738 and Bureau of Agricultural Economics, 1949 Agricultural Outlook Charts, p. 7. 

ees of Agricultural Economics, Farm Population Estimates, 1910-1942, pp. 1 
and 2. 

“See United State Department of Agriculture, Crops and Markets, 1949 edition, p. 6 
for estimates of yields per acre. Yields for field crops were identical in 1923 and 1929. 
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and net investment would have been even greater had items been avail- 
able at quoted prices. Between January, 1940 and January, 1948, the 
quantity of power and machinery increased by about 40 per cent. Acre- 
age of land harvested increased by about 10,000,000 or 3 per cent. 
Current operating expenses (except livestock and feed purchased and 
short-term interest) increased by 60 per cent. Farm output increased 
by 20 per cent. 

The farm population declined from 30.3 millions to 27.8 millions by 
January 1, 1949, and the level of farm employment by slightly more 
than 4 per cent. 

The change in farm employment is consistent with our theory. It is 
quite clear that labor in agriculture was not in a position of long-run 
equilibrium in 1940. The supply of labor was large in agriculture be- 
cause of the heavy rate of unemployment that had prevailed previously 
in the rest of the economy. As unemployment declined, the supply of 
labor to agriculture also decreased. The differential in earnings was 
such as to induce movement out of agriculture at a given level of unem- 
ployment. Agriculture had a net migration during the last half of the 
thirties of 2,770,000 or 555,000 per annum,“ Sa unemployment 
ranging from 14 to 20 per cent.” 

Agriculture would have lost more of its labor force had it not been 
for the rapid rise in returns to agricultural resources. During the early 
part of the period, labor income in agriculture rose more rapidly than 
labor income in the rest of the economy, yet the movement out of agri- 
culture was at a fantastic rate—net civilian migration of 1,920,000 in 
1942 and 1,146,000 in 1941. This was due to the large absolute differ- 
ence in real earnings that still persisted. In 1941, labor returns per 
worker on commercial farms was $700 less than the wage income of 
employed workers—a difference of slightly less than 50 per cent. By 
1946 the absolute difference had narrowed to $450 and the relative 
difference to 20 per cent,** and these differences remained roughly the 
same in 1947 and 1948. 

In the three years 1946, 1947, and 1948—there was probably a 
rough equilibrium in the allocation of labor to commercial farms. Con- 
sequently, no significant change in farm population or labor force was 
to be expected during these years, except from the return of veterans. 
Apparently about one-half of the farm veterans returned to the farm 
and stayed there. 


“Bureau of Agricultural Economics, Farm Population Estimates, 1910-1942, p. 2. 
“Bureau of Agricultural Economics, 1949 Agricultural Outlook Charts, p. 4. 


“See Johnson, “Allocation of Agricultural Incomes,” pp. 740 and 745, and Bureau of 
Agricultural Economics, 1949 Agricultural Outlook Charts, p. 7. 
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The change in the production function between 1940 and 1948 was 
probably not as spectacular as is frequently believed. A large fraction 
of the increased output—-perhaps halfi—can be attributed to increases 
_ in resource inputs. The remainder can be attributed to changes in the 
production function and natural factors, such as weather. 


C. Conclusions 


On the whole, the simple theory that we have used gives a reason- 
ably accurate indication of the response of resource employment and 
output to changes in relative farm prices during periods of high-level 
employment, at least as judged by the three “tests” we have been able 
to make. 

The attempt to judge the shift in the production function in the 
periods surveyed is significant in understanding the probable response 
of farm output to falling relative prices during periods of high-level 
employment. If during a period of rising relative prices, ‘a considerable 
fraction of the increased output reflects increased inputs, a subsequent 
period of falling prices may well result in an actual decline in output. 
As farm prices decline, net investment will fall, the level of current 
inputs will diminish, and labor migration will increase. The decline in 
output may not be large, but it does not need to be in order to re-estab- 
lish equilibrium in the factor markets because of the price inelasticity 
of demand for agricultural output. 

An important policy conclusion can be drawn from this analysis. 
Maintaining farm price returns at levels above market prices during 
periods of high-level employment will make farm output higher than it 
would otherwise be.** Such induced increases in output will increase the 
difficulty of maintaining farm price returns, necessitating direct con- 
trols of output if governmental expenditures are not to exceed the 
amounts that even a “generous” Congress is willing to appropriate. In 
fact, it can be argued that increasing farm price returns by govern- 
mental action during periods of full employment does a real disservice 
to farm people, unless agriculture is to be permanently subsidized. If 
the price props are withdrawn (or a depression occurs), returns to 
agricultural resources would be lower than otherwise because too many 
resources have been retained in agriculture. 

The attainment of equilibrium in the factor markets in agriculture 
during a period of generally falling prices or after the establishment of 
a lower level of agricultural prices may take longer than seems desir- 


“The term farm price returns is used in this paragraph instead of farm prices because 
farm prices can be supplemented by direct subsidies to farmers. 
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able. If this is so, the appropriate policy action would not seem to be 
higher support prices which would prevent the resource adjustments 
from occurring. Rather, the slowness of the adjustment process would 
seem to call for direct measures to increase the outmovement of labor.* 


Summary 


The theory presented in this article to explain the output behavior of 
agriculture rests on two major assumptions: (1) That farmers are 
profit-maximizing entrepreneurs and (2) that the supply functions of 
factors to agriculture have certain characteristics. These characteristics 
are: (a) The labor supply function shifts with changes in the general 
level of business activity and unemployment (reflecting the alternatives 
to farm employment) and for any level of business activity, unem- 
ployment and nonfarm wage rates, the price elasticity with respect to 
labor returns in agriculture is small enough to lead to essentially full 
employment of labor. (b) The land supply function has a very low 
price elasticity in the short run in part due to the lack of alternative 
uses outside of agriculture and due to small changes that can be made in 
the quantity of land through investment and disinvestment. (c) The 
supply function of capital assets has a very small price elasticity for 
downward movements in prices since the quantity of such assets exist- 

.ing at any one time can achieve higher returns in agriculture than else- 
where; in response to upward movements in prices, the price elasticity 
is higher as new investment becomes profitable to farmers. 

This theory, simple as it is, seems to be consistent with the observed 
phenomena. The theory seems much more useful in understanding the 
behavior of agricultural output under various sets of circumstances 
than other explanations that have been offered. The high fixed cost ex- 
planation of constancy of output during a depression not only has the 
defect of being inconsistent with the observed behavior of the employ- 
ment of hired labor and rented land, but high fixed costs are not an 
explanation at all of output responses to rising real output prices. Nor 

“Walter Wilcox has indicated a contrary view in “High Farm Income and Efficient 
Resource Use,” Jour. Farm Econ., Vol. XXXI (Aug., 1949), pp. 555-57. He argues that 
farm migration is increased by high farm family incomes due to increased mechanization 
and the aid high incomes give to migration. He used population changes for Iowa, South 
Carolina and Tennessee for 1930 to 1940 in support of his position. A more detailed 
study of farm migration for the same decade made under the direction of the writer 
indicates that state differences in migration rates were unreleated to the level of farm 
income. The two factors which were most closely associated with migration were a measure 
of population pressure (the excess of new entrants to the farm labor force over deaths) 
and changes in the level of farm income from the late ’twenties to the ’thirties. The changes 


in farm population in the Pacific Coast States since 1930 clearly contradict Wilcox’s 
position, as well, 
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does the competitive structure of agriculture seem to have much rele- 
vance to output behavior. Other explanations—the length of the pro- 
duction process and the importance of subsistence production—have 
been found to be unsatisfactory. The effect of the real wage upon the 
amount of effort a given labor force will exert is an explanation of be- 
havior that seems consistent with observed phenomena. It is a hypothe- 
sis that deserves further investigation. The hypothesis is not incon- 
sistent with the theory expounded here. If we knew more of its rele- 
vance and significance, it would be possible to specify with greater ac- 
curacy the nature of the labor supply function. 


U. S. CONSUMPTION AND INVESTMENT PROPENSITIES: 
PREWAR AND POSTWAR 


By Ta-Cuunc Liru anp Cuinc-Gwan CHANG* 


It is very difficult, if not impossible, on account of the extremely 
small number of observations available, to make any direct estimate of 
the postwar consumption and investment functions.” Some knowledge 
of these functions, however, is indispensable for an understanding of 
postwar economic developments. An indirect way of throwing light on 
the problem is to examine whether or not the few postwar observations 
can be assumed to fall more or less in line with prewar relations. The 
present paper represents an attempt in this direction. If it could be 
shown that prewar relations had to a large extent been restored, then 
the relatively large amount of prewar data would have a close bearing 
on the analysis of current problems. 

In Section I, certain unsettled problems in the existing estimates of 
the prewar consumption and investment functions are discussed. A 
simple set of relations between national product, consumption, invest- 
ment, the consumers’ price index, corporation profits after taxes and 
government expenditure is then set up in Section II to be fitted statis- 
tically. The results of the estimate are outlined and analyzed in Section 
HI. The basic data, the method of estimate, and the considerations 
underlying the adoption of the particular functional forms for the con- 
sumption and investment functions are discussed in the Statistical Ap- 
pendix where a stochastic model of the consumption and investment 
functions somewhat different from the one in the text is given. 

The main conclusions of this article are: 

1. Fluctuations in prewar consumption can be satisfactorily ‘“ex- 
plained” by movements in national product and the consumers’ price 
level. While it cannot be definitely proven that the prewar consumption 

* The authors are economists of the International Monetary Fund. T. C. Liu is also 
visiting lecturer in mathematical economics at the Johns Hopkins University. The authors 
have benefited from comment and criticism by members, especially Professors A. ¥. Duncan 
and A. C. Harberger, of the economic seminar at the Johns Hopkins University where a 


draft of this article was discussed. The article represents only the personal views of the 
authors, 


*Tf annual data are to be used, there are only three complete postwar observations 
available, i.e., those of 1946, 1947, and 1948. Owing to the well-known difficulties involved 


in correlating economic time series, regression equations obtained on the basis of quarterly 
data are likely to be misleading. 
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function has really been restored during the postwar years, the postwar 
consumption expenditures do appear to be very close to what the pre- 
war consumption function would require them to be. Contrary to a 
complete absence assumed in the existing estimates of the consumption 
function, the influences of “money illusion” are statistically discernible 
but are less important than would be expected on theoretical grounds. 
The price elasticity of demand for aggregate consumption, with income 
at the level of that of 1948, is estimated at about 0.8. 

2. Fluctuations in prewar investment can be more or less satisfac- 
torily explained by movements in national product and corporation 
profits after taxes. In spite of the fact that postwar investment 
activity has been carried out on a very large scale, it appears to be 
still well below what it would have been if the prewar investment 
function had been restored. An interesting but very tentative indication 
can be deduced from the system of equations obtained in this paper to 
the effect that a simultaneous and equal reduction in government ex- 
penditure and business taxes of, say, a billion dollars would tend to 
reduce the money value of the national product by 2.7 billion dollars, in 
spite of the fact that investment would be encouraged by the reduction 
in business taxes. 


I. Comments on the Existing Estimates 


In view of the large number of statistical estimates of the consump- 
tion and investment functions which have appeared during the last few 
years,’ it might seem redundant to make still another estimate. There 
are, however, many unsettled problems. This paper proposes to deal 
with two of them. 

1. Most of the existing estimates of the consumption function 
assumed that real income was the most important independent variable 
that determined real consumption. Omitting certain minor independent 
variables, such as the rate of change of income, etc., that are included 


* The following list is by no means exhaustive: Samuelson, P. A., “A Statistical Analysis 
of the Consumption Function,’ in Hansen, A. H., Fiscal Policy and Business Cycles 
(New York, Norton, 1941); Ezekiel, M., “Statistical Investigations of Saving, Consumption 
and Investment,” Am. Econ. Rev., Vol. XXXII, No. 1, Pt. 1 (Mar., 1942), pp. 22-49 
and same vol, No. 2 (June, 1942), pp. 272-307; Smithies, A., Livingston, M. and 
Mosak, J. L., “Forecasting Postwar Demand,’ Econometrica (Jan., 1945), Vol. XIII, pp. 
1-53; Woytinsky, W. S., Relationship between Consumers’ Expenditures, Savings, and 
Disposable Income,” The Review of Economic Statistics, November, 1946; Hagen, E. E., 
“Forecasting Gross National Product and Employment during the Transition Period,” 
Studies in Income and Wealth, Volume 10 (New York, 1947); Haavelmo, T., “Methods of 
Measuring the Marginal Propensity to Consume,” Jour. Am. Statistical Assoc., Vol. 42, No. 
237 (March, 1947), pp. 105-122; Sapir, M., “Review of Economic Forecasts for the 
Transition Period,” and Modigliani, F., “Fluctuations in the Saving-Income Ratio: A Problem 
in Economic Forecasting,” Studies in Income and Wealth, Volume 11 (New York, 1949), 
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in their functions, the existing estimates of the consumption function 
are essentially of the following form: 


c=ay tb 


The symbols represent the following: 


c = Real consumption 

y = Real income 

a = The income propensity to consume 
b = Autonomous consumption 


The relevant price levels entered these functions only in so far as c 
and y were obtained by deflating the money values of these variables by 
some price indices. The basic assumption of this functional form was 
that consumers were entirely free from “money illusions,” ż.e., their 
decisions on the amount of consumption to be undertaken were reached 
entirely on the basis of “real” calculations. In other words, consumption 
would remain at the same real level if real income were unchanged, no 
matter what changes had taken place in prices. The bearing of prices on 
consumption was therefore not recognized except in connection with the 
deflating process. In any case, none of the estimates included explicitly 
the consumption price level as a truly determining variable in the con- 
sumption function.*® On theoretical ground, however, one would expect 
the general consumption price level to be an important independent 
variable determining the individual’s decision, with incomes at given 
levels, to spend on goods or not to spend on them. The latter alternative 
would lead them to put their money into hoards or securities. The basic 
assumptions of the “real” form of the consumption function, therefore, 
need to be tested statistically. It will be seen that, while they are not as 
important as would be expected theoretically, the influences of the price 
level on consumption, other than those of a deflating factor, are dis- 
cernible. 

The real form of the consumption function adopted in the existing 
estimates may also be objected to on a technical ground. Because satis- 
factory price indices for consumption goods (including services) and 
total income do not exist,* the cost-of-living index (7.e., the consumer’s 
price index compiled by the Bureau of Labor Statistics) was used in the 

? Some authors (e.g, Ezekiel, Livingston and Mosak, zbid.), did not emphasize the 


real magnitudes, but used money values instead. Prices, however, are completely absent 
from their system; hence, they neglected even the influences of prices as deflators. 


*The U.S. Department of Commerce made one attempt to derive these price indices. 
No continued efforts were made, probably because the initial results were not satisfactory. 
See Shavel, H., “Price Deflators for Consumer Commodities and Capital Equipment, 
1929-42,” Survey of Current Business, U.S. Department of Commerce, May, 1942. 
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existing estimates to deflate the money values of both consumption and 
income. Even for deflating consumption figures, the cost-of-living index 
is not really satisfactory because it includes only the basic needs of a 
certain class of families in relatively large cities. It goes without saying 
that the deflation of total income by the cost-of-living index is even less 
satisfactory. It is rather difficult to tell what these “real” figures truly 
represent. . 

2. Theoretically speaking, one would expect income and business 
profits after taxes to be two of the most important factors determining . 
investment activities. The former would serve as a measure of the level 
of economic activities which generate demands for capital goods;* while 
the latter would indicate the magnitude of the incentive for actually 
making the investment at a given level of demand. In so far as none of 
the existing estimates undertook to “explain” the movement of invest- 
ment by total income and business profits after taxes taken together, an 
attempt seems worth trying. 


If. A Simple System of Relations - 


In view of the discussion in the preceding section, a simple system of 
equations is set up to be fitted statistically: 


C=aY+bP+c (1) 
I=dY +eF+i (2) 
Y=C+I+G (3) 


The symbols have the following meanings: 


: Annual consumption expenditure in billions of current dollars 

: Annual gross private domestic investment in billions of cur- 
rent dollars 

: Annual gross national product in billions of current dollars 

Consumers’ price index 

Annual corporation profits after taxes in billions of current 

dollars 

; Annual government purchases of goods and services plus net 
foreign investment in billions of current dollars 

a: Income propensity to consume 

b: Price propensity to consume 

c: Autonomous consumption 

d 

e 


pe OD 


OQ m 


: Income propensity to invest 
: Profit propensity to invest 
i: Autonomous investment 


G, P, and F are considered as exogenous variables. C, J and Y are 
determined by the system. 


*For the lack of any evidence indicating the existence of the so-called “acceleration 
principle,” see the discussion on “lagged” variables in Section IM. 
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No pretense is made here that such a simple system could satisfac- 
torily represent the operation of the American economy. First of all, 
additional variables and equations should be incorporated into the 
system, so that P and the profits portion of F could be determined by 
the system, instead of being exogeneous variables. Secondly, the 
various important components of C and I should be determined by 
separate equations. Improvement along these lines is desirable, but 
would demand time and resources not at the disposal of the authors. 
In fact, it is not intended here to produce completely satisfactory con- 
sumption and investment functions. The purpose of this paper is rather 
the more modest one of making a rough comparison of prewar and 
postwar consumption and investment tendencies. Since the results of 
this study seem to indicate that at least the prewar consumption func- 
tion has more or less been restored during the postwar years, the func- 
tion of this paper will have been fulfilled if those whose main interest 
lies in this field would make more elaborate studies to confirm the find- 
ing. 

There are still other possible ways of refining the above system; but 
they are not as clearly desirable or important as the preceding ones. 
First, certain “lags” might be introduced into the system. Before the 
above system was finally decided upon, numerous experiments had 
been tried to introduce certain “lagged” variables, especially income, 
into the equations. The improvements in the correlation coefficients 
brought about by the addition of these “lagged” variables were rather 
superficial. To be sure, the addition of a new independent variable 
always improves a given correlation, unless the new independent vari- 
able added had absolutely no relation with the dependent variable. The 
fact that another new independent variable has been added, however, 
reduces the significance of the new correlation coefficient even though 
the new coefficient is numerically higher.® In some recent studies, many 
“lag” relations were discovered; dynamic developments were there- 
fore obtained from the systems. No attempt, however, was made in 
these studies to show whether the “lagged” variables introduced were 
not really superficial. It is indeed doubtful, as our experience seems to 
indicate, whether significant “lagged” relations can really be found 
from annual data for consumption and investment functions; on the 
contrary, it seems rather reasonable to believe that most of the im- 
portant “lags” are shorter than a year. Secondly, it may be more de- 

°For instance, for three independent variables, the minimum correlation coefficient 
which would exclude purely chance correlation for 20 observations on a 5% significance 
level is 0.61. For four independent variables, the same coefficient is increased to 0.67. 
Also, if the improvement in the correlation coefficient brought about by the introduction 
of an additional independent variable is merely superficial, the standard error or con- 


fidence limits of the regression coefficient of the new variable would tend to be too large 
to be certain of the relevance of the new variable to the problem studied. 
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sirable to use disposable income, in place of gross national product, as 
the independent variable in the consumption function. Many of the 
existing estimates have followed this approach. Actually, as will be ex- 
plained in the appendix, ‘disposable income” is found to be an excellent 
linear function of gross national product, and projections from the 
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relation between the two during the prewar decade yield figures for 
postwar “disposable income” extremely close to the actual figures. 
From the statistical point of view, therefore, nothing will be gained 
by using “disposable income” instead of gross product in the consump- 
tion function. It must be understood, however, that the income pro- 
pensity to consume obtained in this paper is related to the gross prod- 
uct (że., the tendency of a society as a whole to consume out of its 
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total production), and is therefore not directly comparable with those 
relating to “disposable income.” Lastly, a deflation of the income, con- 
sumption and investment series by the population figures may also be 
desirable but not really very important as both the explained and ex- 
planatory variables are to be so adjusted. 





1330 1935 1940 19y 


Diacram 2. Actual and Estimated Investment 


An objection might be raised immediately against the above sys- 
tem on the ground that C and Y in equation (1), and I and Y in equa- 
tion (2) are all money values which have prices as common elements. 
Any evidence of correlation found between C and Y on the one hand, 
and I and Y on the other, by finding the regression relations between 
them, may be “spurious.” In fact, this is the major criticism of Mosak’s 
study (see footnotes 2 and 3). This criticism is probably valid in 
Mosak’s case, as Mosak’s consumption function was obtained by cor- 
relating money value of consumption with money value of income 
alone. In the present estimate. however, the consumers’ price level is 
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included in equation (1). The influences exerted by the price level on C 
would presumably enter into the coefficient “b” instead of “a.” These 
influences would presumably havé been incorporated into “a,” if P 
were absent from equation (1) as in Mosak’s equation. For the invest- 
ment function, it will be seen that the magnitude of the coefficient “d” 
is almost exactly the same as the same coefficient in equation (7) in the 
stochastic model (see Appendix) which also includes price terms. The 
“spurious” elements, therefore, seem to be absent from equation (2). 


III. Results 


The statistical estimates of the prewar consumption and investment 
functions, together with the definitional equation of gross product, are 
as follows:’ | | 


C = 0.535 Y + 0.214 P — 3.06 (1) 
I = 0.221 Y + 0.339 F — 11.20 (2) 
Y=C+I+G (3) 


This system of equation is now applied to the analysis of the follow- 
ing three problems: 


A. Comparison of Prewar and Postwar Consumption and Invest- 
ment Tendencies 


A comparison of the actual consumption and investment data with 
those estimated from the equations obtained is given in Table II and 
II in the appendix and are plotted in Diagrams I and IL.’ The solid 


"The meanings of the symbols are explained on page 8. The sources of the basic data 
oa the method of estimate are explained in the Appendix. The period covered is 1930-1940 
inclusive. 

The correlation coefficients of equations (1) and (2), adjusted for numbers of 
observations and variables, are as follows: 

RC.YP == 0.99 
RLYF = 0.97 


The regression coefficients have the following standard errors of estimates (adjusted 
for numbers of observations and variables) : 


Coefficients Standard Errors 
éc 

m = 0.535 0.011 
oy 

ôC 

mane == 0,214 0.022 
dP 

a = 0.221 0.038 
sy l 

ws = 01339 0.193 
SF 


‘It is well known that any projection or forecast from a regression equation greatly 
outside of the range of the original data is susceptible to many pitfalls. Our projections, 
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line gives the actual data; the dotted line represents the estimated 
figures. 

The following points are discernible from the diagrams: 

1. During the war years 1942-1945, both consumption and invest- 
ment fell sharply below what the prewar functions would indicate 
them to be. This does not really call for any explanation. Owing to the 
various wartime controls, shortages, etc., these “‘sub-normal” develop- 
ments were to be expected. 

2. The actual consumption data for 1946-48 came very nearly to 
the estimated figures. As has been explained, owing to the extremely 
small number of postwar observations (three annual points, to be 
exact), there is no way of estimating, independently of the prewar 
data, a postwar consumption function to see whether it is about the 
same as the prewar one. It is indeed conceivable that, in spite of the 
closeness of the actual and estimated postwar figures within the range 
covered in postwar years, the postwar function may be substantially 
different from the prewar function outside of that range.° With these 
cautions properly borne in mind, one may be permitted to say that 
statistical facts do not contradict the conjecture that the prewar con- 
sumption function has more or less been restored or that it is in the 
process of being restored. 

3. In addition to the closeness of the actual and estimated figures, one 
may find further support for the conjecture advanced in the preceding 
paragraph in the fact that the actual figures are consistently higher 
than the estimated figures in the postwar years. It is a generally ac- 
cepted fact that, owing to the various wartime shortages, there was a 
considerable amount of (and may still be some) “pent-up” demands for 
a large number of consumers goods. With the shortages gradually dis- 
appearing in the postwar years, one would expect consumption expendi- 
tures to be somewhat higher than “normal.” If one may take the dif- 
ferences between the actual and estimated figures in the postwar years 
(the three years starting with 1946) as a measure of the fulfillment of 
the “pent-up” demands, then the total “liquidation” of these demands 


however, are not forecasts as such. They are made only for the purpose of seeing what 
the results would have been if the prewar relations did hold in the postwar years. 

? Confidence limits of the estimated figures may of course be calculated to help to 
judge whether the postwar observations fall in line with the prewar relations. Confidence 
limits, however, merely establish the chances by which a postwar figure would fall within 
@ given range around the estimated figure, if the prewar relations were actually restored. 
They really cannot prove whether the relations have or have not been restored. This 
confirms the position that a statistical study can merely indicate that a given theory 
is a sufficient explanation of real phenomena; it can never prove a theory to be both 
necessary and sufficient. 
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has already amounted to about 21.5 billion dollars up to the end of 
1948 (see Appendix, Table II). 

4. No such close relationship between the actual and the estimated 
figures can be observed for investment expenditures in the postwar 
years. Offhand, one would expect that the actual data for investment 
would also be higher than the estimated figures as there are also “pent- 
up” demands for investment goods, in addition to the wartime and 
postwar development of new industries and technique. The results, 
however, prove to be otherwise. The failure of the postwar investment 
expenditures to come up to the levels estimated from the prewar invest- 
ment function may perhaps be explained partially by the feeling of 
uncertainty which existed in the minds of the entrepreneurs as regards 
the possible course of the developments of the American economy.”® 


B. Are People Free From “Money Illusion” in Deciding Upon Con- 
sumption Expenditure?™ 


The best way to clear up this point is to compare equation (1) on 
page 572 with another regression equation obtained by correlating 


è . Y 
“real” consumption{ c = - and “real” incomef y = P .* The latter 


equation obtained is as follows: 
c = 0.539y + 0.181 (4) 
Rey = 0.99 
This equation can be converted by multiplying both sides by P to a 


form comparable with equation (1) on page 572. The resultant equa- 
tion is given below together with equation (1) for comparison: 


New Form of Equation (4) _ Equation (1) Page 572 
cP = 0.539yP + 0.181P, or | 
C = 0.539Y + 0.181P C = 0.535Y + 0.214P —3.06 


As expected, equation (4), taking into consideration the influences of 
P on C only as a deflating factor, gives a greater weight to the influ- 
ences of Y on C and a smaller weight to the influences of P on C 


In fact, the trained economists stood out prominently as a group in whose minds 
the feelings of uncertainty were the greatest, as evidenced by the conflicting (mostly 
pessimistic) estimates which they put forth concerning postwar developments. 

See the discussion on page 567. 


“Since both C and Y are deflated by the consumers’ price index, this equation has 
the same weakness found in most of the existing estimates of the consumption function 
(see the discussion on pages 567-68). It is entirely possible that the people had a greater 
“money illusion” than that indicated by the comparison in the text, had the “true” 
consumption price index and the “true” price index for total product been available. 
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than equation (1) does. The two equations give about equally good fit 
for the prewar period; but equation (1) gives a slightly better postwar 
projection than equation (4). 


ACTUAL AND PROJECTED CONSUMPTION EXPENDITURE 


(billions of current dollars) 
Actoal Projected from Projected from 
oe Equation (1) Equation (4) 
1946 147.8 140.5 139.8 
1947 166.9 157.1 155.9 
1948 178.8 174.0 172.4 


It appears that “money illusion” did exist but not as much as would 
be expected on theoretical grounds. In order to give a quantitative 
indication of the extent of “money illusion,” the elasticity of demand 
for consumption goods and services with respect to the consumers’ 
price index is calculated below for 1948, holding money income con- 
stant: 


= Elasticity of Demand for Consumption Goods and 
Services 


= Pœ 
© c òP 
èC 
P 

c 


TE 


The figures obtained by using equations (1) and (4) are 0.795 
0.827 — 0.795 


and 0.827 respectively. The difference of eae = 4% may 


be considered as a measure of the extent of “money illusion.” Judged 
by either calculation, it appears that the demand for consumption 
goods and services as a whole is rather inelastic. A decline in the con- 
sumption price level would lead to an increase in the real output of 
consumption goods and services as a whole, but, on the other hand, 
would reduce the money value of total consumption. 


C. The Effects of a Simultaneous and Equal Reduction in Business 
Taxes and Government Expenditure on Money Income 


The system of equations given on page 572 is a very tentative one 
and greatly oversimplifies the working of the American economy. Any 
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conclusion obtained by applying the system to the analysis of a con- 
crete problem is therefore necessarily experimental in nature and can 
serve as no more than an initial reference for further work. In this 
spirit, a highly tentative analysis is made of the effects on money in- 
come of an equal reduction in government expenditure (G) and busi- 
ness taxes (a negative entry in F) under the following assumptions: 
(1) The prewar consumption function has been restored. (2) The 
change in the investment function consists of a downward shift, with 
the regression coefficients remaining roughly the same." 

Solve equations (1)—(3) on page 572 for Y in terms of G, F and P: 


Y=41G+14F + 0.88 P— 58 (5) 


The coefficient 4.1 and 1.4 measure the “multiplier” effects of G and 
F respectively. A simultaneous and equal reduction in government ex- 
penditure and business taxes, say, by one billion dollars means an 
increase in F and a reduction in G, both by one billion dollars. Assum- 
ing prices are stabilized at the current level, the net effect in money in- 
come would amount to a reduction of 4.1 — 1.4 = 2.7 billion dollars, 
in spite of the fact that private investment would be encouraged by the 
reduction of business taxes. The consequences of such a policy would 
be even more disastrous if F were partially an increasing function of 
y 4 E 


“In other words, with reference to equation (2) on page 572, the change lies in an 
increase in the absolute magnitude of the constant term. Such a change would affect only 
the constant term in equation (5) below, but would not affect the coefficients of G and F 
in that equation. 

" This can be easily seen as follows: 

oF 

Differentiating equation (5) with respect to G and recalling 3G z= -1 (że. equal 

reduction in government expenditure and business taxes): 


dY oF dY 
Ae -~ e woe J , Or 


d SY dG 
dY 237 
dG âF 
1 — 1.4 — 
SY 


A hypothetical example would make the meaning of this formula clear. If 
Sy = 0.1, then a6 = 3.1. A simultaneous and equal reduction in government expenditure 


and business taxes of one billion dollars would result in a loss of money income of 3.1 
billion dollars. 
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STATISTICAL APPENDIX 


Basic Data, METHODS OF ESTIMATE, AND A STOCHASTIC MODEL 
OF THE CONSUMPTION AND INVESTMENT FUNCTIONS 


The basic data used in fitting equations (1) and (2) on page 572 and 
equation (4) on page 574 are the series on gross national product, con- 
sumption, investment, corporation profits after taxes and the con- 
sumers’ price index periodically published by the Department of 
Commerce in the monthly Survey of Current Business. These are re- 
produced in Table I, together with the series on disposable income, 
government expenditure, net foreign investment and the wholesale 
price index which are used in the calculations in this appendix. A close 
scrutiny of earlier data and the existing estimates appears to indicate 
that there probably was a shift in both the consumption and the invest- 
ment functions somewhere in between the ’twenties and the ’thirties. 
On the assumption that the decade immediately before the war had a 
closer bearing on postwar years, data for the period 1930-40 inclusive 
are used in estimating the equations. The classical least square method 


TABLE I.—Basic DATA 
(in billion current dollars) 


Y C I G F Yp P P: 
Govern- 
Gross ment | Corpora- Con- ag 
Gross c Domestic | Expendi- | tion Dis- r aor 
National oe Private | ture Plus | Profits | posable I a i ‘dex 
Product |SU™P"| Tnvest- Foreign | After | Income i me aie ees 
ment | Invest- | Taxes ( 100 dors 
= 100) 100) 
ment 
1930 90.9 70.8 10.2 9.9 2.9 73.7 119 86 
1931 75.9 61.2 5.4 9.4 —1.3 63.0 109 73 
1932 58.3 49.2 0.9 8.3 —3.4 47.8 98 65 
1933 55.8 46.3 1.3 8.1 —0.4 45.2 92 66 
1934 64.9 51.9 2.8 10.2 1.0 51.6 96 75 
1935 72.2 56.2 6.2 9.8 2:3 58.0 98 80 
1936 82.5 62.5 8.3 11.7 4.3 66.1 99 81 
1937 90.2 67.1 11.4 11.7 4.7 71.1 103 86 
1938 84.7 64.5 6.3 13.9 2.3 65.5 101 79 
1939 91.3 67.5 9.9 14.0 5.0 70.2 99 77 
1940 | 101.4 12.1 14.0 15.4 6.5 75.7 100 19 
1941 | 126.4 82.3 18.3 25.8 9.4 92.0 105 87 
1942 | 161.6 91.2 10.9 59.5 9.4 116.7 117 99 
1943 | 194.3 102.2 51 86.4 10.4 132.4 124 103 
1944 | 213.7 111.6 7.7 04,4 10.8 147.0 126 104 
1945 | 215.2 123.1 10.7 81.4 8.5 151.1 128 106 
1946 | 212.6 147.8 29.5 35.4 13.9 158.1 139 121 
1947 | 235.7 166.9 31.1 37.7 19.1 172.0 159 152 
1948 | 262.4 178.8 45.0 38.6 21.2 190.8 171 165 


Source: Various issues of Survey of Current Business, U. S. Department of Commerce, 
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Before the system as given on page 572 was decided upon, careful | 
considerations had been given to several important statistical problems 


‘of a technical nature. A brief discussion of these points in this 


appendix would not only explain how the present system was developed 
but may also be of some use to workers in this field as a reference on 
some alternative forms of the consumption and investment functions. 
Indeed, the closeness of the income coefficients in equation (1) and (2) 
in the text with those obtained in the stochastic model discussed in 


Section B below gives further support to the reliability of these esti- 
mates. 


a 


A. Disposable income versus gross product as a determining variable 
in the consumption function (see discussion on page 569-71) 


On theoretical grounds, disposable income would seem to be more 
preferable as a determining variable in the consumption function than 
gross national product. The latter alternative, however, would simplify 
the system (especially in the computation of the stochastic model 
below), provided that disposable income is a good linear function of 
the gross product and that the relation is the same for both prewar and 
postwar periods. Fortunately, such is exactly the case. The following 
correlation is obtained for disposable income (Yp) and gross product 
(Y) for the period 1930-40 inclusive: 


Yo = 0.704Y + 7.01 
R = 0.99 a 


Projections of disposable income from the above equation for the 


postwar years yield figures extremely close to the actual data (both in 
billion dollars) : 


Projections Actual 
1946 156.6 158.1 
1947 172.8 172.0 
1948 .- 191.6 190.8 


B. A stochastic model of the consumption and investment functions 


Haamalvo and others* have recently shown that, for a simultaneous 
system of economic relations, the regression coefficients obtained by 
applying the classical correlation method of fitting the equations 
separately by the least square procedure do not yield “consistent” 

"© See the bibliography attached to Koopmans, T. C., “Identification Problems in Economic 
Model Construction,” Econometrica, Vol. 17, No. 2 (April, 1949). 


* An estimate is “consistent” if it has the property that the probability of the estimate 
deviating more than an arbitrary s from the true parameter approaches zero as the number 
of observation approaches infinity. 


580 THE AMERICAN ECONOMIC REVIEW 


estimates of the true parameters. This difficulty can be overcome by 
deducing, from the original equations, a system of “reduced form” 
equations which express the endogenous variables as functions of the 
exogenous variables only. The classical least square method can then 
be employed to fit the equations, provided that the “identification prob- 
lem’’*’ offers no special difficulty. 

In fact, before the system on page 572 was decided upon, a stochastic 
model had been fitted statistically to investigate the following ques- 
tions: 

1. Would the classical least square method and the stochastic-si- 
multaneous approach yield substantially different results for the par- 
ticular problem on hand? 

2. Could fluctuations in investment be “explained” by movements 
of the gross national product and some relevant price levels in a way 
parallel to the case of consumption? 

3. Since the consumers’ price index and the wholesale price index 
are not satisfactory measurements of the “true” consumption and 
investment price levels respectively,* would it be possible to represent 
the two “true” price levels by some combinations (ż.e., weighted 
averages) of the consumers’ and wholesale price indices? 

The stochastic model set up is as follows: 


C=aYtbP+fPtetu (6) 
I=d¥Y+eP+hP, +it+yv (7) 
Y=C+I+G (8) 


The meanings of C, I, Y, P, G, a, b, c, d, and i are given in the text 
on page 568. In addition, we have: 


Pı: Wholesale price index 


f: Propensity to consume with respect to the wholesale price 
index. 


g: Propensity to invest with respect to the consumers’ price index. 
h: Propensity to invest with respect to the wholesale price index. 


u, v: Normally distributed random disturbances. 


“See Koopmans, loc. cit. 

* See the discussion on pages 567-68 and footnote 12, for the case of the consumption price 
level. Objections of a similar nature can also be made against the use of the wholesale 
price level to represent the “true” investment price level. 
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G, P, and P: are considered as exogenous variables. C, I, and Y are 
determined by the system. 

The “reduced form” equations of the above system obtained by 
correlating Y and C directly with G, P and Pı are as follows:* 


Y = 436 G+ 0.746 P+0490 Pi— 82.8 (9) 
(0.671) (0.224) (0.232) 
: R = 0.97 
C = 2.40 G+ 0.628 P+ 0.235 Pı— 4.75 (10) 
(0.336) (0.112) (0.116) 
R = 0.98 


The eight regression coefficients in the above equations provide us 
with just enough data to solve for the original parameters in equations 
(6) and (7); the “identification problems” is therefore solved. 

From equations (9) and (10), the original structural equations are 
derived as follows:”° 


C= 0.550 Y + 0.218 P— 0.0344 Pi — 1.98 (11) 
I= 0.221 Y — 0.0473 P+ 0.147 P, — 17.0 (12) 
C+I+G=¥Y (13) 


There is as yet no generally accepted method of calculating the 
standard errors or confidence limits for the coefficients in the structural 
relations. In view of the high correlation between Y and P, and the 
large standard errors of the regression coefficients of P: in equations 
(9) and (10), the standard errors or confidence limits of the P: coeffi- 
cients in the structural equations must be exceedingly large relative 
to the magnitudes of the coefficients; in all likelihood the standard 
errors or confidence limits would even exceed the coefficients them- 
selves. This of course means that the estimated influences of Pı on 
both C and I are uncertain and reliable. On this ground, P, is omitted 
from both the consumption and the investment functions in the system 
in the text. Without the Pı term, the relevance of the P term in the 
investment function is highly doubtful and is therefore also omitted 

” The figures in the parentheses are the standard errors of the respective coefficients. It is 


unnecessary to estimate the “reduced form” equation for I except for checking purpose, 
as it can be derived from equations (6), (7), and (8). 

“In equation (11), the two price terms combined represent an approximation to the 
influence of the “true” consumption price level on consumption expenditure. The opposite 
signs obtained merely mean that the positive effects of the “true” consumption price level 
on consumption expenditure is less than that revealed through the term representing con- 
sumers’ price index alone (z¢., 0.218P), which difference is adjusted for by the wholesale 
price term (że. —0.0344P:). Equation (12) should be interpreted similarly. (See point 
3 on page 580.) The apparent failure of this attempt is discussed below. 
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from that equation. The answer to both point (2) and point (3) on 
page 580 must thus be in the negative. 

The closeness of the income coefficients in equations (11) and (12) 
with those in the final system (page 581) indicates that, for the par- 
ticular problem on hand, the results obtained from the classical least 
square procedure and the stochastic-simultaneous approach are sub- 
stantially the same. To.save computation complexities, the system in 
the text is therefore estimated by the classical method. Since the in- 
fluences of the price terms on investment are uncertain, an obvious 
alternative for the second independent variable in the investment func- 
tion would be corporation profits afer taxes; the result is given in the 
text. : 


FEDERALISM AND FISCAL EQUITY 


By James M. BucHANAN* 


Fiscal relations between central and subordinate units of government 
have become an important problem area in the United States during the 
last two decades.’ Increasing attention has been, and is being, given to 
the more practical policy proposals aimed at accomplishing specific 
short-run objectives. While this may have been necessary, perhaps too 
little attention has been placed upon the study and the formulation 
of the long-run objectives of an intergovernmental fiscal structure.’ 
This paper seeks to formulate a specific long-run goal for policy and 
will discuss the advantages which might be expected to arise from its 
general acceptance. 

I 


A distinct group of problems immanently arise when a single politi- 
cal unit possessing financial authority in its own right contains within 
its geographical limits smaller political units also possessing financial 
authority.’ These problems become especially important in a federal 
polity since the financial authority of the subordinate units is consti- 
tutionally independent of that of the central government. In a federal- 
ism, two constitutionally independent fiscal systems operate upon the 
fiscal resources of individual citizens.* 

The fiscal system of each unit of government is limited in its opera- 
tion by the geographical boundaries of that unit; it can withdraw re- 


* The author is associate professor of economics at the University of Tennessee. 


* The most general survey of the whole field published to date is: U. S. Congress, Senate, 
Federal, State and Local Government Fiscal Relations, Sen. Doc. 69, 78th Cong., 1st Sess. 
(Washington, Government Printing Office, 1943). Other competent works include: J. A. 
Maxwell, The Fiscal Impact of Federalism in the United States (Cambridge, Harvard Uni- 
versity Press, 1946); Jane P, Clark, Tke Rise of a New Federalism (New York, Columbia 
University Press, 1938); G, C. S. Benson, The New Centralization (New York, Farrar 
and Rinehart, 1941). 


? One important work in the field is concerned with this aspect. B. P. Adarkar, The 
Principles and Problems of Federal Finance (London, P. S. King and Sons, 1933). 


®Financial authority may be defined as the power of a governmental unit to collect 
revenues from contained fiscal resources and to expend such revenues in the performance of 
governmental functions. Cf, Adarkar, op. cit., p. 31. 

* The individual must deal with three or more fiscal systems, federal, state, and one or 
more local units. Local financial authority is, however, derivative from that of the state, 
and for present purposes, the combined state-local fiscal system will be considered as one unit. 
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sources for the financing of public services only from those available 
within this area. If the subordinate units are required independently to 
finance certain traditionally assigned functions, fiscal inequalities 
among these units will be present unless the fiscal capacities are equiva- 
lent. There will be differences in the number and/or the standard of 
the public services performed for and/or the burden of taxes levied 
upon the owners of economic resources within the separate units. The 
nature and the extent of these differences, and the difficulties involved 
in their elimination, constitute the elements of the over-all fiscal prob- 
lem of the federal polity. 

The situation has’ grown progressively more acute in the United 
States. This can be attributed largely to the three following parallel 
historical trends: First, the continual industrialization, specialization, 
and integration of the economy on a national scale has tended to con- 
centrate high income receivers in specific geographical areas. Second, 
there has been an extension of the range of governmental activity at 
all levels in the political hierarchy. This has required the diversion of 
greater and greater shares of the total of economic resources through 
the fiscal mechanism. Third, this extension of governmental activity at 
the lower levels of government (and in peacetime at the top level) has 
taken place largely through the increase in the provision of the social 
services. This when coupled with the type of tax structure prevailing 
has increased the amount of real income redistribution accomplished 
by the operation of the fiscal system. 

In 1789, a significant share of economic activity was limited to local 
markets; there was relatively little areal specialization of production. 
Governmental services were performed predominantly by the local 
units which were drawn up roughly to correspond in area to the extent 
of the local markets. Rapid developments in transportation and com- 
munication led to an ever-increasing specialization of resources. The 
economy grew more productive, but the inequalities in personal in- 
comes and wealth increased. This emerging inequality was both inter- 
personal and inter-regional; expanding individual differences were 
accompanied by closer concentration of the higher income recipients 
in the more favored areas. This created disparities among the states in 
their capacities to support public services. 

These fiscal divergencies were not conspicuous, however, until the 
extension of governmental activity caused the traditional sources of 
revenue to become inadequate. As greater amounts of revenue were re- 
quired at all levels, conflicts over revenue sources among state units, 
and between states and the central government, arose. 

The form which the extension of governmental activity took was an 
important determining factor in making the problem more difficult. 
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Even with the increasing costs of government, inter-regional dispari- 
ties in fiscal capacity would not have been accentuated had not the 
extension taken place largely through the expanded provision of the 
social services. Had the rôle of government remained “protective,” and 
thus the fiscal system conformed more closely to the benefit or quid 
pro quo principle, richer units would have needed greater governmental 
expenditures. Only when the “social” state appeared did the divergency 
between need and capacity become clear. As more government services 
were provided equally to all citizens, or upon some basis of personal 
need, the discrepancies between the capacities and needs of the sub- 
ordinate units arose. 

The emerging fiscal problem has been only one of many created by 
the progressive national integration of the economic system within a 
decentralized political structure. This development has caused many 
students to view the political structure as outmoded, and the federal 
spirit as a thing of the past.* The federal polity has outlived its useful- 
ness, and the conditions which made it necessary as a stage in the 
process of political development no longer prevail.’ It is true that 
complete political centralization would resolve the peculiar fiscal prob- 
lem of federalism. If there were only one fiscal system, as there would 
be in a unitary form of government, regional differences in standards 
of public services and/or burdens of taxation would not exist.’ But 
political centralization as a proposal for solution is precluded if we 
accept the desirability of maintaining the federal form. The approach 
taken in this paper accepts the federal political structure, with the 
existence of the states as constitutionally independent units sovereign 
within specified areas. Thus, the problem is reduced to that of formu- 
lating a solution within this given framework. 

The same problem of fiscal inequality is, of course, present among 
local units of government within the same state unit. However, the 
scope for adjustment by non-fiscal means, through political or adminis- 
trative devices (local government consolidation, state assumption of 
local functions, etc.), seems broader in state-local relations. The policy 
proposals stemming from the analysis which follows presume a fixed 
political structure. But it should be emphasized that both the analysis 
and the policy implications can be extended to inter-local unit fiscal 

See Roy F. Nichols, “Federalism vs. Democracy,” Federalism as a Democratic Process 
(New Brunswick, Rutgers University Press, 1942), p. 50. 


°“ Gordon Greenwood, The Future of Australian Federalism (Melbourne, Melbourne Uni- 
versity Press, 1946), p. viii. 


1 The proposal for integration and unification of the fiscal systems at different levels has 
heen excellently presented by Professor S. E. Leland. See, for example, his “The Relations 
of Federal, State, and Local Finance,” Proceedings, National Tax Association, Vol. XXIII 
(1930), pp. 94-106, 
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adjustment as well as to interstate fiscal adjustment. Subsequent dis- 
cussion will, however, be limited to the latter. 


II 


The ideal type adjustment can be presented in reference to the rela- 
tive fiscal systems of different state units which possess the same fiscal 
capacity. If all states were approximately identical in per capita in- 
comes and wealth, the burden of taxation upon resources would not 
necessarily be equal in all. Neither would the general level nor the dis- 
tribution of public services be equivalent. Some states might choose to 
tax more heavily and thus provide a higher level of public services 
than other units equal in fiscal potential. The criterion of comparison 
must be some balance between the two sides. Both the level of tax 
burden and the range of publicly provided services must be included. 
Units of equal fiscal capacity should be able to provide equivalent 
services at equivalent tax burdens. 

An intergovernmental transfer system can be worked out which 
would allow state units originally unequal in fiscal capacity to provide 
equal services at equal rates of taxation. The explicit objective of such 
a system would be the placing of all state units in a position which 
would allow them to provide a national average level of public services 
at average tax rates. Immediately there arises the difficult task of 
determining average rates of taxation and average standards of public 
service. A more important objection to the statement of the policy goal 
in this form is that it appears in terms of adjustment among organic 
state units. Equality in terms of states is difficult to comprehend,’ and 
it carries with it little ethical force for its policy implementation. And, 
is there any ethical precept which implies that states should be placed 
in positions of equal fiscal ability through a system of intergovern- 
mental transfers? i 

If the interstate differences in fiscal capacity can be traced through 
to their ultimate impact upon individuals, and a policy objective formu- 
lated in inter-personal terms, it would seem that greater support could 
be marshalled for interstate fiscal equalization. Any discussion of the 
operations of a fiscal system or systems upon different individuals or 
families must be centered around some concept of fiscal justice. And 
although fiscal justice in its all-inclusive sense is illusory and almost 


* This is the policy objective of the National Adjustment Grants proposed by the Royal 
Commission on Dominion-Provincial Relations after a study of the problem in Canada. — 
See Report of the Royal Commission on Dominion-Provincial Relations, Book TI, Rec- 
ommendations (1940). 


? See R. McQueen, “Economic Aspects of Federalism: A Prairie View,” Canadian Jour. 
Econ, and Pol. Sci, Vol. 1 (1935), p. 353. 
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purely relative to the particular social environment considered, there 
has been contained in all formulations the central tenet of equity in the 
sense of “equal treatment for equals” or equal treatment for persons 
dissimilar in no relevant respect.” This basic principle has been so 
widely recognized that it has not been expressly stated at all times, 
but rather implicitly assumed. Whether or not this principle is consis- 
tent with maximizing social utility,” it is essential as a guide to the 
operations of a liberal democratic state, stemming from the same base 
as the principle of the equality of individuals before the law.” 

The statement of “equal treatment for equals” as a central principle 
immediately raises the question of defining precisely the conditions of 
equality which are relevant in fiscal policy, and more especially inter- 
governmental fiscal policy. Traditionally, rather objective measures or 
standards have been accepted, and the divergency between the equality 
represented in these and subjective or psychic quality has been neglected. 
Money income and estimated property values in money have therefore 
been used as the bases for judging individual standing for tax purposes. 
Some allowance has been made for family size, for income source, and 
for other differences generating real income effects, but differences in 
geographical location have not been held to warrant differences in tax 
treatment. There seems no special reason why intergovernmental 
fiscal adjustment policy should be set apart in this regard from national 
government tax policy. Thus, “equals” in the following analysis are in- 
dividuals equal in those objective economic circumstances traditionally 
employed in the calculation of national government tax burdens." 
Through the use of this definition of equals and the adoption of the 
equity principle, a formal solution to the fiscal problem of federalism 
can be worked out. This allows the problem to be isolated and sepa- 

*“Tifferent persons should be treated similarly unless they are dissimilar in some 


relevant respect.” (A. C. Pigou, 4 Study in Public Finance [London, Macmillan, 1929], p. 
9.) 


“Tf all aspects of equality, including utility or pleasure creation, are included in the 
definition of “equals,” then the principle will be directed toward maximum social utility 
but will be useless due to the impossibility of application. This would be true because any 
application would require some inter-personal comparison of utility. Any realistic definition 
of “equals” must omit subjective attributes of equality; therefore, the application of the 
principle does not necessarily maximize social utility. 


2 Cf. J. S. Mill, Principles of Political Economy (Boston, Charles C. Little and James 
Brown, 1848), Vol. II, p. 352. 


8 Differences in geographical location perhaps cause significant differences in real incomes 
among particular individuals, but these would seem to be offsetting when large numbers of 
individuals are considered. If the real incomes of all, or large numbers of, individuals, were 
increased or decreased by location in particular geographical areas, then these differences 
would become relevant for fiscal policy. 


"This analysis does not require any particular set of attributes of equality. All that is 
required is that geographical location not be included. 
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rated from the much more difficult one of the distribution of fiscal 
burdens and benefits among unequals, in which an explicit formulation 
of “justice” is impossible. 


IMI 


What is equal fiscal treatment for equals? The orthodox answer has 
been almost wholly in reference to the tax side alone, the implication 
being that if tax burdens of similarly situated individuals were identi- 
cal, the equity criterion would be satisfied. The necessity of including 
the benefit side of the fiscal account has been overlooked completely 
in many cases, and understressed in all The object of comparison 
should be the aggregate fiscal pressure upon the individual or family, 
not tax treatment alone. The balance between the contributions made 
and the value of public services returned to the individual should be 
the relevant figure. This “fiscal residuum” can be negative or positive. 
The fiscal structure is equitable in this primary sense only if the fiscal 
residua of similarly situated individuals are equivalent. 

It is next necessary to define the appropriate political structure to 
be considered in its relative impact on individuals. In a federal polity, 
the individual has a plurality of political units with which to deal 
fiscally. Two or more independent fiscal systems act upon his economic 
resources, subtract from those resources through compulsory taxation, 
and provide in return certain’ public services. In this situation, what 
becomes of the criterion of equity postulated? Each political unit may 
treat equals equally.** If this were done, individuals similarly situated 
would be subjected to equal fiscal treatment only if they were citizens 
of the same subordinate unit of government. There would be no guaran- 
tee that equals living in different subordinate units would be equally 
treated at all. Therefore, the principle of equity must be extended to 
something other than individual governmental units to be of use in 
solving the fiscal problem of federalism. 

The limitation of the application of the equity principle to single 
fiscal systems within a federal polity can be questioned. It can be 
plausibly established that the appropriate unit should be the combined 
“fisc,” including all the units in the political hierarchy. The argument 
can take either or both of two forms. 


č For a further elaboration on this and related points, see the writer’s, “The Pure Theory 
of Government Finance: A Suggested Approach,” Jour. Pol. Econ., Vol. LVII (Dec., 1949), 
pp. 496-505, 

1 This requirement has been expressly stated by one student of the problem. “In a demo- 
cratic society considerations of equity demand that governmental programs at each level 

treat all citizens in similar circumstances uniformly” (italics supplied). (Byron L. Johnson, 
The Principle of Equalization Applied to the Allocation of Grants in Aid, Bureau of Research 
and Statistics Memo. No. 66 [Washington, Social Security Administration, 1947], p. 88.) 
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(a) In the United States, the economy, for all practical purposes, is 
national in scope. In large part, resources are allocated in response to 
incentives provided in a nationwide market for both final products and 
for productive services. Goods are sold and equities are traded nation- 
ally. The fiscal system represents the political unit in its direct impact 
upon the economy. Therefore, since the economy is national, the 
matching political structure must be considered as one unit in its opera- 
tions upon that economy.” If it be accepted that one of the guiding 
principles in the operation of a fiscal system should be that of “least 
price distortion,”" or least interference with efficient resource allocation 
consistent with the attainment of other specific objectives, the necessity 
of this approach becomes clear. The principle of equal treatment of 
equals is consistent with that of least price distortion only if the “treat- 
ment” refers to that imposed by a political unit coincident in area with 
the economic entity. This is, in the United States, the whole political 
structure, central and local. For, in a federal structure with economi- 
cally heterogeneous subordinate units, some interference with the 
proper resource allocation necessarily arises, unless some interarea 
fiscal transfers are made. 

Fiscal pressures are economic in nature, whether expressed as net 
burdens or net benefits. If states are not identical in fiscal capacity, the 
people in the low capacity (low income) states must be subjected to 
greater fiscal pressure (higher taxation and/or lower value of public 
services) than people in high capacity states. If “equals” are thus 
pressed more in one area than in another, there will be provided an 
incentive for migration of both human and non-human resources into 
the areas of least fiscal pressures. Resources respond to market- 
determined economic reward, plus fiscal balance. If the fiscal balance 
for equals is not made equivalent for all areas of the economy, a con- 
siderable distortion of resources from the allocation arising as a result 
of economic criteria alone might result. The whole fiscal structure 
should be as neutral as is possible in a geographic sense.*® An individual 
should have the assurance that wherever he should desire to reside 
in the nation, the over-all fiscal treatment which he receives will be 
approximately the same. 

1" Accepting this does not imply that the political structure should be one unit as has 
been proposed. There may be, and in my opinion are, definite values to be gained in main- 


taining a decentralized political structure. The purpose of this paper is that of showing 
how this decentralization might be retained while still solving the fiscal problem. 


"F, C. Benham, “What is the Best Tax System?” Economica, Vol. IX (1942), p. 116. 


“This should not be taken to imply that complete neutrality in this sense could ever 
be reached. Even with a transfer system worked out along the proposed lines, differences 
among states would always be present to provide some distortionary effects. In the non- 
geographic sense, the fiscal structure will, and should, have some distortionary effects, if the 
whole system is redistributive. 


* 
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It seems somewhat anomalous that states are forced through consti- 
tutional provision to remain parts of a national economy in the market 
sense and yet are forced to act as if they were completely independent 
economic units in their fiscal operations. This was recognized by 
William H. Jones in 1887, when he proposed a system of centrally 
collected taxes shared equally per head among states.” Requiring state 
areas to remain integrated in the national economy is inconsistent 
with the forcing of the governmental units of these areas to act as if 
the economies were fiscally separate and independent. This inconsis- 
tency can only be removed by centralization of fiscal authority or by 
the provision of some intergovernmental fiscal adjustment. 

(b) The appropriateness of using the whole political structure as the 
unit in fiscal equity considerations can be justified in another way. 
Prior to the impact of the fiscal system, the income distribution arises 
largely as a result of the payment for resources in accordance with 
productivity criteria and competitive conditions established on a 
national basis. The fiscal system is the major means through which 
this income distribution is redressed toward one which is more ethically 
acceptable. It follows, then, that the fiscal system, in carrying out this 
function, should operate in a general manner over the whole area of the 
economy determining the original distribution. The generality with 
which the “fisc” can be operated has been held to be one of its impor- 
tant advantages over redistribution methods which entail particularis- 
tic or discriminatory interference with the economic mechanism. But 
unless the fiscal system is considered that of the whole hierarchy this 
advantage of generality is lost, and the system necessarily operates in a 
geographically discriminatory fashion. 

The application of the equity principle on the basis of considering 
the whole political hierarchy as the appropriate unit will yield substan- 
tially different results from its application on the basis of considering 
separate governmental units in isolation. If there are subordinate units 
of varying economic characteristics within the central government area, 
the equity principle applied to the whole hierarchy will require that the 
central government take some action to transfer funds from one area 
to another. Thus, the central government, considered alone, must vio- 
late the orthodox equity precept since it must favor the equals residing 
in the low capacity units. The central financial authority must enter 

“80 long as we persist in applying the principle of autonomous State taxation under 
Federal forms, and Federal principles of trade and intercourse for purposes of Federal 
autonomy, the malady will stick to the patient. 

This mingling of autonomous State taxes and Federal principles of free interstate trade 
and citizenship for purposes of Federal autonomy, is contrary to both the letter and spirit 


of the Federal Constitution.” (William H. Jones, Federal Taxes and State RASE [New 
York, G. P. Putnam’s Sons, 1887], pp. 86-87.) 
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the process and treat equals unequally in order to offset the divergen- 
cies in the income and wealth levels of the subordinate units.” 

The necessity of assigning this rôle to the central unit in no way 
implies that the over-all fiscal system be unified in the sense that all 
financial decisions be made by one authority, Subordinate units should 
be able to retain complete authority. Neither the tax burdens nor the 
standards of public service need be equal for “equals” in any of the 
states. Satisfaction of the equity criterion requires only that the 
residua be substantially the same. 

The policy objective for intergovernmental transfers then becomes 
one, reduced to individual terms, of providing or ensuring “equal fiscal 
treatment for equals.” If this objective is attained, the individual’s 
place of residence will no longer have a significant effect upon his fiscal 
position. Persons earning the same income and possessing the same 
amount of property will no longer be subjected to a much greater fiscal 
pressure in Mississippi than in New York, solely because of residence 
in Mississippi. 

That a much greater and more effective force can be mustered in 
support of a transfer system worked out on this basis does not seem 
open to question. Reduced in this way to a problem of fiscal equity 
among individuals, the need for inter-area transfers becomes meaning- 
ful. Although the results of the working out of such a proposed system 
would perhaps differ little, if at all, from those forthcoming from a 
system based upon equalizing the fiscal capacities of the state units, 
the former carries with it considerable ethical force for its implementa- 
tion while the latter does not. The ideal of ‘‘equal treatment for equals” 
is superior to that of equalization among organic state units. 


IV 


The following arithmetical illustration is presented to show how the 
use of the equity principle can lead to a determinate system of trans- 
fers in a simplified model. Assume that in a hypothetical federal gov- 
ernment, X, there are two states, A and B. The total population of X 
is six citizens, with three residing in each state. Their names are A-1, 
A-2, A-3, B-1, B-2, B-3. The economic characteristics of X are such 
that in A, two skilled workers and one unskilled worker can be em- 
ployed, while in B, one skilled worker and two unskilled workers can 
be employed. Differences in the natural abilities of the six men are 
such that only three are equipped to do the skilled work, A-1, A-2, and 
B-1. The other three must do unskilled work. There are no non-pecu- 
niary advantages to employment in either state. The six men are sub- 


“The position that the federal government would occupy in the scheme is that of 
filling in the gaps of unevenness as between one state and another.” (Adarkar, op. cit., p. 195.) 
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stantially similar in all other respects. The relative money incomes for 
the two groups are $10,000 per year for the skilled workers, and $1,000 
per year for the unskilled. Therefore, A has two citizens receiving 
$10,000 and one receiving $1,000, while B has one $10,000 man and 
two $1,000 men. 

Let it be assumed further that the central government imposes a 
progressive income tax amounting to 10 per cent of the higher incomes 
and 5 per cent of the lower incomes. All of its revenue is derived from 
this source. States A and B impose proportional taxes at the rate of 
10 per cent on incomes. All their revenue is derived from this source. 
The tax liability of each of the citizens then is as follows: 


Name Collected by X Collected by A or B Total 
A-1 $1,000 $1,000 $2,000 
A-2 1,000 1,000 2,000 
A-3 50 100 150 
B-1 1,000 1,000 2,000 
B-2 50 100 150 
B-3 50 100 150 


It can be easily seen that if tax liability alone is considered, the over- 
all fiscal structure is equitable in the primary sense. Equals are treated 
equally. But if both sides of the fiscal account are included, glaring 
inequities in the treatment of equals appear. 

Now, let it be assumed that both the central venni X, and 
states A and B, expend funds in such a manner that all citizens within 
their respective jurisdictions benefit equally from publicly provided 
services. The central government collects a total of $3,150 and when 
expended each citizen gets a value benefit of $525 from services pro- 
vided by that unit. State A collects $2,100 from its three citizens, and 
each gets in return a value benefit of $700 from public services pro- 
vided by A. State B collects $1,200, and each citizen thus receives only 
$400 in value benefit from public services provided by B. The final 
fiscal position of each of the citizens is represented in the following: 


Name Total Taxes Total Benefits Fiscal Residuum 
A-1 $2,000 $1,225 $ 775 
A-2 2,000 1,225 775 
A-3 150 1,225 = 1.075 
B-1 2,000 925 1,075 
B-2 150 925 — 775 
B-3 150 925 — 775 


B-1 is taxed at equal rates with his equals, A-1 and A-2, by both the 
central government and the state, and receives the same benefits from 
the central unit, but he receives $300 less in benefits from his state. 
His fiscal residuum is $1,075 (taxes over benefits) as compared with 
$775 for his equals. Likewise, the fiscal residuum of B-2 and B-3 is a 
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negative $775 (benefits over taxes) while that of their equal, A-3, is a 
negative $1,075. 

If a transfer of $200 were made among the set of high income equals 
in this model, from State A to State B, thus reducing the residuum or 
net tax of B-1 by $200 and increasing that of A-1 and A-2 by $100 
each, then each of this group would end up with a residuum of $875. 
A further transfer of $200 from A-3 to B-2 and B-3 would equalize the 
negative residua of the low income equals at $875. Thus, a total 
transfer of $400 from A to B would enable the equals to be placed in 
identical fiscal positions. 

This model presents the use of the equity principle in its most favor- 
able abstraction. Certain major qualifications must be made if the 
principle is to be universally applicable even in such structurally 
simple models. In the above model, both state units imposed taxes at 
the same flat proportional rate and distributed benefits equally per 
head, while the central government imposed progressive tax rates and 
distributed benefits equally among its citizens. It is necessary to exam- 
ine these conditions and trace through the effects of possible changes 
upon the results. First of all, it can be shown that the central govern- 
ment acting alone can vary the progressiveness or redistributiveness of 
its fiscal system (either on the tax or expenditure side, or both) without 
in any way affecting the resulting transfer total.” This is, of course, due 
to the fact that the central government system, in principle at least, 
treats equals equally, and thus no action carried out by this system 
alone would affect the existing inequalities among equals. 

Second, it can be shown that the transfer total is not changed by a 
simple increase (decrease) in the desires of the citizens of one state 
for public services. The result will be changed only if, in the process 
of providing the increased (decreased) services, the redistributiveness 
of the state fiscal system is affected. For example, either of the states 
in the above model, desiring to provide additional services, could levy 

“This can be illustrated by changing the above model to one in which the central govern- 


ment collects all its tax revenues from the three high income receivers. The resulting 
individual fiscal positions are then as follows: 


Name Total Tax Total Benefit Residuum 
A-1 $2,050 $1,225 $ 825 
A-2 2,050 1,225 825 
A-3 100 1,225 — 1,125 
B-1 2,050 925 1,125 
B-2 100 925 wm = B25 
B-3 100 925 ~ 825 


It can be seen that a transfer of $400 will again place equals in identical fiscal positions. 
Absolute differences among equals have not been changed by the increase in the progression 
of the central government tax structure. It will be noted, however, that the fiscal positions 
of the citizens of B have been improved relative to those of A’s citizens. 
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equal per head poll taxes of any amount without changing the required 
transfer total at all. 

This is not the case, however, when the amount of redistribution 
carried out in the operation of either or both of the state fiscal systems 
is changed. Such a change can be carried out by shifts in the allocation 
of tax burdens or benefits among the different income classes, or 
through altering the total amounts of economic resources entering the 
fiscal systems. The limiting case is that in which neither state system 
is at all redistributive, both operating on purely benefit principles.” In 
this case, each individual receives in value benefits the equivalence of 
contributions made, i.e., has a zero residuum. Thus, whatever the 
income differences among the units, equals are equally treated, and no 
required transfer is indicated. Thus, it can be stated that as the fiscal 
system of either of the state units is shifted more toward operation on a 
benefit basis, z.e., is made less redistributive, the required transfer be- 
tween the high income state and the low income state is reduced. Con- 
versely, as either system is made more redistributive, a greater trans- 
fer is necessary to satisfy the equity criterion.** This dependence of the 
resulting transfer total upon the redistributiveness of the state fiscal 
systems creates difficult problems in the use of the principle as a direct 
guide for policy. Since a state unit can by its own action in shifting 
its internal fiscal structure affect the amount of funds transferred to 
or away from that state, the practical working out of the transfer 
system would make necessary some determination of a standard state 
fiscal structure as the basis for calculation.” It is also noted that the 


3A special form of this limiting case is that in which neither state levies taxes or 
provides public services. 


1 These effects can easily be seen by imposing changed conditions in the original model. 
Assume now that State A, instead of levying proportional tax rates, adopts a progressive in- 
come tax which increases the tax burden on its high income citizens, A-1 and A-2, to $1,050 
each, and reduces the tax burden on A-3 to zero. Assume that the distribution of benefits in 
both states and B’s tax rates remain the same as before. The fiscal positions then are as 
follows: 


Name Total Taxes Total Benefits Fiscal Residuum 
A-1 $2,050 $1,225 $ 825 
A-2 2,050 1,225 825 
A-3 50 1,225 — 4,175 
B-i 2,000 925 1,075 
B-2 150 925 — 775 
B-3 150 925 — 775 


In this model, a transfer of $166.67 among the three high income individuals, and $266.67 
among the low income individuals is required, or a total of $433.34, as compared to the 
total of $400 before the change in A’s tax structure was made. 

3 Applied to the existing structure in the United States this would not present serious 


difficulties since various state fiscal structures are substantially similar both on the tax 
and the expenditure side. 
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transfers are among equals; bloc transfers among states will satisfy 
the equity criterion only if made in a specific fashion. These and many 
other more technical problems make a precise application of the equity 
principle in the real world extremely difficult, but should not serve to 
prevent its use as a proximate standard for intergovernmental fiscal 
policy. 

A specific type or method of intergovernmental fiscal adjustment is 
suggested from the above analysis. This is geographically discrimina- 
tory central government personal income taxation. Central government 
income tax rates could be made to vary from state to state so as to off- 
set differences in state fiscal capacities.** This method of adjustment, 
by varying personal income tax rates among equals, could come closest 
to achieving the equity goal. In effect, it would limit the transfers to 
those among “equals.” In the first model above, central government 
taxes on A-1 and A-2 would be increased from $1,000 to $1,100, while 
those on B-1 would be reduced from $1,000 to $800. Central govern- 
ment income taxes on A-3 would be increased from $50 to $250, while 
those on B-2 and B-3 would be reduced from $50 to a negative tax 
of $50. 

Adjustment through the central governmental personal income tax 
system has another major advantage in that it allows the necessary 
inter-area transfer of funds to take place without any necessary in- 
crease in the total amount of federal revenue. This is an important 
feature in this era of big central government. Any other transfer 
method, either in the form of grants to states or geographically dis- 
criminatory central government expenditure, requires, initially at least, 
that a greater share of economic resources be diverted to flow through 
the central government fiscal mechanism. A further advantage of this 
adjustment system is that it does not conflict with either the revered 
principle of financial responsibility or that of state fiscal independence, 
both of which are so often encountered in discussions of grant-in-aid 
policy.’ 

Geographically discriminatory personal income taxation by the 
central government probably would, however, have to hurdle a very 
significant constitutional barrier before coming into existence in the 
United States. The courts have held repeatedly that the constitutional 
uniformity of taxation required was geographical in nature.” Although 


“ Adarkar included both geographically discriminatory central government taxation and 


geographically discriminatory central government expenditure as appropriate adjusting 
devices. (Op. cit., p. 195.) 


7 See the following section. 


“See Head Money Cases 112 US 580; Knowlton v. Moore 178 US 41; Flint v. Stone 
Tracy Co. 220 US 107. 
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accomplishing the same purpose as a system of positive revenue trans- 
fers, this method would appear more violative of traditional, though 
erroneous, equity precepts.?® A more practical objection to this method 
is that individuals probably respond more quickly to tax burden 
differentials (especially direct taxes) than to differentials in public serv- 
ice standards. Therefore, if income tax rates vary from state to state 
in some direct correlation with per capita incomes, even though the 
system of rates were calculated so as to provide exact equality (to 
equals) in all states in over-all fiscal treatment, there might still be 
distortionary resource allocative effects due to this “tax illusion.” 

Any method of adjustment which involves the federal collection 
of revenue and subsequent transfer to state governmental units via 
specific or bloc grants is inferior to the tax adjustment method in so 
far as the equity criterion alone is considered. A system of grants based 
upon the equity principle could do little more than utilize the Canadian 
proposals. States could be placed in a position to treat citizens in the. 
same manner fiscalwise as their equals in all other states. But states 
would not necessarily, or probably, choose to do so. Differences in the 
allocation of both burdens and benefits would be present. Nevertheless, 
the resultant inequities in the treatment of “equals” would be due to 
state political decisions, not to the fact that citizens were resident of 
the state per se. The differences in the treatment of equals could be re- 
duced to insignificance in comparison to those now present. 


V 


The mere acceptance of the equity principle in discussions con- 
cerning the fiscal problem of federalism can yield important results. 
First of all, upon its acceptance inter-area transfers do not represent 
outright subsidization of the poorer areas, do not represent charitable 
contributions from the rich to the poor, and are not analogous to the 
concept of ability to pay in the inter-personal sense. The principle estab- 
lishes a firm basis for the claim that the citizens of the low income 
states within a national economy possess the “right” that their states 
receive sums sufficient to enable these citizens to be placed in positions 
of fiscal equality with their equals in other states. A transfer viewed 
in this light is in no sense a gift or subsidy from the citizens of the 
more favored regions. It is no more a gift than that made from the 


"The apparent anomaly here can be attributed in large part to the doctrinal errors made 
in economic and fiscal theory which have caused the expenditure side to be treated as a 
less important area of study than the tax side. Differing rates of federal taxation in different 
states would probably be declared unconstitutional. Arbitrarily differing amounts of federal 
expenditures per capita among states are not questioned. 


BUCHANAN: FEDERALISM AND FISCAL EQUITY 597 


citizens of the community property states to those of the non-com- 
munity property states when income splitting for tax purposes was ex- 
tended over the whole nation to make the federal tax system more equi- 
table. After the proposed inter-area transfer of funds, relatively greater 
fiscal pressure would be imposed upon citizens of the high income areas 
and relatively less upon those of the low income areas in comparison to 
those now imposed. But tradition gives little ground for continuing 
inequities, and we normally give short shrift to the individual who has 
continued to escape a share of his fiscal burden. 

The policy implications of adopting the equity principle as a long- 
run goal for adjustment policy are far reaching. Applied to the existing 
structure of intergovernmental fiscal relations in the United States, 
several steps are indicated. First, the elimination of the many matching 
provisions in the present grant-in-aid program is essential before 
progress can be made in any equalization policy. These provisions have 
served to prevent the whole grant-in-aid system from accomplishing 
any fiscal equalization between the rich and poor areas at all. 

A second and major implication is that the equity approach provides 
a justification for inter-area transfers independent of any particular 
public service or group of services. In the past, the principle of fiscal 
need has been combined with the principle of national interest with 
the result that grants have been justified only in specific service areas 
(highways, vocational education, etc.). There is, of course, legitimate 
justification for federal grants to states with the objective of further- 
ing certain national interests, for example, minimum standards in 
educational services. But such grant-in-aid programs should be sharply 
divorced from the basic equalization policy. It seems highly probable 
that, if an equalization policy of the sort proposed here were carried 
out, national interests would be adequately served without any national 
government direction of state expenditure. The low income states pro- 
vide deficient educational standards largely because of their fiscal 
plight; remove this, and it seems likely that their service standards 
would approach those of other states without any restraints upon state 
budgetary freedom. The acceptance of the equity objective, therefore, 
could lend support to a policy of broadening the functions for which 
grants are made, and of extending broadened conditional grants to 
other public service areas. 

Ultimately, an essential step, if equalization is to be carried out via 
grants to states, and one which will not be easy to accomplish, is the 
elimination of directional conditions entirely in federal grants to states 
and the substitution of unconditional grants. The equity principle pro- 
vides an adequate justification for grants wholly unconditional, but 


598 THE AMERICAN ECONOMIC REVIEW 


traditional barriers against the unconditional intergovernmental trans- 
fer of funds, especially in the United States, are likely to loom large. 
The principle of financial responsibility which says, in effect, that 
“legislatures can be trusted to spend if required to tax accordingly,’*° 
and not otherwise, is strong and has certain intrinsic merit when con- 
sidered in isolation. But as is the case with the traditional principle 
of equity, the substitution of a federal political structure for a unitary 
one transforms the setting within which the principle may be applied. 
The fact that the central government must enter the adjustment 
process and transfer funds to effectuate equity in the over-all fiscal 
system does not therefore imply that the central government should 
be allowed to direct the recipient states in the allocation of their ex- 
penditure. There seems no apparent reason why there should be more 
central interference or direction in the financial operation of the recipi- 
ent states than in that of the non-recipient states. States are made 
claimant through no fault of their own or of their respective citizens. 
They are made claimant by the income distribution arising from a 
resource allocation and payment in a national economy. Once it is 
recognized that the transfers are adjustments which are necessary to 
coordinate the federal political structure with a national economy, and 
as such are ethically due the citizens of the low income state units, then 
the freedom of these citizens to choose the pattern of their states’ 
expenditure follows. 

This concept of financial responsibility is, however, so strong that 
progress will perhaps require some compromise with it. Substantial 
progress can be made in intergovernmental transfer policy by the 
gradual substitution of procedural for directional conditions. Move- 
ment in this direction can be made while observing the fiscal responsi- 
bility principle and still not greatly reducing the budgetary independ- 
ence of the states. 

However, as pointed out above, these problems which arise in any 
intergovernmental policy utilizing revenue transfers, disappear when the 
method of geographically discriminatory personal income taxation is 
adopted. No governmental unit receives revenue other than what is 
internally raised within its fiscal system; therefore, neither the prin- 
ciple of financial responsibility nor that of state fiscal independence 
is violated. This method of adjustment, however, can only be expected 
to become positive policy after there is a more widespread recognition 
of the basic elements of the fiscal problem of federalism, and the ad- 
vantages of this method over others clearly impressed upon the public 
by competent authorities. 


"Henry C. Simons, “Hansen on Fiscal Policy,” Jour. Pol. Econ., Vol. L (1942), p. 178. 
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The Council of Economic Advisers and Depression Policy 


As war prosperity brought an end to the worst depression in history, there 
was general agreement that preparations should be made to prevent a similar 
disaster in the future. Even the wartime government of Great Britain, 
despite its basically Conservative character, accepted “as one of their pri- 
mary (postwar aims) and responsibilities the maintenance of a high and 
stable level of employment” in the 1944 White Paper on Employment Policy. 
In the United States, the same movement led to the passage of the Employ- 
“ment Act of 1946, with its obligation “to promote maximum employment, 
production, and purchasing power.” Although one of the things to be con- 
tained in the Economic Report of the President provided for by the Act is a 
review of economic conditions “during the preceding year,” there is nothing 
else in the Act which specifies the period to which recommendations are to 
apply. But I believe that most economists have from the start felt that the 
basic function of the Council was to prevent serious depressions such as that 
which struck us in 1929. In any event, in my judgment this is the basic 
raison d'être of the Council and its fundamental responsibility. 

The latest Annual Report of the Council of Economic Advisers again 
demonstrates that this responsibility has not been met and that we lack 
even minimum preparations for a serious depression.t This lack does not 
appear to arise from any underestimate of the harm that a serious depres- 
sion could do, for the report states ‘that “another depression even more 
devastating (than that of the 1930’s) ... could unleash forces of social tension, 
domestic friction, and pure political adventuresomeness which might léave us 
for a time without the essence of free government.”? But why, then, does 
the report provide us with so little evidence of preparations against so seri- 
ous a possibility? 

The full answer is obviously complex, but I suspect that an important clue 
is the fact that the Council apparently favors underconsumption, in the sense 
of believing that a change of a few percentage points in the distribution of 
the national income is likely to make a substantial contribution to stabilizing 
economic activity. All the reports of the Council have been fascinated with 
the proper “economic balance between investment and consumption which 
is essential for a high level of general activity.”* The 1949 Annual Economic 
Review, for example, after noting that consumers were receiving only 70 


* Business and Government, Fourth Annual Report to the President by the Council of 
Economic Advisers, December, 1949. 
* [bid., p. 2. : 


“Annual Economic Review (published with the Economic Report of the President, 
January, 1950), p. 99, 
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per cent of the gross national product in 1948 compared with 76 per cent 
in 1929, states that “it is felt that final consumers should absorb at least 
75 per cent of all goods and services within a few years.”* Even in 1949 
there was recognition that the effects of redistribution are not simple, as the 
Review warns that price-wage adjustments “require the drawing of some 
very delicate lines. It is not easy to determine the exact point at which 
price decreases which increase sales become price decreases which impair busi- 
ness confidence or income and thus reduce production. It is not easy to de- 
termine the exact point at which wage increases which add to purchasing 
power become deflationary because they add too much to costs.” The 1950 
Review, moreover, is much concerned over whether these relationships are 
cause or result of cyclical swings, but is only able to conclude that “Expendi- 
tures are mainly although not wholly determined by income, and the exces- 
sive variation in our levels of general economic activity have also been 
closely associated with income relationships which were not sustainable and 
therefore were subject to excessive periodic change.’ 

Undoubtedly influenced by these difficulties, the 1950 Review makes clear 
that the Council’s studies of the proper relationship between consumption and 
investment are still “preliminary” and “exploratory,” though it hopes “that 
eventually they may develop into useful guides.’” In fact, percentages are 
no longer used, but rather a range of absolute numbers. If we translate these 
into percentages, we find that they vary from 70 per cent to 72.6 per cent 
for the year 1954, compared with 69 per cent in 1949 and 68 per cent in 
1948.8 In short, it seems fair to conclude that the Council currently believes 
that a substantial contribution to permanent economic stability would be 
made if the percentage of the gross national product going to consumers 
at full employment were to increase over the next five years 2 or 3 percentage 
points above the 1948 level and 1 or 2 percentage points above that of 1949. 
Note that the Review stresses that “these estimates present objectives for an 
economy of maximum employment and production. This means that affirma- 
tive policies, both public and private, will be needed to achieve them; they 
are not forecasts of developments which will occur inevitably.’” 

Obviously if a substantial contribution to a stable future could be made 
by an annual shift over the next five years of a third to a half of one per cent 
in the proportion of the national income going to consumption, then the Coun- 
cil might be justified in doing little to prepare for a serious depression. In 


"Annual Economic Review, January, 1949, p. 61. Actually the 1948 percentage was only 
1 1/3 percentage points below that for 1929 for the non-governmental portion of the gross 
national product. 

5 Ibid., p. 75. 

“Annual Economic Review, January, 1950, p. 83. 

* Ibid., p. 85. 


°? The percentages were calculated on the assumption that extreme values of gross na- 
tional product and personal consumption expenditure should be paired. The difference 
between the 68 per cent for 1948 in the 1950 Review and the 70 per cent used in the 1949 
Review was mainly the result of the revision in the interim of the Commerce income 
series, 


* Ibid., p. 85. 
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fact, if I believed that so small a change would make a substantial contribu- 
tion to stability, I would be even more optimistic than the Council. For I 
think it would not be particularly difficult to devise changes in our tax struc- 
ture to bring about the desired results, But despite the importance attached to 
proper balance, the Council appears unclear as to how it can be achieved. 
The Council, and especially Mr. Keyserling, has at times flirted with the 
idea that representatives of business, labor, agriculture, and consumers should 
get together and determine what is proper, presumably under the guidance 
of the Council when its exploratory studies have turned up the right answers. 
But the latest Report seems to reject this approach, concluding that the 
phase of promoting economic balance involving the proper adjustment of 
wages, prices and profits “should be left to the actions of managers and 
workers within our business system itself.”1° This, if I recall aright, is where 
the balance was determined in 1929, so that this conclusion seems to me 
rather alarming. 

One of the reasons why its conclusion does not appear to worry the Coun- 
cil is their belief that the 1949 recession was mild because “Many business 
men realized that we were working our way toward a better ‘balance,’ and 
that if they maintained steady nerves through a short but perilous phase, 
the fundamental strength of the economy would turn us again upward. This 
does much to explain what transpired during the second half of 1949," 
Keyserling himself has been quoted, in an even more optimistic vein, as say- 
ing that “the factors that led to the mild recession in the first half of 1949 
would have caused a major depression in any previous era.” 

An appraisal of the to me fantastic optimism of the Council regarding the 
significance of the 1949 recession requires a brief discussion of business 
cycles, which I shall keep short by making some heroic simplifications (of 
the sort calculated to horrify all denizens of the National Bureau). From the 
point of view of economic fluctuations, I suggest that there are four strategic 
areas of the economy: inventories, durables, business construction, and hous- 
ing. The severity of any cycle is largely determined by the number of these 
areas which are unfavorable. Thus in 1924 and 1927, and probably 1934, the 
setbacks were largely inventory adjustments; in 1937, and to some extent 
1920-1921, both inventories and durables turned down sharply but con- 
struction and housing remained favorable; while in 1929 everything was un- 
favorable. Now on this basis 1949 was a practically perfect example of an 
inventory cycle. For the Council’s own figures make clear that the change 
from a $9 billion increase in inventories to a $1.5 billion decrease accounted 
for $10.5 billions of the $13 billion decrease in gross private investment, 
which in turn was responsible for almost all of the $15 billion decrease in 
gross national product.** If one is interested in minimizing an inventory ad- 
justment, there is much to be said for timing it so that it coincides with 
the highest production level ever attained for housing and automobiles (the 


* Business and Government, p. 12. 

*Tbid., p. 9. 

2 New York Times, March 11, 1950, p. 1. 

2 Annual Econdmic Review, January, 1950, p. 48. 
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single most important durable in our economy). But there is even more to be 
said for coupling an inventory reversal of $10.5 billions with a shift from 
a governmental cash surplus of more than $7 billions to a deficit of $3 
billions.7* I find it hard to conclude that businessmen’s improved knowledge 
of what constitutes a proper economic balance had much to do with the 
mildness of the recession in 1949 or that the mildness is any cause for op- 
timism regarding the future. 

Actually, in January, 1949 the Council advocated the imposition of addi- 
tional taxes “to result in an increase of at least $4 billions” of revenue, and 
it was not until July that the Council officially ceased to favor the increase, 
by which time $9.5 billions of the $10.2 billion change from surplus to deficit 
had occurred.1* It seems hard to deny that, as events turned out, the failure 
of Congress to heed the advice of the Council probably by itself had more 
to do with the mildness of the depression than businessmen’s improved eco- 
nomic knowledge. Nor is this the first time that the Council has found it 
hard to call the short-run turn; the 1947 Report was worried about depression 
when the problem was inflation quite as much as the 1949 Report was wor- 
ried over inflation when the problem was recession. Certainly the record 
of the Council compares unfavorably with that of the Federal Reserve Board. 
Hence, I think the conclusion is amply justified that the Council would sub- 
stantially strengthen its position if it devoted relatively less attention to 
short fluctuations in general and inventory cycles in particular and far more 
attention to major depressions, where the problem of exact timing is likely 
to be less important. 

Obviously this does not mean that the Council should refrain from mak- 
ing proposals for the short run; for Just as in the long run we are all dead, 
so must all policies be applied in the short run, even those designed to deal 
with serious depressions. The basic question is how detailed should the 
public advice of the Council be. I do not believe that the Council added to 
its prestige by contending in January, 1949 that at least $4 billions of addi- 
tional taxes were required on “general economic grounds.’** This is so not only 
because we simply do not know enough to have such precise answers, but 
also because such detail places the Council deeply in day-to-day party poli- 
tics. There is clearly room for differences of opinion as to how “political” 
the Council should be, but we should face the fact that, if the Council 
is closely identified with the program of a particular party, the temptation 
to subordinate economic analysis to political expediency will be very great. 
In the 1949 case, for example, I suspect that an important factor retarding 
recognition by the Council of the change in economic circumstances in the 
first half of the year was the need to wait until the President found it politi- 
cally possible to withdraw his request for tax increases. In short, given the 
difficulty of making economic predictions in general and the relatively poor 
record of the Council thus far, a shift in emphasis from the next few months 


1! Ibid., p. 136. 


* Annual Economic Review, January, 1949, p. 38; January, 1950, p. 106. The figures for 
the change from surplus to deficit are in terms of annual rates. 


*% dnnual Economic Review, p. 38. 


604 THE AMERICAN ECONOMIC REVIEW 


to the next few years seems highly desirable. 

Just how little has the Council done in pushing preparations for a serious 
depression? Usually it is not easy to document the absence of a program, 
but when I recently suggested that the Council had done very little, I was 
told by a staff member that I should look at the United Nations question- 
naire on the maintenance of employment, the reply to which was largely 
prepared by the Council.” Question 5, in summary, asks about policies de- 
signed to prevent future depressions and the extent to which automatic eco- 
nomic stabilizers are available. The United States reply to the first part of 
this question is that the anti-inflation program in the short run and the de- 
velopment of our resources in the long run should stabilize the economy. Our 
automatic economic stabilizers are listed as: government expenditures in 
general; unemployment benefits and other social security measures; the 
government farm price support program; and taxation. Note that none of 
these can exactly be described as resulting from the work of the Council, 
despite the fact that, in my judgment, preparation for a serious depression is 
the basic raison d’être for the Council. But the questionnaire goes on to ask, 
in Question 7, what programs and provisions are available to offset unemploy- 
ment if it should develop as a result of a deficiency in effective demand. The 
first paragraph of the United States reply is worth quoting in full: 


Other than those mentioned in answer to question 5, there are no programs 
and provisions available under existing statutes to offset future unemploy- 
ment. The Employment Act of 1946 established machinery and procedures 
for dealing with the threat of unemployment but did not prescribe any specific 
program, nor has any subsequent legislation authorized any such program for 
the economy as a whole.1® 


In short, so far as specific programs go, we are fully prepared to improvise! 
I do not see how anyone can contend that a serious depression in the 
next decade is so unlikely that this is good enough.*® Certainly the cost and 
effort involved in making proper plans are trivial when failure to do so may 
well endanger the continuance of our present economic system. Yet beyond 
the change in the proportion of income going to consumption already dis- 
cussed, the Council seems to have little to offer except general advice to 
business to concentrate on long-run progress rather than short-run fluctua- 
tions—advice which the Council would do well to heed! Measured against 
what is needed, I cannot help feeling that the preparations for which the 
Council is étse/f responsible will by themselves be about as adequate as the 
slogan “Forward America! Nothing Can Stop You!” with which the Cham- 
ber of Commerce plastered our billboards in 1931 just as the economy went 
into the most rapid decline of the entire depression. 
Henry H. VILLARD* 


™ Maintenance of Full Employment, United Nations, July 1949. 
18 Ibid., p. 43. 


* Should the Korean war (which broke out after the completion of this article) continue 
or spread, a serious depression will, of course, be postponed; but frequent major wars are 
hardly a satisfactory way of preventing business cycles. 


* The author is professor of economics at the City College, New York. 


COMMUNICATIONS 605 


The Dynamics of Price Flexibility’ 
Comment 


T. C. Schelling in a recent article in this Review has argued that price 
flexibility may eradicate unemployment by first intensifying a bad situation 
and then making prices and wages fall so far that full employment is ulti- 
mately restored. This is a striking conclusion and one which, even if correct, 
would be open to considerable misinterpretation at the policy level. But Mr. 
Schelling’s argument does not stand up under close analysis. Mr. Patinkin, 
in another communication to this Review, has accepted some of the proper- 
ties of Schelling’s system and then shown how arbitrary assumptions as to 
remaining properties of the basic relations are vital in obtaining the results. 
I should like to review Schelling’s argument from yet another point of view. 

Schelling’s procedure may well be termed model building with a vengeance. 
In arguing from theoretical models, the analyst must, among other things, 
define terms carefully, reveal the substance lying behind the relationships 
used, and tie the argument together with no loose ends. On these grounds, 
I find much to criticize in Schelling’s scheme and in attempting a rigorous 
reformulation conclude that his argument contains but a grain of truth. 

Since Schelling restricts himself to a two-dimensional graphic exposition, 
he reduces his model to two equations, one relating the rate of wage-price 
decline to unemployment and the other relating unemployment to the wage- 
price level and the rate of wage-price decline. What can be the meaning of a 
variable called “wage-price”’? Is it the wage rate; is it the price level; is it 
the real wage rate; or what is it? I certainly would not be satisfied with the 
argument that wages and prices are proportional so that one may be sub- 
stituted for the other freely. The ratio between wages and prices, in standard 
theoretical schemes, depends on employment, utilization of capital, or other 
things that are highly variable. 

In describing the function relating unemployment to “wage-price” and 
““wage-price” decline, Schelling first claims that it can be derived from an 
analysis of the saving and investment function. He writes: (... We may, to 
fix ideas, think of the absolute price level as determining the height of the 
savings function and the rate of price change as determining the height of 
the investment function.) While income, or employment, depends only on 
price, it depends on two aspects of price: the level itself and its rate of 
change” (p. 914). Many jumps in reasoning are taken here that I should like 
to see spelled out. What kind of evidence leads to this savings function whose 
height depends on the absolute price level? Similarly, how is it that the 
height of the investment function is determined by the rate of price change? 
How do these absolute price variables become “wage-price”? How does in- 
come become employment, and how does employment subsequently become 
unemployment? I do not see how savings and Investment functions of any 
acceptable type are going to lead to a relation between unemployment, “‘wage- 
price,” and “wage-price” change. 

1T, C. Schelling, “The Dynamics of Price Flexibility,’ Am. Econ. Rev., Vol. XX XIX, 
No. 5 (Sept., 1949), pp. 911-22. 
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Schelling next uses concepts of dynamic equilibrium, static equilibrium, 
and dynamic stability. The definition of static equilibrium is well defined in 
the literature but the other two concepts have no meaning unless Schelling 
provides his readers with some rigorous definitions. I find his casual literary 
statements about these concepts far too vague. Associated with the concept 
of dynamic stability, Schelling develops a footnote in which he states that 
the relation considered previously between unemployment, “wage-price,” 
and ‘“‘wage-price” change is only a special case of a more general relation in 
which the rate of change of unemployment is made a function of the dif- 
ference between unemployment and its function value (depending on “wage- 
price” and “wage-price” change). The more general equation is not even 
given the most superficial derivation, and I am very suspicious of it. Recall 
that the analysis is confined to the labor market and is two dimensional with 
unemployment and “wage-price” being the fundamental variables. One of 
the equations can be viewed as a market adjustment equation showing how 
the price of labor fluctuates with respect to excess supply (= unemploy- 
ment). I feel that there is a good theoretical and empirical basis for such 
a relation, although the price variable must be well defined. But how does 
the generalized version of the other equation come about? In the pages 
below, I shall try to give some meaning to the special case which Schelling 
originally derived from the savings investment analysis, but I cannot see 
room for another adjustment equation in the labor market which would be 
represented by the generalized version. Whose behavior is reflected by this 
equation which is not already reflected in the other equation of adjustment 
in the labor market? This is the dangerous point of Schelling’s approach. 
One cannot simply build tricky models that have solutions in some mathe- 
matical sense and then claim automatically to have a representation of eco- 
nomic behavior. Each equation must be capable of being derived from some 
set of first principles and identified with the economic behavior of units 
that make up the system. Models built on the basis of anonymous relations 
or contradictory relations are thoroughly unacceptable. Schelling’s model 
need not be contradictory from some pure mathematical point of view but 
it is, in the sense that the same set of economic agents is supposed to adopt 
two different patterns of behavior in adjusting the market to clear away 
excess supply or demand. 

There is also a bothersome point of notation in Schelling’s article. He 
denotes the time rate of change of a variable by attaching a prime to it. 
In every case except one, the prime denotes a positive rate of change. The 
“wage-price” variables, P, and P’, are however associated by the relation 

P’ = ZP 
dt 

I shall now turn to the problem of price flexibility in relation to unem- 
ployment for a model derived from accepted theoretical or empirical frame- 
works and in which Schelling’s main point about expectation effects prevails, 

Since Schelling restricts himself to a two-dimensional analysis, I will try 
to produce his grain of truth from an analysis which must, of necessity, be 
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partial. If the theory were to be general and not partial, then we cannot 
expect to obtain the types of equations he uses. 

There is first a relation between the level of unemployment and the rate 
of change of wages. This may be called a dynamic excess-demand equation, 
a wage determination equation, or an adjustment equation in the labor 
market. It is based on the “law of supply and demand” which states that 
the price of a good falls when supply exceeds demand and rises when de- 
mand exceeds supply. It is altogether common in the literature, although it is 
not always made clear whether absolute or relative prices vary in response 
to excess supply. Market bargaining is done, however, in terms of absolute 
prices. I shall write it as 


(1) We = Go “+ iUt, ° Xo > 0, Oy < 0, 


where w = rate of change of wage rate; u = unemployment. In classical 
theory, % = 0 so that there is no obstacle to.a full-employment equilibrium; 
however, I regard a > 0 as a cornerstone of the modern dynamic theory 
of employment and, in addition, can cite empirical work in support of this 
contention.? This relation, like the others I shall deal with, is linearly ap- 
proximated since I feel that there is no need to go into higher order ap- 
proximations in order to bring out the essence of the arguments; moreover, 
I know that I am on safe empirical ground in the linear case. As a final 
remark concerning (1), I must emphasize that I am restricting myself to 
Schelling’s two-dimensional approach and look upon this equation as a 
simple approximation which omits other variables, especially p, the rate of 
change of prices. The presence of both w and p in (1) can be justified on 
the basis of a generalized theory of market adjustment equations which 
views each excess supply as a function of the rates of change of several price 
variables. A better empirical approximation will be found to follow this 
approach.? 

The current demand for labor can be expressed as a function of the pre- 
vailing wage rate and that expected to prevail in the future. This formulation 
allows for substitution between current and future labor demand, which is 
essential for discussing the effect of wage cuts on expectations and employ- 
ment. Other variables should also be in this equation (the price level, for 
example) but I am forced to neglect them in the two-variable case. The 
demand equation is 


(2) nh = Yo + Yı (Wr — We) + Yee, T >t, Yo > 0, Yı > 0, Y2 <0. 


The constant term is an extremely large number; it shows the hypothetical 
demand for labor at zero wages (current and future). In the linear approxi- 
mation, I shall regard this as a large constant, but in a profit-maximizing 
equation derived from the Cobb-Douglas production function, it would be 


* See L. R. Klein, Economic Fluctuations in the United States, 1921-1941 (Wiley, forth- 
coming), Chap. ITI, equations (3. 4. 9). 

è See, e.g, C. Christ, “A Revised Klein Econometric Model for the United States, 
1921-1947,” paper prepared for the Universities-National Bureau Conference on Business 
Cycle Research, 1949. 
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infinite (production elasticity assumed less than unity). The other inequali- 
ties are self-evident. 
The expectations assumed in Schelling’s problem can be expressed linearly 
as 
(3) Wr = We + Ow, Ô > 0. 


It says that the wage rate expected to prevail at period + > t will go down 
from the prevailing wage rate at the rate ò if wages are falling at time t and 
will rise from the prevailing wage rate at the rate ò if wages are rising at 
time t. 
The supply of labor will be written as 
(4) n"e = Eo + E1Wi, &1 > O. 

Little can be said about s, except that it is zot a large positive number. 
In a linear approximation it is best to regard it as somewhat negative. It 
is not essential to introduce the expectation effect in (4), and there are nu- 
merous institutional reasons why it probably does not belong there. As 
in the other equations, I have omitted additional variables that generally 


- find a proper place in determining supply behavior in the labor market. 
I shall combine (2), (3), (4) into 


(5) n5, — n3, = uy = Bo + Bite + Bows, Bo < 0,8: < 0, b > O. 
Equations (1) and (5) then constitute my model for the analysis of Schel- 
ling’s problem. If u, is substituted from (5) into (1), I obtain a linear, first- 
order differential equation 

(6) We = Qo + abo + pW, + on Bowe 
whose solution is 
12 t 


(7) Xo + & Bo -+ AB We m ke 1 S 1B . 
Equation (7) implies * 
0B. 


(8) w, =~ ke 1 ~ ah 
1 — ab 


? 


185 
Qo k EEA 
(9) t = —-—+ mii g mpa 
i Oy a (1 sai XBi) 

Since the system is linear of the frst order, only uni-directional movements 
from the (unemployment) equilibrium position can be treated.* The prob- 
lem is that of wage cuts in relation to unemployment; therefore I impose 
the restriction w, < 0. 


There are two cases to be considered, I. If 1 — b, > 0, k must be nega- 
tive (see equation [8|), and unemployment declines in time to its equilibrium 


* This is an unessential deviation from Schelling’s approach. 
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level, — = (see equation [9]). This is Schelling’s case; the adjustment 
1 


effect dominates the unfavorable expectations effect. It is evident that the 
relative magnitudes of a, and ĝ, determine the direction of movement of 
unemployment in the system. A linear system is adequate for showing this 
result in spite of the fact that I do not alleviate unemployment by first 
ageravating it. I merely alleviate it in a system where the expectations of 
lower future wage rates follow from present wage cuts. I. If 1 — a8, < 0, 
k must be positive (see equation [8]), and unemployment Soe grows 
worse after a wage cut (see equation [9]). 

This is a more rigorous presentation of the problem, and now I shall point 
out why I think that Schelling’s point (Case I) is pathological and has only 
a grain of truth rather than the whole truth. The minimum level to which 
the wage rate can fall under Case I is 


Goo 185 
Xba 


which is dominated by the very large absolute value of ĝo (infinite in the 
nonlinear case of the Cobb-Douglas function). For case I to hold, the wage 
rate must be exceedingly high and fall to a level not less than the positive 
quantity (10). I consider this event unlikely. 

Alternatively, under Case II, the wage rate is bounded above by (10) 
and may fall from this high level downwards without alleviating unemploy- 
ment in case adverse expectations are present. I consider this case to be 
the one worth consideration. 

I have granted Schelling his grain of truth, but his entire method of analy- 
sis must be rejected. If he wants to work with two-variable, first-order dif- 
ferential equations, he must use a partial theory of the sort I have developed 
and his curves will not have the properties that he ascribes to them. If he 
wants to work with a complete dynamic system, he will be very hard put 
to end up with two equations in two variables and still be able to relate the 
parameters of these two equations to known behavior characteristics with 
definite properties. Any complete dynamic system which involves the price 
level, the wage rate, employment, unemployment, excess supply of goods, 
demand for goods, the stock of capital and possibly variables from the money 
market will of necessity be of high order and analyzable only in terms that 
are vastly more complicated than anything Schelling has considered. 

LAWRENCE R. KLEIN* 


(10) 


# A difficulty would obviously arise in my argument if B? were very large; however, I do 
not regard this as a serious possibility. 


* The author is research associate on the staffs of the National Bureau of Economic 
Research, Inc., and the Survey Research Center. 


Comment 


In a recent article Mr, Thomas Schelling demonstrates “that the expecta- 
tion effect need not imply instability of full employment equilibrium, even 
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though it does initially involve an increase in unemployment over what it 
would otherwise have been in the absence of anticipations” (p. 920, italics 
in original). It is the purpose of this comment to point out that the particular 
case considered by Schelling is based on several severely restrictive assump- 
tions which considerably reduce the generality of his argument. ` av. 

First of all, Schelling reduces the entire influence of anticipations to the 
effect of the rate of decrease of prices, P’, on his U function. This is entirely 
too much of an oversimplification. If, for example, we make expectations, 
and hence unemployment, depend upon the second derivative of price with 
respect to time, P”, we can come out with entirely different results. For 
example, assume that Schelling’s U function depends on P” in such a way ` 
that whenever P” > O the whole family of U contour lines in Schelling’s 
Figure 1 (p. 914) shifts over to the right. That is, assume that if the rate 
of price decrease increases, there is a depressing effect upon the consumption 
and investment functions’ and hence on unemployment. Now start off, as 
Schelling does, from xı. As U moves toward x3, in accordance with Schelling’s 
argument, the point x3 itself recedes; that is, the U curve corresponding to 
P, intersects P’(U) further over to the right. Thus there is a further-stimu- ,, 
lation to increased unemployment. Whether or not this movement is re- 
versed depends on whether the effect of a lower P (which pushes the U con- 
tour lines to the left) offsets those of a positive P”. If the P” expectation 
effect continues with sufficient strength,’ the system will continue to generate 
larger and larger amounts of unemployment without ever reversing itself. 

Another possibility is that expectations are adversely: affected by the dura- , 
tions of the unemployment. Thus during the time that U is moving right- 
ward from x,, the U contour lines are themselves shifting to the right. Under 
these assumptions unemployment will continue indefinitely to increase unless 
(a) in Schelling’s terminology, U catches up with its functional value, and 
(b) once having caught up, the effect of a lowered price level on the U 
function asserts itself over the depressing effect of continuing unemployment 
—-for even after U does catch up with its functional value unemployment 
is continuing. f 

Schelling would probably assume (a) to be true; he makes a-similar as- 
sumption with respect to the comparative speeds of U and movements of 
the U functions in response to changes in P. The question remains: what is 
the economic interpretation of such an assumption? It should also be noted 
that this assumption is also used in Schelling’s argument on page 921; for 
if the movement of U were slow, we would have to take into account the 
extra time involved in moving from x to y. On Schelling’s assumption, this 
is completely ignored. 

Finally, Schelling’s assumption that the intersections of the U functions 
with P’(U) are stable (short-run) equilibrium positions implies that the 
anticipation effect is small. If anticipation via P’ exerted a strong influence 
on U, the slope of the U functions with respect to the U axis would be 
small; hence the U functions would intersect P’(U) from above in an un- 


t Schelling assumes that “after some lapse of time, the price level effect asserts itself over the - 
anticipation effect” (p. 913, italics in original). It seems to me that this assumes away the 
whole problem of whether anticipation can so destabilize a system that unemployment will 
continue indefinitely. 
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stable intersection. Let us follow through the implications of Schelling’s as- 
sumptions for such a case. Assume that, in Figure 1 (p. 914), U(P’, P1) 
‘intersects P’(U) from above at ye, and intersects the P’(U) function again 
in the southwest quadrant at some point w.? Once again, start off from U 
= x, and P = P1. Schelling’s RULE that U moves “in the direction of its 
value according to the unemployment function” (p. 916, italics in original) 
implies that we pass immediately from a state of unemployment to one of 
overemployment as a direct result of the unemployment function’s extreme 
sensitivity to price anticipation. All this takes place even though initially 
prices are falling. These are indeed unusual results and casf further doubt 
on the degree to which Schelling’ s model represents economic reality. If, on 
thé other hand, the initial point is to the right of the intersection point ye, then 
(as Schelling himself points out in his reply) the unstable intersection will 
lead to steadily and indefinitely increasing levels of unemployment—a result 
directly contrary to Schelling’s central thesis. 
Don PATINKIN* 


*This same result could be obtained with certain types of stable intersections too; but, 
in general, unstable intersections provide more extreme cases of what is desired to illustrate. 


* The author is lecturer in economics at the Hebrew University, Jerusalem, 


Rejoinder 


Leaving for later comment the derivation of Mr. Klein’s equation (5) 
relating the level of unemployment to the absolute level of wage rates and 
their current time rate of change, I shall accept it as formally identical with 
my unemployment function, U = U(P,P’), and compare his results with 
mine. 

First, Mr. Klein’s system cannot reduce unemployment below the value 
given by — &o/%, and his price level or wage level cannot go below the value 
of (—% — %bo)/&ıbz These restrictions follow from his insertion of con- 
stants in his equations. I indicated, on page 916, that I let the price-change 
‘function pass through the origin of the diagram in order that the definition 
of price flexibility be consistent with the definition of full employment. 
If my P’ (U) curve is shifted so that it cuts the horizontal axis at a distance, 
%, from the origin, my diagrams yield the same result. This situation might 
be described either as “incomplete price flexibility” or simply as a discrepancy 
between some optimum level of employment and the equilibrium level. If 
there were a policy choice between price flexibility and some other full em- ` 
ployment device, this distinction would be important; if the question is only 
whether the anticipation effect spoils the price level effect under conditions 
of price flexibility, it is not, since the level effect would be subject to the same 
limit if it operated alone. 

Second, Mr. Klein’s model has neglected the stability question, and he has 
consequently given too much importance to the solution of his equations. 
His model would be the same as mine if I had stopped at the end of page 
914, where I stated that “these two behavior functions would be sufficient 
to determine the course of the variables over time,” but went on to say that. 


"If my relationship, U = U(P,P’), is put in the form of a linear equation with a constant, 
Vif P is replaced with w and P’ with — w, the result is Mr. Klein’s equation (5). 
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“this procedure would avoid the main problem, namely whether our two 
functions necessarily are, or can be, simultaneously satisfied.” As I stated 
there, “we must first ascertain whether our two behavior functions enjoy 
dynamic stability, before analyzing the implications of their simultaneous 
satisfaction.” 

Mr. Klein’s model proceeds directly to the implications of their simul- 
taneous satisfaction; my paper went back one step and set up an “adjust- 
ment behavior” pattern in order to deduce the conditions under which the 
two functions would or would not be stable. Thus my system would be repre- 
sented (in linear terms without constants) as: 


(Q)jw=a,U 
(2) U = R[6. W + ba w — U] 


where the equilibrium condition of (2) is what I referred to as the U(w,W) 
function, namely: 


(3) U= B w + Baw 


which is obtained by putting U equal to zero in (2). 
Equations (1) and (2) give rise, upon further differentiation, to the sec- 
ond order equation: 


(4) Ü = R(ßıa — 1) U + RB2%,U 


The variable, U, is, stable about the equilibrium value, U = 0, if and only 
if both coefficients are negative. Since a, is negative by the definition of 
price flexibility, and @2 is positive by the hypothesis under investigation 
(that there is a positive relation between the level of consumption cor- 
responding to any given level of national income and the real value of 
money assets), R$.«, is negative. The anticipation effect makes ĝ, negative, 
so that 6,, is positive; this product must then be less than +1 for stability. 
Writing this condition as —a, < 1/— 6, makes it clear that, as I indicated 
on page 917, the slope of the U function must be greater than that of the 
P’ function at the intersection in order that the equations be stable and the 
course of the moving intersection be relevant to analysis. 

Mr. Klein’s system, however, since it does not discriminate between stable 
and unstable solutions, shows steady divergence along the moving intersection 
of the two functions when 0, exceeds +1; when @,0, exceeds +1, how- 
ever, the two functions are dynamically incompatible, and the path traced 
by the variables does not correspond to that moving intersection. 

Because his system ignores the stability question, and assumes the satis- 
faction of the two relationships, Mr. Klein can state that he does not alleviate 
unemployment by first aggravating it (first new paragraph after his equation 
9). The reason for his system’s failure to show thé aggravation is, of course, 
that his system of analysis only picks up the process after the aggravation 
has occurred; the aggravation occurs while the unemployment function is 
unsatisfied, and Mr. Klein’s system only shows what happens when it is 
satisfied. 

Regarding the nature of the two functions, Mr. Klein’s equation (5) and 
my U = U(P,P’) function, they seem to be derived from totally different 
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hypotheses, as Mr. Klein carefully indicates, His reference to a Cobb-Douglas 
production function suggests that he is referring to wage variability with 
constant prices, as does his formulation of the labor supply equation (4). 
My formulation considered variation in all prices, including wage rates, and 
considered only the implications of the assumed correlation between con- 
sumption and the real value of money assets at any level of income, and 
the anticipation effect on investment (and consumption, too, unless we 
classify postponable consumption as investment for this purpose) of the 
rate of change of prices. Whether wage rates would be in fixed proportion 
to other prices throughout the process, or might vary in relation to other 
prices with variation in the level of employment, is a question which was 
omitted in my paper and which would, of course, have to be considered in a 
fuller treatment. 

Mr. Klein raises several questions about the origin of my unemployment 
function; the crucial one is the question of how the height of the savings 
function may depend on the absolute price level. This relationship is rather 
extensively explored by Mr. Patinkin in his original article.? 

Turning to Mr. Patinkin’s paper, I find myself in agreement with his main 
point; new variables or higher order derivatives can lead to instability. What 
I find interesting is that they can lead either to instability or to stability. 

I did not mean, on page 913, to assume that the price level effect would 
ultimately dominate the anticipation effect, as Mr. Patinkin suggests in his 
footnote 1, but only to suggest what would be found crucial in the analysis 
to follow. As remarked above, both possibilities—of stability and of in- 
stability—-were indicated in my paper; my diagrams corresponded to the 
stable case in order that they might illustrate the possibility I had found 
interesting and in order that the result might be determinate, 

The interesting possibility described in Mr. Patinkin’s final paragraph, I 
find perfectly valid. Although he has injected a large enough anticipation 
effect to make the functions unstable in the neighborhood of the north-east 
intersection, he has started off the process from a situation in which there 
is initially a large level effect; alternatively, we may say that he has given 
the large anticipation effect a relatively small initial rate of price decline 
to work on. As long as he pivots his U line about the point of intersection, 
the flatter he makes the line the farther to the left of zero does it intersect 
the horizontal axis. Dividing the initial rate of price decline by the slope of 
the U function gives us the effect of anticipation, and by his construction he 
has made this value less than the distance from X; to the value of U(P1,0). 
He has thus rigged the curves and starting points so that the expansionary 
effect of the low price level outweighs the depressing effect obtained by com- 
pounding a large anticipation coefficient with a relatively small initial rate 
of price decline. If he begins to the right of the intersection he describes, he 
is on the opposite side of an unstable intersection and U rises (outward, to 
the right) instead. Thus his result is only one of those things that may happen 
when initial values are far away from a stable intersection, or when there is 


*Don Patinkin, “Price Flexibility and Full Employment,” Am. Econ. Rev., Vol. 
XXXVIII, No. 4 (Sept., 1948), p. 543 ff, passim. 
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no stable intersection. (The second intersection described in this case by Mr. 
Patinkin, that in the S.W. quadrant, is necessarily stable; there may also, 
of course, exist another intersection—stable this time—to the right of the 
unstable one.) The plausibility of this case is neither more nor less than the 
plausibility of the initial values Mr. Patinkin has chosen. 

In a personal letter Mr. Patinkin has pointed out an error in my analysis. 
If the P” curve be given (for example) an ogive shape in both the N.E. and 
the S.W. quadrant, while the U line be of such shape that it intersects the 
P’ curve once stably in each of those quadrants, perpetual oscillation may 
occur, of an amplitude depending on where the points of tangency occur. 
This possibility—-which I had denied—TI find especially interesting since it 
represents an “anticipation cycle” distantly akin to the acceleration cycles 
discovered by Professors Samuelson and Metzler. 

A final point seems worth emphasizing. The anticipation effect which is 
the subject of this discussion is—so far as stability of equilibrium is con- 
cerned—not relatively small or relatively large by comparison with the price 
level effect, but small or large by comparison with the degree of correlation 
between the rate of price decline and the amount of unemployment; that is, 
it is the slope of the relation between P’ and U, not the rate of leftward 
shift of the U function, whose comparison with the slope of the U function 
is crucial to stability. 

Tuomas C. SCHELLING* 


* The author is economic analyst with The Economic Cooperation Administration in 
Paris, France, on leave from Harvard University. 


The Federal Reserve and Monetary Policy Formation: Comment 


Professor George L. Bach’s recent article on monetary policy formation! 
conveys a strong implication that the individual Federal Reserve Banks 
cannot, by their very nature, represent the broad public interest in consider- 
ing the policy questions that confront the monetary authorities. As illustra- 
tive evidence, Professor Bach draws upon certain disagreements that have 
arisen between the Board of Governors and the Reserve Bank presidents 
(particularly the president of the New York Bank) over the past decade. 
Although his analysis has no doubt benefited from his experience as a member 
of the staff of the Board of Governors from 1941 to 1944, Professor Bach 
has based his discussion on the public statements of the Board and the Bank 
presidents. The record he cites does not support’his conclusions nor provide 
a basis for his recommendation that the Reserve Banks should be denied 
voting participation in future Federal Reserve policy formation.? 


+The Federal Reserve and Monetary Policy Formation,” Am. Econ. Rev., Vol. XXXIX, 
No. 6 (Dec., 1949), pp. 1173-91. Professor Bach indicates that his paper represents primarily 
a brief summary of one part of a larger study which he prepared in 1948 for the Hoover Com- 
mission. 


*Professor Bach recommends (p, 1190) that the Federal Open Market Committee be 
abolished and that responsibility for all policy formation be vested in the Board of Governors, 
largely because “Monetary policy must be national and public in character; it has no room 
for regionalism or for special interests.” 
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Specifically, with respect to the controversy over the kind of credit policy 
appropriate to restrain war and postwar inflation, Professor Bach states: 


The presidents, often led by the president of the New York Bank, have often 
been more inclined to favor cautious, mild policies that would be less disruptive 
to the normal courses of banking and the money markets than have the Board 
members. 


. it is only natural that the Reserve Bank presidents, whose daily work 
throws them in intimate contact with the commercial banks of their districts, 
should sense and appreciate fully the problems faced by the bankers. The Board 
members, on the other hand, are further removed from the private banking 
community and are apt to evaluate higher the possible “public” advantage 
(for instance, checking Inflation) even at the cost of reducing private bank 
earnings or disrupting normal money market procedures (pp. 1176-77). 


In support of his argument, Professor Bach adduces three instances when 
Reserve Bank presidents lost sight of the public interest because of a 
“natural” concern over the local impact of the measures under consideration: 


. at various points during the war when the possibility of raising reserve 
requirements was considered; following the war when Board proposals to 
tighten up sharply on interest rates were under discussion; and when the 
Board recently proposed that additional special statutory reserve requirements 
. . . be imposed on member banks to check loan expansion... (p. 1177). 


He amplifies the third of these examples (the special reserve plan) by 
contrasting the testimony of President Sproul, of the New York Reserve 
Bank, and Board Chairman Eccles, before the Joint Congressional Committee 
on the Economic Report in 1947-48. On that occasion, according to Professor 
Bach: 


The Board sought added reserve requirement powers to take active steps 
against inflation through checking bank credit expansion, while Mr. Sproul 
doubted the need for further action in the credit field and specifically opposed 
the vigorous, “clumsy” method of raising bank reserve requirements if any 
action were to be taken, favoring instead a more tentative, less “disruptive” 
approach (p. 1177). 


Examination of these three “examples” yields no support for the inference 
which Professor Bach has drawn from them. As to the first, there is no pub- 
lished indication that increases in customary reserve requirements were con- 
sidered at any time while this country was at war.” There are, moreover, no 
apparent reasons why primary reserve requirements should have been in- 
creased during that period. Perhaps Professor Bach meant to suggest some- 
thing different, such as an impounding of bank-held government securities 
into a new type of “reserve” with the object of limiting the banks’ earnings 
on their government portfolios. If so, that type of device had already been 
worked out in exploratory studies at the New York Bank in 1940, in con- 
nection with the problem of absorbing excess reserves. It had been generally 


*The Board of Governors decreased reserve requirements for central reserve city banks 
in 1942, and made reference in its 1942, 1943, and 1944 Annual Reports to the expansion 
of Reserve Bank credit necessary to keep member banks adequately supplied with reserves. 
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rejected at that time as administratively unworkable, and the Board of- 
Governors, the twelve Bank presidents, and the Federal Advisory Council had 
joined instead in a recommendation to Congress at the end of 1940 that 
wider powers be granted over primary reserve requirements. Certainly any 
skepticism over revival of the security-reserve proposal in wartime, if that 
was ever seriously suggested, could not be identified, prima facie, with a 
lack of appreciation for the public interest. It is not necessarily contrary to 
the public interest to oppose a scheme (however well intended) on the 
grounds that it is unworkable, 

Nor does the public record substantiate Professor Bach’s second example, 
with respect to postwar “Board proposals to tighten up sharply on interest 
rates.” The Board’s 1945 Annual Report stated explicitly that “The Board 
does not favor a higher level of interest rates than the Government is now 
paying.’* If wé follow Professor Bach in taking the views of President 
Sproul of the New York Bank as representative of the Reserve Bank presi- 
dents, and use the views of Chairman Eccles to represent those of the Board, 
then the positions seem to be just the reverse of those described by Professor 
Bach. As late as October 24, 1946, Chairman Eccles was opposing “an ih- 
crease in interest rates at this time,”® while on December 6, 1946, Mr. Sproul 
broke a long silence to make his first controversial public address of the 
postwar period, declaring that “. .. we should look forward to restoring some 
flexibility to the interest rate structure.’® Furthermore, at the peak of the 
postwar inflation, on August 3, 1948, Governor Eccles was still stating that 
a rise in the short-term rate was minor in so far as its monetary effect was 
concerned.” On the same day, however, President Sproul asserted that an 
increase in short rates would be desirable because, by narrowing the spread 
between short- and long-term rates, it would induce the banks to stay in 
short-term government securities and would introduce and maintain a 
salutary element of doubt and uncertainty as to the future course of rates.’ 
It appears, therefore, that, contrary to Professor Bach’s statement, no one 
proposed to raise rates sharply, and that the idea of pursuing an effective 
policy of restraint involving moderate increases in short rates originated with 
Reserve Bank presidents, and was originally advocated by them (notably by 
President Sproul) in the face of outright Board opposition.® 

Professor Bach’s third “example” relates to the postwar special reserve 


* Annual Report of the Board of Governors of the Federal Reserve System (1945), pub- 
lished June 14, 1946, p. 4. 


5 In an address before the New England Bank Management Council. 


°In an address before the New Jersey State Bankers Association, published later in the 
American Economic Review (June, 1947). 

"Inflation Control, Hearings before the House Banking and Currency Committee, 80th 
Congress, 2nd Sess., S. J. Res. 157 (Washington, U. S. Government Printing Office, 1948), 
pp. 182-83. Governor Eccles at this time favored increasing the short rate, however, largely 
because of the “serious question of bank earnings.” 

8 Inflation Control, Hearings before the Senate Banking and Currency Committee, 80th 
Congress, 2nd Sess. (Washington, U. S. Government Printing Office, 1948), p. 237. 

"The Board later moderated its stand, but it showed at most only lukewarm enthusiasm 


for a type of credit policy dependent upon increases in interest rates until sometime late in 
1947 or early in 1948, 
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proposal of the Board of Governors. This proposal, as noted above, had its 
genesis in studies carried on in 1940 at the Federal Reserve Bank of 
New York.*° The same administrative impracticability which marred the 
scheme in 1940 as a device for reducing excess reserves to manageable 
proportions still ruled it out, in the minds of many, when it was later offered 
by the Board of Governors as a method of restraining inflation. 

Yet Professor Bach attributes President Sproul’s opposition to concern 
over private bank earnings and maintenance of “normal money market pro- 
cedures,” while at the same time awarding to Chairman Eccles and other 
proponents of the measure an accolade for a higher evaluation of the public 
advantage. Professor Bach states that the Board sought additional reserve 
requirement powers in order to take “active steps” against inflation, while 
President Sproul “doubted the need for further action in the credit field.” 
This is a misstatement. The doubts which President Sproul expressed con- 
cerned, not the need for further action, but the need for legislation conferring 
additional credit control powers on the Federal Reserve System beyond those 
already possessed.*? There is no evidence that concern for the maintenance 
of private bank earnings was an important factor in the determination of 
President Sproul’s views on legislation concerning either primary or secondary 
reserve requirements. Nor was he influenced merely by a fear of disrupting 
“normal money market procedures.’?? His opposition to special reserve 
requirements, and his argument that “. . . constantly seeking their imposition 
does run a risk of seriously interfering with our present program,’ were 
clearly based on the belief that increases in reserve requirements were not 
then, and by their very nature could not be, a satisfactory substitute for a 
positive open market policy in controlling the availability of credit." 


"The Federal Reserve Bank of New York, however, did not publicly endorse these 
studies. They were directed by Dr. Lawrence H. Seltzer. See his articles, “The Problem of Our 
Excessive Banking Reserves,” Jour. Am. Statistical Assoc., Vol. 35 (1940), pp. 24-36; and 
“The Changed Environment of Monetary-Banking Policy,” Am. Econ. Rev., Vol. XXXVI, 
No. 2 (May, 1946), pp. 65-79. 


1 The reasons for President Sproul’s doubts are clearly evident in his testimony before the 
Joint Congressional Committee on the Economic Report in 1948. They were in essence (a) a 
strong conviction that the System had not yet utilized its existing powers (i.e., for restrain- 
ing credit availability through open market operations and rising rates of interest) to control 
inflation with maximum effectiveness, and should do so before seeking additional powers 
(Credit Policies, Hearings before the Joint Committee on the Economic Report, 80th Con- 
gress, 2nd Sess. [Washingten, U. S. Government Printing Office, 1948], p. 93); and (b) a 
conclusion that the additional powers sought could not achieve an effective control over the 
monetary factors contributing to inflation, but would in fact merely divert attention from 
the fundamental need for a general tightening of credit availabilities (zbid., pp. 96-97). 


2 President Sproul did state that imposition of large additional reserve requirements— 
either primary or special—‘could not help but be upsetting to the securities market, as 
deficient banks adjusted their position to meet the new requirements” (idem.). But will 
Professor Bach deny that this is true, or that it should quite properly have been considered 
in reaching a conclusion on the wisdom of the proposed action? 


= Credit Policies, p. 96. 

4 This is a view which President Sproul has often expressed. A recent exposition of it is 
contained in his testimony of December 2, 1949 before the Douglas Subcommittee. See 
Monetary, Credit and Fiscal Policies, Hearings before the Subcommittee on Monetary, 
Credit, and Fiscal Policies of the Joint Committee on the Economic Report, 81st Congress, 
ist Sess (Washington, U. S. Government Printing Office, 1950), pp. 430-59. 
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In summary, the evidence cited by Professor Bach does not support the 
case he has attempted to present. There have been clear-cut differences of 
opinion between the members of the Board of Governors and some of the 
Reserve Bank presidents throughout the war and postwar period. The 
record suggests, however, that both groups have been fully conscious of the 
necessity for combatting inflation in the public interest. Both have pressed 
vigorously for programs aimed at that objective. What matters for Professor 
Bach’s thesis, however, is that he has not presented evidence to show that 
the Reserve Bank presidents should, on the basis of their past record, be 
barred from direct voting participation in the policy formation of the Federal 
Reserve System. 

CLIFTON H. Kreps, Jr.* 


* The author is an economist in the research department of the Federal Reserve Bank 
of New York. 


Rejoinder 


Mr. Kreps’ spirited defense of the honor of the Federal Reserve Banks 
and their presidents is somewhat surprising and is perhaps misleading in its 
vigor. A rereading of the original article will reveal that the entire attack 
which Mr. Kreps feels I have unjustly made on the Reserve Bank presidents 
consists of the one mild text sentence he quotes first, plus a footnote, which 
he also quotes in three parts without indication of its footnote status. 
Since I neither made nor intend an attack on the integrity of the Reserve 
Bank presidents, and since I have properly been asked to hold this note 
to a page or two, there is no point in attempting a detailed reexamination of 
the public statements of President Allen Sproul and Governor Marriner 
Eccles, selections from which Mr. Kreps primarily cites. Instead, it may be 
most helpful to state briefly what seem to me to be the main issues involved in 
Reserve Bank participation in national monetary policy-making, and to place 
these issues, and Mr. Kreps’ comments, in their over-all setting. I hope that 
this may also throw some light on the confusion that appears to exist in the 
contradictory conclusions reached by Mr. Kreps and myself. 

1. The original article suggests three major reasons why, on the basis of 
my study, it would appear desirable to unify responsibility and power for Fed- 
eral Reserve monetary policy-making in a single, smaller Board of Governors— 
in contrast to the present unrealistically divided and elaborate statutory 
allocation of power and responsibility between the Board of Governors and 
Open Market Committee. One reason is that here, as in other regulatory com- 
missions, there seems to be no reason why the regulated “industry” should 
have a direct vote in choosing the regulating commissioners. Another is that 
major participation in governmental monetary-fiscal policy-making for the 
Federal Reserve can, realistically, come only with a very small policy-making 
Board, or single head, for the System. On both scores, I recommended a new 
smaller Board, required to consult with the Reserve Bank presidents on all 
policy measures. 

In fact, voting participation of the Reserve Bank presidents in national 
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monetary policy formation does not stand or fall on the question of their 
possible partial identification with the commercial banks of their districts. 
Either the identification exists or it does not. (a) If it does exist and there is 
an important difference between the “public interest” as seen by the Reserve 
Bank presidents and the Board members, then I think we can agree that the 
presidents should not be voting members of the nation’s monetary and bank 
supervisory policy-making body. (b) If, on the other hand, the Reserve Bank 
presidents’ public policy outlooks are in fact uninfluenced by their positions 
and are essentially indistinguishable from those of the Federal Reserve Board 
members, then what is the reason for adding the presidents to an already 
cumbersome, overlarge Board of Governors for monetary policy-making? 
Either way, the case against voting membership on the policy body seems 
clear.* 

2. Though the matter is not crucial for the main question, one observation 
on the question of Reserve Bank identification with the commercial banks 
may be worth while. I am personally convinced that every Reserve Bank 
president wholeheartedly endeavors to advance the “public interest.” But 
what is the “public interest” is a difficult and tenuous thing, on which every 
man’s views inevitably are the resultant of a wide variety of associations, 
previous views and experiences, formal responsibilities, current information, 
and other forces. That a Reserve Bank president should see current banking 
problems somewhat differently from a Board member in Washington, and 
should sense more actively the problems and concerns of the commercial 
bankers, seems to me inevitable by the very nature of his position and work 
—ijn no sense reprehensible or immoral. Jf we want specific representation on 
the national monetary policy body of some identification with the commercial 
banks, and if the Reserve Bank presidents represent this identification (which 
Mr. Kreps denies), then the presidents should have formal policy voting 
power. But only if both conditions are met. 

3. With reference to Mr. Kreps’ evidence on the timing and motivation of 
Board and Reserve Bank views in the past, I should like merely to assert 
that, if there were space here, a thorough examination of the record of Board 
and Reserve Bank behavior and key recommendations would show the 
evidence to be in accord with my quoted statement that “The presidents 
... have often been inclined to favor cautious, mild policies that would be less 
disruptive to the normal courses of banking and the money markets than have 
the Board members.” It has been said that one can prove anything with 
statistics; brief use of selected quotes out of context suffers from the same 
difficulty of being not very satisfactory evidence. Mr. Kreps has properly 
presented some of his spot evidence in his necessarily brief scope; I had a 
little in my original article, more in the book cited above. Since there is not 


1 At the risk of seeming prejudice, I suggest that for a fuller statement of the issues and 
the arguments pro and con on this and the following points, the interested reader refer to 
the more complete report I have recently published (Federal Reserve Policy-Making [A. 
A. Knopf, 1950], esp. Chaps. IV and XIV), or to the original Federal Reserve working 
paper submitted to Congress by the Task Force on Independent Regulatory Commissions 
of the Hoover Commission. 
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space here for a detailed examination, or for investigation of Federal Re- 
serve intramural disagreements over who worked when on the special reserve 
proposal, the reader will have to judge for himself on this aspect of disagree- 
ment. Or he can look more fully for himself at the timing and full nature of 
the various statements and policy actions and inactions. 

4, Lastly, I must protest mildly against Mr. Kreps’ putting adverbs into my 
mouth, in making out the case he sets out to refute. “Largely” and “merely” 
are strong words that can drastically change readers’ impressions. Mr. 
Kreps, not I, will have to take responsibility for them in the statements in 
his footnote 2 and in his penultimate paragraph on President Sproul’s motives 
concerning disruption of normal money market procedures. 


G. L. Bacu* 


* The author is professor of economics at Carnegie Institute of Technology. 


The Keynesian Framework and Money Income 


Mr. Franz Gehrels recently pointed out that, with full employment, an in- 
crease of government expenditures and tax receipts by the same amount will 
expand money income by more than the budget increase,t To clarify and 
amend his argument, I wish to distinguish carefully between the conditions of 
unemployment and of full employment, and between the implications for real 
income and for money income. 


Case I: Unemployment—Price Levels Assumed Constant 


Under this assumption, the following propositions hold with respect to 
either money or real income. 

Proposition A. Increasing the tax yield and government expenditures for 
goods and services by the same amount (ignoring redistributional effects) 
will raise the equilibrium level of income by the increase in government ex- 
penditures—vJ.e., the balanced-budget multiplier is one. If AY is the change 
in income, AG the change in government outlays, AT the change in tax 
receipts, and c the marginal propensity to consume out of disposable in- 
come, we have: 


AY = AG + c (AY — AT), or, since AT = AG, AY = AG 


Proposition B. In order to neutralize the, income effects of the increased 
expenditure, we must raise tax receipts by a larger amount. Setting AY equal 
to zero in the above equation, we have: 


0 = AG +c (0 — AT), or AT = AG 


If c is 14, the required increase in tax receipts is twice the increase in ex- 


*“Tnflationary Effects of a Balanced Budget Under Full Employment,” Am. Econ, Rev., 
Vol. XXXIX, No. 6 (Dec., 1949), pp. 1276-78. His comment grew out. of the argument in 
T. Haavelmo, “Multiplier Effects of a Balanced Budget,” Econometrica, Vol. XIII (Oct., 
1945), pp. 311-18. 

Throughout this note, I am comparing equilibrium positions and am assuming some 
dynamic rule which makes such positions relevant. 


COMMUNICATIONS 621 


penditures. If c is larger than 14, the tax increase needed is less than twice 
the increase in expenditures; if c is less than 1⁄4, the necessary increase in 
receipts is more than twice the increase of government outlays.? Although, as 
Haavelmo stressed, the multiplier effect of a balanced budget is independent 
of the marginal propensity to consume, the excess of taxes necessary to pre- 
vent income from rising is not. 


Case IL: Full Employment—Real Income Assumed Constant 


Under this assumption, the balanced-budget multiplier necessarily pertains 
to money income. There can be no net real injection, through an increased 
budget or otherwise, and no net expansion of real income. 

Gehrels’ argument concerned this case. A balanced-budget increase under 
these circumstances must soon inflate prices and hence disposable money 
incomes. However, since the government expands its real income and expendi- 
tures, the public’s disposable real income must decline (i.e., prices rise more 
than disposable money incomes). The average propensity to consume out of 
this reduced disposable real income will be higher.* But this means that con- 
sumers’ money expenditures constitute a larger percentage of disposable 
money income. 

Gehrels is mistaken, however, in suggesting that “in order to increase the 
level of government activity [with full employment] while avoiding the in- 
flationary effects that would result, it is necessary to increase tax receipts by 
more than twice the increase of expenditures.”* He appears to overlook two 
things. First, if additional taxes are in fact sufficient to neutralize the effect 
of increased government outlays on money income, there will be no rise in 
the price level. Second, the multiplier applies to any change in consumption 
due to altered taxes just as much as to any other injection. Therefore, there 
is no necessity for additional taxes being at least twice the additional expendi- 
tures. 

Proposition A. If we reach equilibrium at all,’ increasing the tax yield and 
government expenditures by the same amount will raise the equilibrium level 
of money income more than the increase in government outlays—.e., the 
balanced-budget “multiplier” applicable to money income is greater than 
one. 


1 If investment too is related to income, the necessary increase in tax yield will depend 
upon the slope of the investment function as well as that of the consumption function. 

* The fall in disposable real income should have this effect even if the average propensity 
to consume is independent of the absolute level of real income. See J. Deusenberry, Income, 
Saving and the Theory of Consumer Behavior (Cambridge, Harvard University Press, 1949), 

, 17-46. 

PP The argument does, however, ignore the effect of the decreased real value of money and 
government bonds, and hence of total net worth. 

* Gehrels, of cit., p. 1278. 

"See A. Smithies, “Behavior of Money National Income Under Inflationary Conditions,” 
Quart. Jour. Econ., Vol. LVIL (Nov., 1942), pp. 113-28. 

‘This is not on orthodox multiplier since it involves a shift of the consumption function 
(in money terms)—z.e., a secondary injection. 
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Proposition B. As in Case I, the increase in tax yield required to offset the 


; ; ; 1 
income effect of increased governmental outlays is equal to zac 


Case ITI: Unemployment—Neither Price Level Nor Real Income Constant 


In this general case, the one we usually encounter, both output and wage- 
price levels respond to changes in aggregate income and expenditures. 

With respect to real income, Propositions JA and IB still hold. Couched 
in real terms, however, these propositions and the ordinary Keynesian models 
may not be helpful guides to policy. For one thing, without a satisfactory 
theory of price-wage determination, we cannot know how much to alter the 
money amounts of taxes and government outlays in order to secure a desired 
change in real taxes or outlays. 

With respect to money income, Gehrels’ Proposition ITA applies. A 
balanced-budget increase which raises the price level causes disposable real 
incomes to be lower and may cause consumption out of various money in- 
comes to be higher, than if there were no rise in prices. 

Couched in money terms, therefore, ordinary Keynesian models seem un- 
likely to give usable predictions. In order for the multiplier, whether for 
simple injections or balanced-budget changes, to apply to money income, the 
consumption function would have to relate money consumption to money 
income. However, without knowing to what extent altered money income will 
reflect altered prices, we can hardly expect to forecast very accurately how 
much will be consumed out of that income.’ 

Rotanp N. McKran* 


7™See F. Modigliani, “Fluctuations in the Saving-Income Ratio: A Problem in Economic 
Forecasting,” Studies in Income and Wealth, Vol. XI (New York, National Bureau of 
Economic Research, 1949), p. 372. 


* The author is assistant professor of economics at Vanderbilt University. 


Trade Unionism, Full Employment, and Inflation? 
Comment 


As a prophet of doom criticized for hyper-acidity in Professor Walter A. 
Morton’s reconciliation of strong unions, full employment, and price stability, 
I should like to apply further vinegar at a few points. 

1. First comes the wage-price spiral versus the quantity theory as an 
explanation of price movements, which is a chicken-egg problem. On the one 
hand, the quantity theory can work through the wage-price spiral, as it does 
in Professor Morton’s analysis. On the other, the wage-price spiral can work 
through the quantity theory, by pressure on bank credit policy and by 
government fiscal measures.” In analyzing the 1945-48 American inflation, 


* Walter A. Morton, “Trade Unionism, Full Employment, and Inflation,” Am. Econ. Rev., 
Vol. XL, No. 1 (March, 1950), pp. 13-39. 


* The second edition of D. H. Robertson’s Money contains (p. 222) what may become the 
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Professor Morton is correct in assigning primary importance to the quantity 
theory working through the wage-price spiral, in consequence of the wartime 
accumulation of liquid assets. (There was, as he points out, simultaneous ex- 
pansion of bank credit which offset the deflationary effects of the contempo- 
rary federal budget surpluses; I do not think he has absolved the wage-price 
spiral from all complicity in this connection.) “From here on out,” however, 
in the absence of abnormal liquid asset holdings, the shoe will probably shift 
to the other foot, with peacetime inflation proceeding through wage increases, 
price increases, and constants pressure for deficit financing to maintain full 
employment “irregardless.” 

2. This brings us to the next point of disagreement between Professor 
Morton and myself, which relates to the capacity of bankers to resist infla- 
tionary pressures brought about by the wage-price spiral. Here Professor 
Morton would be quite correct in his optimism if we had only union monopoly 
and “Lewis’ Law” to mar an otherwise workably competitive economy. But 
as a matter of fact, unions are only one of three major organized pressure 
gangs from the producer side, and it is a misinterpretation to accuse the pessi- 
mists of ignoring the other operators.* In addition to “Lewis’ Law” pressing 
wages upward in advance of productivity, we are faced with “Fairless’ Law,” 
which does the same for returns to capital, not to mention ‘‘Kline’s Law” for 
farm prices. The desire and capacity of commercial and central bankers to re- 
sist Mr. Lewis alone may indeed be as great as Professor Morton suggests. 
Their resistance to Messrs. Fairless and Kline appears substantially less, and 
their immunity to all three in combination is practically zero. 

Central Bank policy toward support of government security markets is un- 
fortunately not so separate and distinct a matter from policy regarding the 
wage-price spiral as Professor Morton makes it out to be. Specifically, if 
Congress, yielding to political pressures as it did in 1949, re-embarks on 
deficit finance with a Fourth Round under way and before permitting prices 
to fall after a 50 per cent inflation, Federal Reserve pusillanimity in con- 
tinued support of the bond market constitutes support of the wage-price spiral 
at one remove. 

3. If aggregate consumption cannot be increased materially in depressions 
by income redistribution in favor of labor, how can such redistribution pull 
up prices from the demand side during an inflation? Professor Morton makes 
a neat point here, although I tried to cover it in advance in the earlier article 


classic statement of this point: “The attempts which are now sometimes made to draw a 
sharp distinction between inflationary situations which are due to credit policy (which we 
are said to have successfully avoided) and those due to an upward surge of money wage 
rates (to which it is admitted we are still prone) seem to me to have only a limited 
validity. If we are to tell the blunt truth, was it not the menace of credit stringency which 
ultimately set a limit to the power of employers to concede increases of money wages and 
therefore to the determination of work-people to demand them?” 


*See in particular H. C. Simons, Economic Policy for a Free Society (Chicago, University 
of Chicago Press, 1947), p. 129 f. 
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to which he refers. There are two answers. With special reference to the 
United States in 1945-48, profits more than kept pace with wages and there 
was no redistribution of income in favor of labor, to be blamed for any part of 
the inflation. More generally, we should distinguish between consumption as 
an aggregate and consumption of the essentials which are covered by price 
indexes and general thinking on price levels. If the rich consume champagne 
and the poor, potatoes with marginal propensities approximately equal, a shift 
in income from rich to poor will not affect total consumption. It will, how- 
ever, increase the demand and price of potatoes while reducing the demand 
and price of champagne. The man in the street and the statistician in his 
office will both, I venture to resuggest, conclude with some reason that “prices 
have gone up.” 

4. Professor Morton argues with cogency that union monopolies are less to 
be feared than other types. Working through the strike, they exercise their 
powers only at the cost of the temporary loss of nearly all their members’ 
incomes. On the other side, however, he does not mention unions’ greater 
relative capacity to employ violence in support of their economic demands. 
The “Coal and Iron Police” and the “‘Chowder-Head Cohens” will never be 
missed from the American labor scene, but what of the°union “Action 
Squad?” This was Henry Simons’ point in singling out the unions for special 
consideration as “Syndicalists,”® and Professor Morton’s case suffers from 
failure to answer it directly. 

5. Professor Morton’s main thesis makes compensatory fiscal policy rather 
than pressure economics the villain of the piece. As he states, “When the 
Employment Act of 1946 was under consideration, it was suggested that 
compensatory policies should be followed only in so far as they were con- 
sistent with a stable cost of living, but no such provision was included in the 
act.”? Certainly such a limitation on compensatory fiscal policy, if enforceable 
politically, would have the effect of checking permanent inflation. In the face 
of “Lewis’ Law,” however, the only kind of full employment it could provide 
on a permanent basis would be the “disguised unemployment” of a down- 
graded lumpen-proletariat debarred from the fruits of restrictive unionism. 
Whether such a policy could persuade or compel Mr. Lewis (or Mr. Fairless, 
or Mr. Kline) to repeal their respective Imperial Ordinances without sub- 
stantial assistance from the Anti-Trust Division is the point on which I 
reserve the privilege of pessimism exceeding Professor Morton’s. 

M. BRONFENBRENNER” 


tM. Bronfenbrenner, “Postwar Political Economy: The President’s Reports,” Jour. Pol. 
Econ., Vol. LVI, No. 5 (Oct., 1948), pp. 382-84. 

° This, however, is not Mr. Lubell’s point in the article to which Professor Morton refers 
(op. cit., p. 20 and note 9). The relative scarcity of the wealthy, not any equality in 
propensities to consume, accounts for his statistical results. 

°H. C. Simons, op. cit., p. 130. 

"W. A. Morton, op. cit., p. 35. (A certain modesty has prevented Professor Morton from 
mentioning that foremost among such suggestions was his own). 

* The author is tax economist, Internal Revenue Division, Economic and Scientific 
Section, SCAP, Tokyo, Japan. 
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Comment 


In a recent article in this Review, Professor Walter A. Morton examines 
the effect of trade union action as a causal element in the postwar inflation. 
The purpose of this communication is to show that the passive rôle which 
Professor Morton assigns to trade unions in the postwar years is unwarranted. 

Professor Morton attaches little importance to the cost effect of wage 
Increases upon prices. He maintains that in competitive industries wage in- 
creases were simply excuses for price increases. In doing so, he relies unduly 
on competitive situations. Industries such as rubber, aluminum, electrical 
appliances, lead, cement, and, of course, steel, to cite a few, and especially 
those producing consumer durables set their prices on what can roughly be 
called a cost-plus basis. For a variety of reasons bound up with oligopolistic 
price determination, firms in such industries did not exploit the seller’s 
market which existed at that time as fully as they might have done.’ Further- 
more, in the first half of 1948 many of these oligopolistic firms attempted to 
hold the line on price increases (in some cases effecting price reductions).? 
The fact that prices rose immediately after wages rose in such industries 
further attests to the pushing effect of wage increases on prices. Wage in- 
creases did result in higher prices in those industries where a certain unique 
relationship existed between costs and prices,* and such oligopolistic indus- 
tries represent the typical market structure in the United States, not the 
aberration that Professor Morton makes them. 

The author is probably quite correct when he states that trade unions 
reduced the wage lag that would have existed if the labor market were per- 
fectly competitive. But in discussing this aspect, he completely ignores the 
pulling effect of wage increases through increased demand which he correctly 
emphasized as inflationary at the beginning of his essay. He assumes that if 
wages had been lower, the inflation would have been just as sharp: “Had 
wages been lower, individual savings would likely have fallen further in the 
attempt to maintain living standards, and corporations who disbursed only 
about one-third of profits to stockholders would have had additional funds 
for plant expansion. This might have induced additional capital formation or 
smaller borrowings.””* 


* Ample verification that consumer durables were underpriced in a purely competitive 
sense is provided by the facts that used car prices were higher than new car prices at this 
time and that bonuses were paid to the retailers of washing machines, refrigerators and radios. 


“Cf. “The Economic Situation at Midyear 1948,” (a report to the President by the 
Council of Economic Advisers) in The Midyear Economic Report of the President, July, 
1948 (Washington, 1948). 

° An additional inflationary impetus was provided by wages rising faster than productivity 
in the period 1946-1948, something which Professor Morton explicitly recognizes. He states 
on page 27 that “wage increases in excess of productivity are therefore inflationary,” and in 
the next sentence admits that this “condition existed from 1946 to 1948.” In passing, it 
should be noted that this admission apparently contradicts the statement appearing on 
page 26, to the effect that union wage policy had not been inflationary in the postwar 
period, 


* Morton, op. cit., p. 22. 
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It is undoubtedly true that personal savings would have been reduced to 
some extent. But, had wages been lower, there is no doubt that effective 
demand, as evidenced especially by the backlog of orders for most consumer 
durables, would have been smaller than it actually was. Although new plants 
and equipment would certainly have been built, the volume of new investment 
undertaking would have been smaller than it actually was. In other words, 
with lower wages there would have been exerted a smaller pulling effect, and 
therefore, via the acceleration principle, less net investment. A slowing up in 
the demand for consumer goods would have resulted in less inflationary pres- 
sure than would have otherwise existed. 

Furthermore, Professor Morton’s analysis of cause and effect is seriously 
handicapped by his failure to consider the dynamic effects of trade union bar- 
gaining during this period. Any explanation of inflation (or deflation) which 
ignores the rôle of anticipations is of little analytic value. Successful wage 
negotiations by one union resulted in a surge of new wage demands on the 
part of other unions. This brought about a further inflation of the price level 
through two factors which Professor Morton does not consider. First, con- 
sumers in all income groups viewing this widely publicized union activity 
rationally hastened to spend before increased wages resulted in still higher 
prices. Secondly, any specific union membership, on viewing ‘the intensity of 
consumer demand, the inflated profits of corporations, the successful wage 
negotiations of other unions, and the well publicized statements of their own 
leaders, had little reason to doubt but that their own wages would rise in the 
future. As Mr. Katona pointed out in a recent article in this Review,® the ex- 
pected rise in income was an important factor in determining the volume of 
consumer durable goods expenditure in the postwar period. Thus the anticipa- 
tions of union members with regard to increases in income, together with the 
general public’s anticipations regarding an increased price level, resulted in a 
further rise in effective demand and therefore in the price-level. 

Professor Morton refers to the fact that labor income rose by $17 billion 
between 1946 and 1948, and comes to the conclusion that “If labor had no 
wage increases, part of the $17 billions additional payroll would have been 
diverted to other groups and prices would still have risen from the impetus 
provided by non-labor expenditures, though perhaps not quite so much.’ 
But if labor had had no wage increases, the government’s revenues would 
have increased substantially, since increments to other income would have 
been taxed at a higher rate. The Treasury surplus would have been consider- 
ably larger and the deflationary consequences of that are obvious. 

It must be admitted that in some quarters there was a tendency to explain 
the postwar inflation solely in terms of trade union action to the exclusion of 
the more fundamental causes, z.e., the expansion of the money supply and the 
quickened tempo of its circulation. It is, however, an error in kind to leap to 


© George Katona, “Analysis of Dissaving,” Am. Econ. Rev., Vol. XXXIX, No. 3 (June, 
1949), pp. 673-88. 
° Morton, op. cit., p. 25. 
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the other extreme and write off as inconsequential the part played by trade 
unions. Within the framework of a much heightened volume of effective de- 
mand, unions exerted a decidedly inflationary effect. 

Davo T. LAPKIN* 


* The author, assistant professor of economics at The State College of Washington, is 
indebted to Professor Ralph I. Thayer of the State College of Washington for helpful 
suggestions. 


MEMORIAL 


Joseph Alois Schumpeter 
1883-1950 


I. Tke First Three Decades 1883-1914: 


Joseph Alois Schumpeter was born at Triesch in Moravia on February 8, 
1883. His father was a textile manufacturer and his mother, Joan Marguerite, 
the daughter of Julius Gruener, a physician in Wiener-Neustadt; he was their 
only child. Nothing more is known for certain about his forbears. His physical 
appearance, inherited from his father, suggests a mixed ancestry. He once 
toyed with the idea that the name Schumpeter came from Italy, but he could 
find no evidence to support it. As far as we know, the Schumpter tree flowered 
luxuriantly only once; now it is extinct. 

His father died when Schumpeter was four years old. The young widow, 
then only twenty-six, married Sigismund von Kehler, lieutenant-general in 
the Austro-Hungarian army, seven years later. Without doubt, his mother was 
the most important personal influence in Schumpeter’s life. She was hand- 
some, talented and ambitious for her son. His devotion to her continued 
without diminution or disillusion not only to the end of her life but to the end 
of his. 

Schumpeter seems to have regarded his stepfather as a distinguished and 
impressive figure—witness the frequency of military metaphors in his writing 
—-but hardly as a father. Von Kehler was in command of all Austrian troops 
stationed in Vienna—a position of social as well as military eminence. From 
the age of ten, therefore, Schumpeter grew up in the aristocratic milieu of 
prewar Vienna. From 1893 to 1901 he attended the Theresianum, an exclu- 
sive school for sons of the aristocracy, that, like the corresponding English 
Public Schools, was distinguished for its classical education. 

From 1901 to 1906, he attended the University of Vienna as a student of 
law and economics, and received the degree of doctor of law in 1906. 
Although he had an almost infinite capacity for work, he must have de- 
voted most of his energies to economics, judging by what he accomplished. 


*To save footnotes and to avoid encumbering the text with too many references, I have 
added a bibliography of Schumpeter’s more important publications. Mrs. Schumpeter has 
published a complete bibliography of his work in the Quarterly Journal of Economics for 
August, 1950. I am also very indebted to her for allowing me to read Schumpeter’s notes 
and diaries and to quote from them. I am also indebted to many friends and colleagues 
of Schumpeter’s who read the manuscript of this article, especially Professor Haberler who 
saved me a great deal of labor by allowing me to take facts and dates from the manuscript 
of his article in the Quarterly Journal of Economics for August, 1950. My greatest debt, 
of course, is to Schumpeter himself for his incomparable conversations during the last 
eighteen years. 
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He attended the seminars of Inama-Sternegg, the medieval historian and 
statistician, of Wieser, a sociologist as well as an economist, and of 
Böhm-Bawerk, the single-minded economic theorist. He debated in seminars 
with Otto Bauer and Rudolf Hilferding, two of the most brilliant young 
Marxists of their day. He wrote papers on statistical method, and ac- 
quired an immense admiration for the general equilibrium system of Walras, 
whom he always regarded as the greatest of all theorists. At the end of his five 
years at the university, he was ready to launch himself as a theorist of great 
acumen and as a historian of wide learning. More important, the essentials of 
his “vision” of the social and economic process had already been formed. 

In 1906 and 1907, Schumpeter spent several months in England. Many of 
the doors of English society were open to him. He lived as a fashionable 
young man in London, visited country houses, and intermingled his soctal 
life with occasional visits to Oxford and Cambridge. I have always felt that 
that year in England was the happiest in his life. He found English manners 
and English institutions completely congenial. Prewar England was to him the 
apotheosis of the civilization of capitalism. And only a few years ago he 
said in a letter: “I never really could understand anyone with the least chance 
to play some role at a measurable distance from Downing Street, doing any- 
thing else.” 

In 1907, he married an Englishwoman, Gladys Ricarde Seaver, who was 
twelve years his senior. The marriage very soon proved a failure, but was 
not formally dissolved until 1920, presumably because of legal difficulties and 
the fact that, at that time, Schumpeter belonged to the Catholic Church. Thus 
from the age of twenty-four to the age of thirty-seven, he was precluded 
from the normal family life I am convinced he would have likéd to have. 
As it was, he lived the life of a fin de siécle romantic with all his brilliance 
and intensity; he convinced his friends, and possibly himself for a time, that 
that was what he really wanted. His unsettled and inadequate personal life 
may have accounted in part for his prodigious scientific output. Judging by 
the comments he frequently made on the sedative effects of successful 
marriage on the formative years of a scientist’s career, he may well have 
felt that the world had gained what he had lost. 

In 1907, Schumpeter and his wife went to Egypt, where he practiced law 
and managed the financial affairs of an Egyptian princess. In the latter 
capacity, he performed the financial miracle of cutting rents on the princess’s 
estates in half and doubling her income——-by the simple device of appro- 
priating to his own use no more than he was legally entitled to. While in 
Cairo, his first book Wesen und Hauptinhalt der theoretischen Nationaldkon- 
omie was published. In this book, he established his mastery of traditional 
theory and gave some promise of what was to come. 

His career in Egypt was cut short by the onset of Malta fever. He returned 
to Vienna in 1909 and in the same year accepted a professorship in eco- 
nomics at the University of Czernowitz. Although he found the life of that 
city to his liking, he considered most of his academic colleagues dull and pro- 
vincial—whatever their merits in their particular fields. He liked to shock 
them by appearing at faculty meetings in riding boots and aroused unfavor- 
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able comment by dressing for dinner when he and his wife were dining alone. 
But this type of amusement did not compensate him for the distance from 
Vienna. 

In 1911, he was appointed to the University of Graz through the influence 
of Böhm-Bawerk with the Ministry of Education, despite a solid vote against 
him by a faculty that was reluctant to open its arms to the enfant terrible 
from Czernowitz. And it never did. Although he carried a heavy teaching load, 
he contrived to spend much of his time in the national capital—a practice he 
deplored among his Harvard colleagues—until his resignation from Graz in 
1921. He spent the academic year 1913-1914 as visiting professor at Colum- 
bia and returned to Austria on the eve of the First World War. 

By then the fateful third decade—the years of creative achievement, in his 
view—was over. Tke Theory of Economic Development was published in 
1912 and presented his analysis of the economic aspects of capitalism in 
what turned out to be virtually its final form. In this work he achieved a 
directness of exposition and a cogency of argument that he was never again to 
attain. With Economic Development, Schumpeter became famous: the. book 
has become a classic, yet, by his own exacting standards, he failed. He had set 
out to conquer the world of economics, but he got caught in a web of contro- 
versy with Böhm-Bawerk and the Austrian School. Before the world had a 

‘chance to consider its verdict, it was embroiled in the First World War. Not 

till more than thirty years later, so far as I can discern, did he consider trying 
again for the same kind of success. In 1946, he wrote: “... two months were 
real work and spelled progress in what I described to interested publishers as 
a book that should do from my standpoint what Keynes’ General Theory did 
from his (which Washington agency now prosecutes dishonest advertising? ). 
But then I had to break off. to invest the remaining two months in my 
History which just won’t go decently.” What there is of this book probably 
exists only in his undecipherable Austrian shorthand; no manuscript has yet 
been found. 

In 1914, he published his brief and brilliant Dogmengeschichte which 

laid the first foundations for his massive History of Economic Anaylsis, which 
was still unfinished at the time of his death. Although his basic ideas on 
sociology can be traced to this early period, they were slower in maturing 
than his purely economic analysis. His theory of imperialism appeared in 
1919, his first major article on socialism in 1920, and his theory of social 
classes in 1927. And it was not till 1942 that he was willing to systematize 
-his sociology in Capitalism, Socialism and Democracy. Although in some 
respects this is his greatest work, he never thought highly of it; and despite 
his brilliant performance in the field, and his insistence on its importance, he 
persisted in regarding sociology as the proper occupation for a tired or spent 
economist. 


II. Interlude 1914-1925 
The war years must have been unhappy ones for him. He was, and 


described himself as, a pacifist. Although he had no moral objection to war and 
admired military prowess, he was temperamentally utterly averse to violence 
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and, above all, clearly saw the destruction that was being wrought to every- 
thing he valued. He took an active? part in the intrigues to negotiate a 
separate peace for Austria in 1916. In his Crists of the Tax State (1918), he 
put forward his reconstruction proposals to achieve financial stability through 
a capital levy, a balanced budget, and foreign borrowing, and to rely for re- 
construction on the liberated forces of private enterprise. 

Late in 1918 he acted as consultant to the Socialization Commission in 
Berlin, apparently in a non-political capacity. But in 1919, the incredible 
happened. He agreed to become finance minister, under socialist sponsorship, 
in the coalition government of the Austrian Republic. From the beginning 
the cards were stacked against him. Whatever their motives in appointing 
him, the socialists distrusted him because he was not a socialist; the right 
wing distrusted him because he had been the socialists’ candidate; and the 
bureaucrats distrusted him because, from their point of view, he was an 
amateur. In his personal life he refused to compromise with bourgeois or pro- 
letarian standards of respectability; and he was touched, without justification, 
by the breath of political scandal.? But more important he differed basically 
from the socialists on Austria’s external policy. Led by Otto Bauer, they sup- 
ported union with Germany, while Schumpeter believed that Austria must 
rely on support from the West. Before he had the opportunity to present his 
financial proposals to the parliament, he was forced to resign, in the fall of 
1919, and inflation ran its inevitable course. Schumpeter was always un- 
willing to discuss this episode, so one can only conjecture as to his motiva- 
tion. His sense of history and his modesty would prevent him from believing 
that he alone could work miracles; his seriousness would prevent him from 
being merely amused by the ironies of the situation—although they doubtless 
did appeal to him. There were no compelling personal loyalties. But I 
suspect there was a strong vein of Quixotism in his nature that on this and 
other occasions led him to attempt the impossible. 

He was then only thirty-seven, with the achievements and the experience 
of a lifetime behind him. In view of his opinion that all truly creative work is 
done before the age of thirty, he may well have felt that the time had come to 
cut loose from intellectual life and start another career—this time as a practi- 
tioner of capitalism rather than its diagnostician. In any event, he became 
president of the Biedermannbank, a private bank in Vienna, and for the time 
being his scientific work practically ceased. Partly because of economic condi- 
tions and partly because of the dishonesty of some of his associates, the bank 
failed in 1924, Schumpeter lost his personal fortune and went heavily into 
debt. Characteristically, rather than take advantage of the bankruptcy laws, 
he paid his creditors in full, partly by writing for the Deutsche Volkswirt and 
partly from his academic earnings over the next ten years. After the disaster 
he decided to return to the world of scholarship, and accepted a professorship 


? It is not known precisely what part he took or how active it was, but I do recall one 
conversation in which he said, “the last time we saw the Emperor.” 


*See Haberler’s article (Quarterly Journal of Economics, August, 1950) regarding the 
“Alpine Montan Gesellschaft” affair. 
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at the University of Bonn in 1925. Again the world profited from his mis- 
fortune, and he assured his place in the history of economic thought. 


II. The Years of Maturity 1925-1950 


Shortly before he went to Bonn he married Annie Reisinger, the twenty- 
one-year-old daughter of the caretaker of the apartment house in which his 
mother lived in Vienna. He had known her for at least the past five years, 
and his mother and he sent her to schools in Paris and Switzerland to equip 
her to be his wife. She was his romantic escape from the barren romanticism 
of his past. When she died in childbirth within a year of their marriage, 
Schumpeter was heartbroken and mourned her for the rest of his life. 
In the same year his mother died at the age of sixty-five. These two 
great personal losses must have contributed greatly to his feeling that there 
was not much in store for him but his work, and probably had a good deal 
to do with his decision to remove himself far from the scenes of his sorrows 
and disappointments. 

Although in ordinary circumstances, he probably would have found the 
atmosphere of Bonn entirely congenial, as it was he was unable to settle 
down there. He visited Harvard in 1927-28 and again in the winter of 1930. 
He returned to Europe by way of Japan——the country that has probably ex- 
tended him more esteem and admiration than any other. It is not surprising 
that, at that particular stage of its development, Japan should have greeted 
Schumpeter with such enthusiasm. His acclaim in Japan leads one to reflect 
on what might have happened in Europe had he written Economic Develop- 
ment at the same time as Marshall wrote his Principles rather than twenty 
years after. In 1932, he moved permanently to Harvard—in a mood of 
resignation rather than enthusiasm. In this I doubt that he was motivated by 
a desire to leave the sinking ship of Europe. Temperamentally, he was more 
inclined to go down with it. 

For twenty-five years, from the time he went to Bonn till his death, he 
subjected himself to a ruthless program of incessant work: writing, teaching, 
lecturing and encouraging his colleagues and students in countless informal 
ways. After he came to Harvard, he studiously avoided any attempt to exert a 
direct influence on practical affairs. His main purpose was to build on the 
foundation he had laid before the war, to test his earlier conclusions and to 
modify them where necessary in the light of his historical and statistical re- 
search. And his last years, through his History, were devoted to a supreme 
effort to hasten the progress of economics towards scientific maturity. His 
years in Bonn were consumed largely with a work on money that never saw 
the light of day. I am told that, in 1930, he tore up one complete manu- 
script on the publication of Keynes’ Treatise on Money; and, although he had 
completed another by 1935 he never published it. But apart from that, his 
stream of important articles, his second edition of Economic Development and 
his journalistic contribution to the Volkswirt were more than enough to absorb 
all the energy of any ordinary man. 

During the first years at Harvard, his main preoccupation was Business 
Cycles, whose scope is more correctly indicated by its subtitle “A 
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Theoretical, Historical and Statistical Analysis of the Capitalist Process.” It 
was essentially an effort to clothe Economic Development with historical 
and statistical fact. Every one of its thousand pages clearly came from a single 
pen. It is certainly one of the great tours de force in the entire literature 
of economics. But it is, of course, far more than that. Apart from the light it 
sheds on the capitalistic process, both its merits and its shortcomings will 
provide an indispensable guide to research in the future. The book appeared 
in the fateful summer of 1939, and the chaotic years that followed have de- 
prived it of all but a fraction of the attention it deserves. It is a sad irony that 
the success of Economic Development should have been marred by the First 
World War and that of Business Cycles by the second. 

Capitalism, Socialism and Democracy appeared in 1942 and was an im- 
mediate success. He then commenced work on the History. When he began 
the book, he evidently expected it to be a short undertaking, possibly an ex- 
pansion of Dogmengeschichte. He became immersed in it in 1943 because, 
as he said in a letter, “It is simply the subject, among all those at hand, that 
is furthest removed from current events.” At that stage he had planned not 
only the History, but a treatise on money, a general theory, further 
sociological work, a theory of esthetics and several novels to express those of 
his ideas that could not be fitted into a scientific mold. As it was, the 
History caught him in its toils. While I cannot help regretting the abandoned 
program, he did devote most of the last seven years of his lifé to the task that 
probably he alone, of all living economists, could perform. 

The History, however, did not prevent him from continuing his brilliant 
series of biographical articles. His interest in biography had begun long ago 
with his articles on Walras and Böhm-Bawerk. His more recent articles on 
Taussig, Keynes, Pareto and Mitchell are written with an insight and 
sympathy that leave him with no modern rival except Keynes himself. And 
not the least reason for interest in these essays is that they could never have 
been written by a man who did not understand himself. 

At Harvard, Schumpeter regularly taught courses in advanced theory, 
business cycles, history of economic thought and socialism. He was profligate 
in the time he would spend with any student with the merest spark of an 
idea. His lectures were models of eloquence and wit. His apparently casual 
manner concealed a studied performance and painstaking preparation. But he 
lectured to those who had ears to hear; those who merely took notes left 
his classes with the sense of frustration he desired to produce in them. Those 
whose hearing was less than perfect frequently did not realize how wise he 
was till years afterwards. But there was an unforgivable omission: his stu- 
dents. never heard one word of Schumpeterian economics. They were left to 
discover that for themselves, and appreciated it all the more when they did. 

Throughout his life Schumpeter gave an inordinate amount of his time to 
the study of mathematics and to the encouragement of its study by others, 
His first publication was on the use of mathematics in economics, and while 
his interest remained, his hopes for it only began to wane during the last 
years of his life. One of the many ironies in his life is that his ardent support 
of mathematics in economics drove his students away from the fields of 
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intellectual endeavor that made his own work so significant, and produced 
many results that he considered sterile. He always retained the forlorn hope 
that mathematics might produce the dynamic counterpart of the Walrasian 
system. 

He was president of the Econometric Society from 1937 to 1941 and, 
belatedly, president of the American Economic Association in 1948. The 
painstaking attention to detail and the organizing skill he showed in arrang- 
ing the program for that year effectively dissipated the impression of casual- 
ness and helplessness in practical matters that he strove so sedulously to 
cultivate. 

During his first years in Cambridge, he lived under the paternal and 
benevolent care of the great Taussig at 2 Scott Street, but in 1937 he placed 
himself by marriage under the less rigorous but no less benevolent auspices 
of Elizabeth Boody. Without her companionship and single-minded devo- 
tion he might well have sunk into a state of intolerable melancholy and 
loneliness. In Cambridge, but especially at her beautiful place at Taconic, 
Connecticut, she provided him with what he had never really had before—a 
home. 

The war years were unhappy and depressing ones for him. Not only was he 
overcome, as always, by the futility of war, and the destruction of his values 
that it would bring, but he alienated many of his friends by taking extreme 
positions when he felt that they were carried away by the emotions of the 
moment. Needless to say, his opinions in 1940 would have evoked a different 
response in 1950. 

I close this section with an entry from his diary on February 8, 1945: 
“Good morning friend, how does it feel to be sixty-two—and definitely old 
and definitely to feel old? One thing to be recorded is my humble thanks to 
the United States. No repining, no sterile regrets, no sorrow about the state of 
things: acceptance rather and a feeling that it could be worse.” I think that 
describes his state of mind until he died in his sleep at Taconic five years 
later. 


IV. Personality and Viston 


In his essay on Pareto, Schumpeter said: “Could we confine ourselves to 
Pareto’s contributions to pure theory, there would be little need for glancing 
at the man and his social background and location. But into everything that 
was not a theorem in the pure logic of economics the whole man and all the 
forces that conditioned him entered so unmistakably that it is more necessary 
than it usually is in an appraisal of scientific performance to convey an idea 
of that man and of those forces.” However true that is for Pareto, it is more 
true for Schumpeter, as he himself well knew. And the mere chronological 
record of his life does not seem to me to be enough. While it is a hazardous 
business, we must explore the deep pool of his personality, although, as he 
says of Pareto, it can never be “drained so as to show what is at the bottom 
of it.” 

To explain his personality, I am convinced we have to go back to his 
earliest childhood and recall that he spent most of his first ten years as the 
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only son of a young widowed mother. Of his devotion to his mother there is 
no question, but the important thing is that it seems to have had a pro- 
found effect on his relations with others. The facts that his first wife was 
twelve years older and his second, twenty-one years younger than he attest 
to this. Similarly with men, he was most at ease with those toward whom he 
had filial feelings—like Böhm-Bawerk or Taussig—-or with those towards 
whom he felt paternal—like most of his close friends at Harvard. In these 
relationships he was superb, but he was not equally successful with his 
contemporaries. He found it difficult to persuade. He could win every point 
but fail to win the argument. He could fail in persuasion where others far less 
brilliant could succeed. 

He was very sensitive about this, and the failure of Economic Development 
to be the sweeping success it might have been probably reinforced his 
sensitivity. In fact, time and again he seemed to stack the cards against him- 
self so that he could be sure to lose with honor. As I have suggested, this 
may explain his political career; it may explain his refusal to submit his 
own doctrines to his students; and it may also explain the paradoxes in his 
later writing. Capitalism, Socialism and Democracy in particular is full of 
ironic twists that provide cold comfort for anyone who agrees with him. 
Capitalists, socialists and intellectuals are all provided with strong emotional 
grounds for rejecting the argument. 

The second point of decisive importance in the formation of his character 
is, I believe, the fact that while he was of middle class origin and undis- 
tinguished lineage, he was brought up in a highly aristocratic environment. I 
am not alone in this opinion; it seems to have been widely held by those who 
knew him in Vienna. It is difficult for a young boy to be neutral to such 
a situation. He is either overwhelmed by it or sets out to master it. 
Schumpeter was of the latter sort. He adopted the manners, the habits and 
the tastes of the aristocrat. I think the Theresianium also had much to do 
with instilling in him the passion for perfection and the spirit of intellectual 
independence that were so prominent throughout his whole life. 

But he must have realized that conspicuous success in the normal aristo- 
cratic pursuits—the diplomatic service or the army—was unlikely, and, be- 
sides, they would not afford him the intellectual life he demanded. To be 
anything less than first class in his chosen line of endeavor would have been 
unthinkable to him. He therefore had to strike out on a line of his own. 

He was neither aristocrat nor bourgeois, but he had no resentments, as 
did Marx. And he had a great intellect. In his essay on Marshall’s Principles 
he writes: “I confess that few things are so irritating to me as is the preach- 
ing of mid-Victorian morality, seasoned by Benthamism, the preaching from 
a schema of middle class values that knows no glamor or passion.” At the 
least, we have found fertile ground in which his vision of the innovating 
entrepreneur, who did have glamor and was not dominated by middle class 
values, could grow. Such conjectures are of course not capable of proof; but 
no other economist had his vision and no other was exposed to environmental 
influences so favorable to it. There is a further cogent point. I have already 
referred to his admiration for England; in his opinion, the strength of the 
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English system of government lay largely in the willingness of its aristocracy 
to recruit to itself the strongest elements of the bourgeoisie. 

Although I feel confident in this analysis of Schumpeter’s character, I would 
have hesitated to publish it had I not found among his papers notes for a 
novel entitled “Ships in the Fog.” There are only a few paragraphs that are 
not in shorthand. They begin: 


Now let me be quite pedantic about it. Or else you’ll never take in what I’m 
going to paint. Now backgrounds, racial and social, are essential in order to 
understand what a man is. 

Well he—let us call him Henry—was an Englishman by birth. But by race 
only on his mother’s side. His father, before he acquired English citizenship 
called himself an Italian. But the matter is more complicated than that. The 
family belonged to the fringe end of the commercial and financial set of 
Trieste which racially was a mixture defying analysis. Greek, German, Serb, and 
Italian elements and presumably all of them contributed towards making our 
hero’s paternal ancestry. His father had emigrated to England as a representa- 
tive of Triestian shipping interests and married an English girl with a great 
pedigree and absolutely no money. 

Their only child was four years old, when, well on the way to a considerable 
financial position, the father was killed on the hunting field. And the mother was 
henceforth the one great human factor in Henry’s life. She was an excellent 
woman, strong and kind and amply provided with the delightful blinkers of 
English society. She did her duties in a way which can only be called manful, 
though it was truly womanly when I come to think of it. To make him ari 
English gentleman was her one aim in life. 

She had not much money . . . but she had connections which she resolutely 
exploited for her darling—that was among other reasons why to her dying day 
he belonged to one of the four or five best clubs though he hardly ever set 
foot in it and why he was seen on terms of equality in houses that rank much 
above what is referred to as the smart set, though, at the time of this story, 
he had ceased to frequent them and the corresponding country houses. But 
I want to make this quite clear-—the social world was open to him from the 
beginning and shut only when he did not trouble to go and that meant much. 
No complexes. No faked contempt. No hidden wistfulness. | 

Disappointment was in store for her. Disappointment all the more bitter be- 
cause realization was so near; all the more bitter, in a sense, precisely because 
in every other respect he gave her satisfaction and always not only felt but also 
manifested in every word and act his unconditioned attachment to her, his un- 
bounded confidence in her. Confidence—not the right word... 

That’s it! ... Where was he at home? Not really in England! Often he had 
thought so but ancestral past had asserted itself each time. But neither in France 
or Italy though he found himself drifting to both whenever he had a week 
or a month. Certainly not in Germany or what had been the Austro-Hungarian 
Empire. ~ 

But that was not the salient point. More important than country means class 
—but he did not with subconscious allegiance belong either to society or the 
business class or the professions or the trade union world all of which pro- 
vided such comfortable homes for everyone he knew. Yes—his mother’s corner 
of society had been his as long as she lived. 

And for modern man his work is everything—all that is left in many cases... . 
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Doing efficient work without aim, without hope. . . 
No family. 
No real friends. 
No woman in whose womanhood to anchor. 


It is hard to make out the plot of the novel except for its broad outlines. 
Henry’s mother wanted him to enter politics, The way seemed clear but 
suddenly he found he could not go on with it. He spent some years in a state 
of indecision and revision, but then decided to go into business in America, 
not for the sake of making money but for the sake of the intellectual problems 
that business presented. One characteristically Schumpeterian incident: 
Henry instructed his secretary to buy up a controlling interest in the stock 
of the business he was interested in. The secretary objected that Henry did 
not think much of the directors. Henry replied: “How good must be a 
business that can stand such directors.” All this occurred in 1932. Henry was 
approaching forty. How the venture turned out, how the heroine fitted in is 
stated, if at all, only in shorthand. But, fortunately, enough is written in 
English to throw a bright light on the personality of the author. 

It is easy now’ to imagine how Schumpeter reacted to the intellectual 
influences to which he was exposed at the University of Vienna. The severe 
intellectual discipline of his education would naturally lead him to admire 
the logical structure of the Walrasian system, but it knew “no glamor or 
passion.” ‘Those very qualities in the Marxist doctrine obviously attracted him 
strongly, but with his personality and his passion for coherent logic he 
could never be a Marxist. If anything was anathema to him, it was a 
proletarian state. And furthermore, in the light of his personality and his 
circumstances, it seems to have been the most natural thing in the world for 
him to become an economist, and equally natural for him to refuse to be 
merely an economist. 

Schumpeter himself studied the personalities of his biographical subjects 
in order to discover what he called their “ideological bias.” While he recog- 
nized and insisted that “vision” was essential, as a pre-scientific stage, to 
any advancement of knowledge, he hoped that scientific research could 
eliminate the element of bias and reveal the element of objective truth. In this 
I think he was unfair not only to others but especially to himself. I think 
he should have recognized that there can be ideological insight as well as bias. 
In fact, can anyone who is thoroughly attuned to the society in which he 
lives take a comprehensive and critical view of it? Or if he does, is he not 
bound, almost as a matter of definition, to take an urbane and optimistic 
view of it? Is it not the province of exceptional men, exceptionally condi- 
tioned, like Marx or Schumpeter, to perform a critical diagnosis of the body 
politic? Ideology there must be, but the baffling question is to decide whether, 
in particular cases, it results in bias or insight; and the task becomes even 
more difficult when we realize that the world is a different place because some 
exceptional m+ \ were able to put forward their ideologies in the guise of ob- 
jective truth. But as Schumpeter insisted, the search for truth demands that 
the pre-scientific vision be identified. 
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V. The Schumpeterian System 


I shall now give a summary, and therefore inadequate, account of Schum- 
peter’s analysis of capitalism and capitalistic development. But before be- 
ginning, it is worth recording his own acknowledgement of the dominant intel- 
lectual influences in his life, Walras and Marx. In the preface to the Japanese 
edition of Economic Development, he states that in writing the book: “I 
was trying to construct a theoretic model of the process of economic change 
in time, or perhaps more clearly, to answer the question how the economic 
system generates the force which incessantly transforms it....To Walras we 
owe a concept of the economic system and a theoretical apparatus which for 
the first time in the history of our science effectively embraced the pure logic 
of the interdependence between economic quantities. But when in my begin- 
nings I studied the Walrasian conception and the Walrasian technique (I wish 
to emphasize that as an economist I owe more to it than to any other in- 
fluence), I discovered not only that it is rigorously static in character... but 
also that it is applicable only to a stationary process. ... 

“Tt was not clear to me at the outset what to the reader will perhaps be 
obvious at once, namely, that this idea and this aim are exactly the same 
as the idea and the aim which underly the economic teaching of Karl Marx 
... I am not saying this in order to associate anything that I say in this 
book with his great name. Intention and results are much too different to give 
me a right to do so.” 

What this means, in my opinion, is that Walras provided the foundations 
for his edifice, but Marx suggested to him the method for building on that 
foundation a structure that reflected his own “vision.” The essentials of that 
structure are: 

1, Were it not for the forces making for “development,” the capitalist 
system would settle down to a stationary condition of Walrasian equilibrium 
in which the whole national product was imputed to the services of labor 
and land. In comparison to development, the evolutionary effects of savings 
from the “circular flow” and population increase are of minor importance 
and can therefore be ignored. The assumption of perfect competition is 
modified in Schumpeter’s later work, one of the great contributions of which 
is his discussion of monopoly and competition in the framework of capitalistic 
development. Consequently, his concept of equilibrium becomes less definite, 
but it retains a central position in his theory. 

2. The capitalist system contains within it forces making for change and 
development. Since there is no possibility of profit in the circular flow, those 
who seek profits must introduce new products, contrive new methods of pro- 
duction, open new markets, discover new sources of supply or win new 
strategic positions in industry, that is, carry out “new combinations or innova- 
tions.” The entire tendency towards equilibrium means resistance to change: 
the social environment reacts against novelty, the ordinary businessman is 
strongly inclined to continue on traditional lines, and change means a venture 
into the unknown. The exceptional ability of the exceptional man is there- 
fore required to carry out innovations, And furthermore, in an industrialized 


MEMORIAL 639 


economy the richest prizes are to be won through successful entrepreneur- 
ship—prizes that cannot be described in terms of hedonistic enjoyment but in 
terms of the “dream and the will to found a private kingdom,” “the will to 
conquer; the impulse to fight, to prove oneself superior to others, to succeed 
for the sake, not of the fruits of success but of success itself” and finally “the 
joy of creating, of getting things done, or simply of exercising one’s energy 
and ingenuity.” Here is the central tower of Schumpeter’s structure, and the 
rest of the building is designed to emphasize its impressiveness. 

3. To carry out his designs, the entrepreneur must be able to raid the 
circular flow and divert labor and land to investment. Such savings as are 
made from the circular flow are inadequate for the purpose. He must be 
provided with “credit” furnished to him and created by “capitalists.” 
Capital, in Schumpeter’s terminology, is, in fact, the means of payment avail- 
able at any time to entrepreneurs; and the only credit that is essential to 
the capitalist system is the credit extended to them. 

4, Since the process of imputation excludes the possibility of interest 
emerging from a circular flow economy, the only available source of it is 
entrepreneurial profit. If there were not profits for a sufficient period of time, 
interest would disappear. As it is, so long as there are prospects of profit, 
entrepreneurs are prepared to pay interest to capitalists for the use of their 
money. And once interest exists for this reason, it permeates the entire 
economy and appears to be a permanent revenue arising from the productive 
process. Schumpeter performed a great, though neglected, service to eco- 
nomics by his insistence that interest could be adequately explained only in 
the context of'a monetary economy. But he involved himself in needless 
controversy and deflected attention from the most valuable part of his 
theory by defining his circular flow economy as one so devoid of uncertainty 
and change that interest could not occur in it. He could have accepted Böhm- 
Bawerk’s theory of interest as a partial explanation without weakening his 
own position. 

5. Development does not take place continuously, but innovations appear 
in “swarms,” because the innovations undertaken by the most enterprising 
and venturesome create a favorable climate for others who are less venture- 
some to follow. This tendency is reinforced by the general conditions of pros- 
perity produced by the creation and expenditure of new purchasing power. 
Schumpeter also recognizes that the low prices and unemployment resulting 
from a preceding depression help to explain the swarms of innovations, but 
he excludes this from his explanation since he considers it methodologically 
necessary to begin with an initial state of equilibrium. This is the basic ele- 
ment of the prosperity phase of the business cycle, but, in addition, rising 
prices and expanding purchasing power induce the secondary boom. 

6. The boom itself generates conditions unfavorable to its continued prog- 
ress. Rising prices deter investment; competition of new products with old 
causes business losses; and entrepreneurs use the proceeds of the sale of their 
new products to repay indebtedness, and hence start a period of deflation. 
These factors, rather than financial crises, are the basic causes of depression, 
which consists of the process of adaptation to innovation plus the phenomena 
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of secondary deflation. Eventually, however, adaptation is complete, defiation 
comes to an end and equilibrium is restored. 

7. The system so far described contains no obstacles to continued develop- 
ment. It is not haunted by the specter of diminishing returns and gives 
rise to no economic contradictions of the Marxian type. In fact, if left to itself, 
capitalism not only achieves spectacular increases in total real income, but is 
also a powerful engine for the redistribution of real income. Schumpeter’s 
point that “the capitalist achievement does not typically consist in providing - 
more silk stockings for queens but in bringing them within the reach of 
factory girls for steadily decreasing amounts of effort” has been consistently 
overlooked by economists and especially by statisticans who deflate all in- 
comes by a single price index. 

8. Schumpeter’s belief in equilibrium as the central norm of his system 
precludes the possibility of the savings-investment dilemma in the absence of 
interference with its operation by the state. But that is precisely where contra- 
dictions do occur. The capitalist system itself generates the political and 
social attitudes that ultimately destroy it. The growth of big business places 
capitalism in a position particularly vulnerable to political attack and de- 
prives the system of the vigorous individual entrepreneur who is most willing 
to defend it. The growth in political power of the bourgeoisie ousts from 
leadership the old aristocracies who knew better how to rule than the business- 
man. It is a typical Schumpeterian paradox that, as we noticed in the case 
of England, recruits from the bourgeoisie invigorate the aristocracy before 
bourgeois power eventually destroys it. Possibly most important, the rational- 
ism of capitalist civilization produces critical attitudes that are necessarily 
directed towards the capitalist system itself. Thus anticapitalist policies, 
particularly modern tax systems and their expenditure counterparts, prevent 
the system from functioning according to its logic. And the political inepti- 
tude of the businessman leaves him defenseless. These are the areas in which 
we must look for the true explanations of vanishing investment opportunity 
and tendencies toward stagnation. In a way, Schumpeter is the most uncom- 
promising stagnationist of them all. 

9. He recognizes that the capitalist system can be kept alive by public in- 
come generation but he describes such a state as “capitalism in the oxygen 
tent—kept alive by artificial devices and paralyzed in all those functions that 
produced the successes of the past.”* Up until very recently he held that the 
inevitable outcome of capitalist decay was socialism, but in his article on 
the English economists and in conversation he seemed to be veering to the 
view that what he called “laborism” might have a long, dull and unimagina- 
tive future. 

These paragraphs are confined to Schumpeter’s analysis of the capitalistic 
process not only for reasons of space but because these are the central ideas 
that dominate his analysis in other fields such as socialism and imperialism. 


*T have taken much of paragraphs (7), (8), and (9) from his article “Capitalism in the 
Post-war World.” I thought it better to rely on Schumpeter’s summary of his own views 
than to attempt to summarize the argument of Capitalism, Socialism and Democracy. 
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This summary is, of course, far too brief to do justice to the subject but brief 
enough to bring out the unity of the system and to show how it was built 
around his vision. 


VI. The Advancement of Science 


_ As we have already seen, virtually all of Schumpeter’s system was worked 
out during the first thirty years of his life. I am sure that he was deeply 
aware of the extent to which he had depended on his own intuition for his 
theory and that Economic Development did not measure up to his scientific 
standards. Consequently, a major part of what I have called his years of 
maturity were devoted to testing his theory by statistical and historical re- 
search, and Business Cycles is the embodiment of his efforts. At the same 
time, his self-consciousness about his own work and his efforts to increase its 
scientific stature made him deeply conscious of the scientific inadequacy of 
economic doctrine as a whole. His History, as well as his biographical essays, 
is essentially a work in the epistemology of economics. 

The theory of Economic Development, in Schumpeter’s judgment, emerged 
practically unscathed from its exposure to history and statistics in Business 
Cycles. In fact, the only significant change is that Schumpeter gave up the 
idea of a single cycle and adopted instead the complicated structure of 
Kondratieffs, Juglars, and Kitchins, all of which, however, arose from the 
process of capitalistic development. His researches compelled him to give 
greater weight than he had before to the effect of outside disturbances on the 
system and to recognize the existence of inventory cycles, cobweb cycles and 
the like that originate from within the system. But he insisted that the 
fundamental explanation lay in his vision of the capitalistic process. As one 
reads the book, one finds it increasingly difficult to decide to what extent 
Schumpeter is writing history in terms of his theory and to what extent he is 
using the empirical information to test the theory. The change from the single 
cycle to the three cycle pattern is of course an example of the impact of the 
facts on the theory. But in general I believe the main effect of the book is to 
interpret the facts in the light of the theory. 

My impression of his method is as follows. Business Cycles begins with 
an elaborate and cogently argued restatement of his theory. He then adduces 
historical evidence to show that innovation has in fact played a great part in 
development. Then in the light of the theory he infers that the process of 
development must have been of a cyclical character. The historical course 
of events is then recorded in terms of the theory, with some modifications of 
the theory in the process, but with no essential change in the grand design. 

In Business Cycles, Schumpeter has, in my opinion, successfully demon- 
strated that his theory is not excluded by the empirical evidence, but he has 
not excluded other possibilities. Could not the evidence be used equally 
persuasively to support the thesis that, in the absence of disturbance, innova- 
tion would proceed continuously, but that business fluctuations do arise from 
the influence of external disturbances? But the importance of this book does 
not rest on the verification of a particular theory. As a study of history, its 
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eminent stature is sure to grow. Whether or not the original theory is correct, 
history that is marshalled in terms of an explicit theory seems, at least to a 
non-historian, more suggestive and meaningful than history that purports to 
be theoretically neutral—provided it is written by a scholar of Schumpeter’s 
integrity. 

I recently asked a colleague how far Business Cycles had advanced 
economic knowledge. He replied: “Not at all; it will not do so until we 
have a historian who is Schumpeter’s equal who can point out the flaws in it.” 
It is hardly necessary to state that my appraisal of the book is a commentary 
on the state of economic knowledge and the difficulty of its subject matter. No 
other work combines theoretical, historical, and statistical research with 
greater mastery, and can any other theory make a better claim to validity? 
And has any other author subjected his own theory to such an exhaustive 
and conscientious process of appraisal? 

Schumpeter must have realized that he had failed to establish a body 
of scientific knowledge that was independent of his ideology, and from that. 
experience, he may well have concluded that it was impossible for anyone 
else to effect a complete divorce between science and ideology. Nevertheless, 
the scientist should continue to make unremitting efforts to do so. That is the 
purport of his Presidential Address to the American Economic Association. 

Therefore, in his History and his later biographical essays, particularly 
those on Keynes and Pareto, he undertook the task of isolating ideological 
bias in the entire body of economic thought. But the further his Studies 
carried him, the more ideologies seem to have loomed in importance. In fact, 
one of the chapter headings of the History is: “Is the History of Economic 
Thought a History of Ideologies?” Of course, one can argue that all that is 
irrelevant, that once a theory sees the light of day, it should stand on its own 
feet and be considered on its merits. That would be all right if we did possess 
techniques for testing economic theory, but it may turn out that the very 
nature of society prevents such techniques from ever being found. 

As his awareness of the importance of ideologies increased, Schumpeter be- 
came increasingly dissatisfied with the tools of scientific analysis. His high 


~ 


hopes for econometric work, on which he had placed such store in the ` 


thirties, waned visibly in the forties. His emphasis shifted steadily from 
theory to history. While he regarded history, statistics and theory as indis- 
pensable for scientific progress, he states in the History: “I wish to sfate right 


now that if, starting my work in economics afresh, I were told that I could ` 


study only one of the three, but poule have my choice, it would be history 
that I would choose.” 

It is impossible to convey, in advance of its publication, an adequate im- 
pression of his History, of the depth of his scholarship, of the breadth of his. 
knowledge, and above all of the élan, the enthusiasm and the confidence with 
which he immerses himself in every period of economic thought. He under- 
took a task that no other economist could have attempted and that perhaps 


even he could not have finished. It is not inappropriate that it will be pub- ¢ 


lished as an uncompleted work. 
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VII. Policies and Politics 


Practical men have not been in the habit of consulting Schumpeter’s work, 
and in his years in America he never made the slightest effort to persuade 
them to—partly because he studiously refrained from propounding “bold new 
programs” and partly because of his general reluctance to persuade, He 
felt, nevertheless, that the practical man was making a mistake. Several 
times his notebook of aphorisms contains the wistful entry: “Most tragic of 
all sights: a blind man who hits his seeing-eye dog.” Let us look at a few 
examples of the practical wisdom on contemporary matters that he did dis- 
pense: 

1. In his article on “Capitalism in the Post War World,” in 1943, he states: 
“Everybody is afraid of a post-war slump. ... Viewed as a purely economic 

problem the task (of-reconstruction) might well turn out to be much easier 
than most people believe. . . . But in any case, the wants of impoverished 
households will be so urgent and so calculable that any post-war slump that 
may be avoidable would speedily give way to a reconstruction boom. 
Capitalist methods have been equal to much more difficult tasks.” But he 
felt-that all this would be unlikely to come about because the strength of the 
bureaucracy and of labor would succeed in perpetuating the wartime system 
of economic controls. This country did get rid of its controls and did have 
the prosperity Schumpeter believed possible. Other countries that retained 
controis did not fare so well. While we cannot infer from those facts that 
Schumpeter’s entire diagnosis was correct, at least it cannot be ignored. 

2. In 1942, in Capitalism, Socialism and Democracy, he estimated that the - 
American ecOnomy under capitalism was capable of doubling real output per 
head in the course of fifty years; and if that estimate is correct, he adds, 
“Tt is easy to see that all the desiderata that have so far been espoused by any 
social reformers—practically without exception, including even the greater 
part of the cranks—either would be fulfilled automatically or could be ful- 
filled without significant interference with the capitalist process.” The Presi- 
dent’s Council of Economic Advisers reached the same conclusion eight years 
later, and there is no telling how much earlier it was all perfectly clear to 
Schumpeter. 

3. As a third example, consider Schumpeter’s rejection of the stagnationist 
thesis as set out in the final chapter of the second edition of Capitalism. 
While it is impossible to accept as proved his contention that stagnation can 
only arise from anti-capitalist attitudes and policies, his warning that there 
may be dangerous contradictions in attempting to avert stagnation by adopt- 
ing such policies and attitudes is heeded much more today than it was in the 
thirties. 

, This list could be readily expanded with economic and non-economic ex- 
amples. Recall that Austria did have to look to the West for help after the 
irst World War and consider his views on Russia in the chapter just referred 
to. On the other hand, Schumpeter weakened his position in the contemporary 
scene by his refusal to discuss issues in terms of the Keynesian analysis 
which was a main preoccupation of most of his fellow economists. His aversion 
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to Keynesian ideas of the baser sort is readily understandable, but his main 
objection was that, in his opinion, Keynes, next to Marx, cultivated the intel- 
lectual soil in which anti-capitalist attitudes flourished. This basic objection 
prevented him from using Keynesian ideas to improve his own system. 
Surely monetary and fiscal policies that mitigated secondary booms and de- 
pressions would be entirely in accord with his diagnosis of the business cycle 
and have no anti-capitalist undertones. 

Apart from his writing, many of those who knew Schumpeter have fre- 
quently felt afterwards that they were carried away by the emotions or the 
events of the moment while he retained his Olympian calm, however much, 
from a purely personal point of view, he abhorred what was going on. All this 
does not mean that I believe Schumpeter could have been a good minister 
of finance or a successful chairman of the Council of Economic Advisers. But 
I do believe that Presidents and Prime Ministers should have consorted with 
him in those rare moments they could spare from being politicians. For 
Schumpeter was not a politician, and, for reasons that go deep into his 
personality was unable or unwilling to become one. But he clearly understood 
what was required for political success. i 

One of the main themes for his Walgreen lectures in Chicago was to be 
the relation between policies and politics. In the rough notes he had made for 
the lectures, he states: “Only in a very special sense can we speak of a nation’s 
policy or policies, In general declared policies are nothing but verbalizations of 
group interests and attitudes that assert themselves in the struggle of parties 
for points in the political game, though every group exalts the policies that 
suit it into eternal principles of a ‘common good’ that is to be safeguarded by 
an imaginary kind of state. Nobody has attained political maturity who does 
not understand that policy is politics. Economists are particularly apt to over- 
look these truths.” 


VIII. Conclusion 


I have not succeeded in bringing out many of the most admirable traits of 
Schumpeter’s character. The liveliness of his wit and the elegance of his 
manner often concealed the simplicity and the sincerity in his nature. His 
successes in the lecture hall, the classroom, or the drawing room were no 
greater than his successes in winning the affection of children. He could meet 
them on terms of complete equality and they blossomed under his influence. 
His warm and generous friendship once given was never withdrawn. It is not 
for his spectacular qualities that he will live in the hearts of his friends. 

But most of his later life was that of the solitary and reflective, but im- 
patient, scholar; and no one was invited to share it. His work was too much 
his own to be discussed. While he sometimes overloaded himself with equip- 
ment furnished by others, he made his intellectual journeys alone. His study 
was the workshop of the individual craftsman. By tearing pages out of periodi- 
cals, collecting reprints and limiting himself to the books he really used, he 
was able to keep most of the tools he needed within easy reach. In addition, 
there were his own notes. Almost everything he thought, he wrote down. He 
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went over his famous slips of yellow paper at the end of the day and tran- 
scribed what he thought worthwhile. And he was able to use what he had 
written years before; for part of his History, he relied on notes he had made 
in the British Museum in 1907. Thus he pursued his craft among the hills 
of Connecticut unimpeded by computing machines, research staffs and other 
instruments of mass production. 

He entered the more scintillating of his daily reflections in his book of 
aphorisms; I quote a few of them: “The best way to spoil a point of view 
is to make it a matter of principle.” “Of all the reasons for the failure of able 
men the most important is inability to wait.” “Sanguinary revolution is the 
sadism of the well behaved radical.” “Strength wins not by being used but 
by being there.” “The curious feeling when one is dying from another cause 
on a sinking ship.” “Equality is the ideal of the subnormal, but even the sub- 
normals do not desire equality but only that there be nobody better.” “There 
is a kind of humane tolerance that is nothing but lack of dignity.” 

Hi3 stern self-discipline required him to grade every day for his intellectual 
performance. The poorer days received a grade of zero and the best, one. 
And from the daily grades he built up to assessments of the weeks, the months 
and the years. His standards were such that he hardly ever satisfied himself. 
Here are some typical weekly comments: “full on the face of it, but God 
knows what good,” “full but not very successful,” “monotonous struggle,” 
“getting into stride?,” “no history, seen many people,” “ill in bed most of 
time, no math, no nothing,” “no math, no Greek.” 

Towards the end of the summer of 1945, he made a still longer appraisal: 

“Looking back on these months and on the weeks that are still left, and 
looking back on my life in the process, three things stand out. 

“(1) Always the same mistakes committed and the same type of strength 
and weakness displayed. 

“(2) The-story might be written in terms of lost opportunities (though 
of course that stands out in retrospect); there were those that were seized 
and used promptly enough. 

“(3) Yet there is no regret—if I had used every one of those opportunities I 
should not have done a better job of it all—-perhaps even the contrary, for 
success up to the hilt with any one of them would have stuck me in the 
particular line and not only narrowed me but landed me in uncomfortable 
situations [and then some shorthand]. Ease me gently to my grave.” 

And the entry concludes: 

“Never grudge the time 

(a) to think 
(b) for a bit of math.” 
ARTHUR SMITHIES 
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Economic Theory; General Economics 


A Survey of Contemporary Economics. By H. S. Eris, editor. (Philadelphia 
and Toronto: Blakiston, for the American Economic Association. 1948. 
Pp. xv, 490. $4.75.) 


This volume, read apart from the editor’s preface, is not obviously much 
more than a collection of thirteen essays by as many economists of repute on 
as many different topics having in common little more than that all the topics 
dealt with have claims of some kind or degree on the attention of some 
economists. There is a real temptation to the reviewer to appraise the volume 
on this basis, since he can then follow the easy procedure usual in dealing 
with collections of miscellaneous essays of picking and choosing for comment 
the topics or the details with which he is most familiar. This volume, however, 
is the product of a serious and large-scale experiment by our Association, 
and in the official journal of the Association it should be reviewed in the light 
of the specific purposes which it was planned to serve. 

The volume itself, unfortunately, gives much too scanty and vague informa- 
tion as to the nature of the original plan, the procedures by which the plan was 
formulated, the instructions given to the participants by the editor, and the 
extent to which the contributors adhered to these instructions. Each essay 
was commented on by two “‘critics.” We are told nothing of transactions be- 
tween editor, contributors, and critics. Such information might be dull reading 
.for the ordinary reader, but since this is an experiment, to be repeated if the 
results are judged to be promising, it is Information vital for judicious ap- 
praisal of the original plan and for elicitation of anything but random sug- 
gestions for revision of plan and procedures in case the venture should be 
repeated. 

We are given two rather vague statements as to the purpose of the 
volume, According to the editor’s preface, “The primary purpose of the pres- 
ent volume is to provide the economist outside a particular field an intelligible 
and reliable account of its main ideas—both analytical devices and their 
practical application to public policy—-which have evolved during the last 
ten or fifteen years.” According to a foreword, the purpose the American 
Economic Association had in mind in sponsoring and financing this volume 
was that it should serve as “a periodic review of economics.” 

These seem to be quite distinguishable purposes, both no doubt highly com- 
mendable, but unlikely to be well served by a single plan and a single volume. 
For appraisal of the final outcome, it would have helped if we had been 
told whether the contributors and critics were made aware of both purposes, 
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contributors were asked to serve, and it is only the first purpose which the 
volume does serve with any substantial measure of effectiveness. It does 
incidentally provide material for the second purpose, but so would even a 
random collection of essays by competent specialists in a variety of economic 
“fields.” Even with respect to the first purpose, however, the contents of 
the volume suggest that the contributors were left great latitude as to the 
period to be covered, as to the definition of “fields,” as to whether only 
American literature or only literature in Exglish was to be treated as relevant, 
as to the extent to which appraisal as well as recording was expected, as to 
the stress to be put on novelties of analysis or of policy-conclusions as dis- 
tinguished from survivals of earlier thought, and as to the scope which 
the contributors could appropriately give to riding their more-or-less private 
hobbies. 

More unity of design and purpose should, I think, have been pressed upon 
the contributors. Several of the contributions are too much a mere record 
or catalogue of activities or concepts, or are too narrow exercises in particular 
techniques, or too much confined to the exposition of the personal views 
of the contributors with respect to a particular problem or particular tools 
of analysis used in particular fields, to be at all satisfactory as accounts 
for non-specialists of recent developments in analysis and in applications to 
policy-problems in the fields concerned. 

Most of the essays, however, have performed this task commendably, and 
several have managed at the same time to do adequate justice to the record 
while making a substantial contribution by tracing the conflicts and the 
possibilities of synthesis between different prevalent approaches to the prob- 
lems of their field. The ideal performance would call for a large measure 
of self-abnegation, of objective reporting of what was prevalent, even if what 
prevailed was not wholly approved of by the contributor, but with aid pro- 
vided to the non-specialist so that he could reach some judgment of his own 
as to the merits of recent developments in the various fields. More than 
half of the contributions, in my judgment, either meet this test or come fairly 
close to meeting it. There are not more than three of the essays which I 
would be inclined to regard as definitely unsatisfactory, because too narrow 
in scope to be informative to non-specialists as to the major lines of recent de- 
velopment in particular fields, or because they do not reveal what it is in their 
fields of work which make them significant and presumably interesting to sub- 
stantial subdivisions of our fragmented profession. On the whole, I regard the 
experiment as fairly successful and as one which with more advance planning 
and more exercise of discipline over the contributors would be well worth 
repeating every decade or so. 

If my experience is typical, there is enlightenment in this volume for 
economists, and food for fresh thought, not only with respect to the fields in 
which they are not specialists but also with respect to their own fields of 
concentration. More extensive annotated bibliographical information, how- 
ever, would for most of the essays have been well worth the space it would 
have entailed, both for specialist and for non-specialist readers. Not even 
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the full-fledged specialist nowadays becomes aware of all the important con- 
tributions to his field while they are still comparatively fresh. 

The contributors, moreover, were chosen predominantly, perhaps wholly 
and deliberately, from among the safe, middle-of-the-road members of the 
profession, with respect both to their policy-attitudes and their methodo- 
logical predilections. The result is that the volume is representative only of 
the patterns of value-judgment and the methods of analysis adhered to by 
the “center” portion of our profession. The social reactionaries and the 
Marxians, the fortune-tellers and mechanical quantifiers, the apostles of-anti- 
intellectual institutionalism as gospel and program, the Veblenians, the 
extreme Keynesians and the extreme anti-Keynesians, the exponents of unin- 
hibited central planning and the exponents of extreme /assez-faire, get scanty 
mention where mentioned at all. Even with the aid of the index I cannot find 
any reference to what are assuredly the important facts that during the period 
covered work in the various fields was being carried on and government policy 
strongly influenced by “scientific” forecasts that the end of the War would be 
followed by anywhere from 8 to 12 million unemployed unless huge federal 
deficits were planned, and that American population would soon reach its 
peak, although the “stagnant economy” thesis does get some attention. 
Whether we like them or not, these are all significant phases of the record 
in recent years of our profession. For non-specialists and for laymen, more- 
over, it was these phases of our operations which attracted most attention, 
sympathetic or hostile, while they were under way, and they were significant 
factors in determining the opinions of our profession which outsiders reached. 
The editor hopes that “for most of the less abstruse and technical subjects... 
the qualified layman .. . will also read with profit.” I would not deny the 
profit, but I predict that it will be accompanied by amazement at how differ- 
ent the predominant activities of the profession apparently were from what 
he had supposed. 

The selection of “fields” to be covered must beyond doubt have been a 
difficult task for those who planned the enterprise, and anything like complete 
coverage was obviously impracticable. It seems to me, however, that the 
“fields” chosen involved an excessive amount of duplication, and that merging 
of several of these fields was readily feasible, and would have left room, with- 
out enlargement of the volume and with an increase in its value and interest, 
for such omissions as general welfare theory, population, regional economics, 
location theory, and theories of economic development. Except for reference 
to a limited treatment of welfare. analysis in the essay on “socialist eco- 
nomics,” none of these topics even gets notice in the detailed subject index. 
In these and other fields fresh and interesting work, with new concepts and 
new tools of analysis, has, I am sure, been done in recent years, and the 
non-specialists should have been told about it. There is meager reflection in 
the volume of the great influence of the Knightian ideas during this period 
on important groups of American and English economists. 

The volume clearly does not succeed in providing a “periodic review of 
economics” if by that is meant a review of the state of our discipline as in 
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some sense and degree a unified and coherent discipline. This would have 
required a different plan, different procedures, and no doubt in large part 
different contributors. It would probably also have been a more difficult task, 
more liable to complete failure. Were it successfully accomplished, however, it 
would, I believe, have been more valuable than the present volume to the 
profession and especially more valuable to those not of the profession who 
-have curiosity as to what we try to do and why, and how what we do is 
related to what they do. Instead of separate essays in different fields, treated 
as autonomous, it would have had separate essays on general objectives, on 
general techniques, on the relations of theoretical analysis to policy-formula- 
tion, on the contributions economics can make to public administration, on 
the relations of economics to political theory, to sociology and anthropology, 
to ethics, and to history, and so forth. It could have dealt with the grounds, if 
any, on which economists start from the psychological and other preconcep- 
tions which constitute the normally unscrutinized substructure of our disci- 
pline, and with our borrowings from logic, mathematics, mechanics, statistical 
theory, and elsewhere, which we apply, as our tools of analysis, to problems 
which perhaps have peculiarities of their own requiring specially adapted tools 
of analysis. 

In a now far distant past J. S. Mill, Cairnes, J. N. Keynes, Sidgwick, 
and others, made single-handed attempts, which in their time were universally 
regarded as valuable, to cope with this task. If it could be done at all now it 
would, like this volume, have to be the product of teamwork, and for the best 
results it would require cooperation from experts in other disciplines who 
were willing seriously to examine the nature of the problems economics deals 
with and of the tools it uses to deal with them. Without reflection on the 
worthwhileness of the present experiment and without prejudice to the de- 
sirability of its repetition at a proper interval of time, I suggest that a large- 
scale “review” of the methodological state of our discipline is a project which 
our Association might well take in hand as its next major experiment. 

That such a survey is needed, this very volume provides abundant evidence. 
There is scarcely a hint in it of discussion of how economists should choose 
their premises, or as to what are the criteria by which an economist advises 
as to the goodness or badness of policy, and the mere fact of use of particular 
tools of analysis, whether with tested fruitfulness or not, is often quietly 
presented or treated as evidence that the use is justified. One contributor 
cites in support of resort to a particular arbitrary assumption its use by 
another economist; that other economist, who happens also to be a contributor, 
in his own contribution concedes, with a frankness sufficiently uncommon to 
call for special commendation, that resort to that assumption, having as its 
only justification its ease of use, is a fundamental weakness in his own work. 
One contributor presents the fact that the American economy has survived its 
oligopolistic features without collapsing as apparently a weighty argument 
against taking this problem seriously, although perhaps it is only against 
hysteria that he is making his point. Most of us may be busily engaged in 
applying the discarded or inappropriate tools of other disciplines to prob- 
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lems of our own manufacture, and it may take a survey of the kind I propose 
both to find this out and to discover better procedures and more significant 
problems to apply them to. A philosopher has recently commented on the 
social sciences that they are moving “hither and yon between meaningless 
facts and doubtful meanings” and has complained that social scientists borrow 
their methods uncritically from other sciences instead of letting their sub- 
ject matter determine their methods. Even this volume, I believe, provides 
considerable evidence supporting this criticism. We need seriously to examine 
to what extent the criticism is justified and to explore the availability of 
remedies. 
Jacos VINER 
Princeton University 


La Valeur et Les Prix. By GAETAN Prrovu. (Paris: Recueil Sirey. 1948, Pp. 
538.) 


This posthumous work of Professor Pirou, written in 1945-46, and com- 
pleted and edited by Jean Marchal, contains some interesting material but 
lacks unity of subject matter and approach. 

The first chapter provides a brief historical survey of theories of value, 
including a discussion of the debates on marginalism. Pirou is excellent in 
straightforward exposition of economic doctrines, in tracing their interrela- 
tions and divergencies, and in drawing sensible conclusions as to the elements 
of permanent worth in the various conflicting viewpoints. The treatment is, 
however, too brief and too superficial to offer much for the specialist. The 
same comments apply to the second chapter which is concerned with the 
history of economic theory in the field of price determination, including 
monopoly and monopolistic competition. Here, as elsewhere, the book suffers 
—as a result of the war—from a lack of knowledge of work done since 1940 
outside of France. 

The third and fourth chapters, on price control and farm price support 
policies, and on the operation of stock and commodity exchanges, are not 
concerned with the history of economic ideas but with the description of 
economic institutions. The treatment of price control is interesting for its de- 
tailed examination of several historical instances of price control in France. (It 
is a pity that Professor Pirou did not have comparable information on war- 
time and postwar experience in the U.S. and U.K.) Most economists will 
heartily agree with Pirou’s conclusion that when special political or social 
circumstances make price control necessary, the system of controlling prices 
ought, as far as possible, to be so organized as to work through, and to utilize, 
rather than to conflict with, the economic laws of supply and demand—that 
is to say, the most successful price control system will be buttressed by action 
to influence effective supply and demand, and will not be merely the legal pre- 
scription of prices other than those that would be naturally produced by the 
free market. 

Pirou combines in himself the theoretic viewpoint of the pure economist 
with a good historical and sociological background. He thereby avoids 
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theorizing in the void, but is able, when examining concrete cases, to ask 
interesting questions. The present volume, however, is not sufficiently simple 
or comprehensive for the elementary student, nor does it, on the other hand, 
offer a sufficiently intensive and up-to-date treatment of any one topic to con- 
tribute much to the more specialized reader. 


EMILE BENOIT-SMULLYAN 
U. S. Embassy, London 


Price Theory. By SIDNEY WEINTRAUB. (New York: Pitman Pub. Corp. 1949, 
Pp. viii, 449. $5.50.) 

It is extremely difficult for the reviewer of a textbook to avoid saying in 
effect “I could do it better, and here is the recipe.” But such an attitude is 
usually both presumptuous and unfair; it is never hard to suggest specific 
improvements, but it may be quite difficult to create a unified whole superior 
to the work under review. This is particularly true when a book is as thor- 
ough, and as painstakingly contrived, as this one. 

This is a textbook for advanced, rather than intermediate, students. It 
should not be beyond the logical powers of a reasonably bright under- 
graduate, but its orientation is such that it does not attempt to “explain 
economic phenomena”; rather, it assumes they are understood and proceeds 
to show, with great elaborateness, how modern price theory organizes and 
unifies our various “apperceptions of reality.” This, I fear, will make it 
necessary to supplement “Price Theory” with considerable descriptive and 
less formal analytical material (e.g., relevant T.N.E.C. monographs) for 
ordinary undergraduate course work. But for the beginning graduate student, 
and the rare undergraduate with sufficient background and analytical 
interest, this book will be a real boon. 

The book is “technique-centered”; properly used, this is a source of great 
strength. A beginning graduate student, floundering in a sea of articles and 
monographs, might well begin his study of advanced theory by reading 
relevant chapters and then following the author’s guideposts (carefully and ex- 
tensively posted at the end of each chapter) into the literature. There is, 
however, a price for the space and attention lavished on technique; various 
substantive matters are neglected. For example, the reader will learn little 
about the function of profits in allocating resources; indeed, there is very 
little discussion of the function of a pricing system in the allocation of re- 
sources.* Nor will he learn that the cost of a commodity unit ought, for 
certain purposes, to be considered as the value of the foregone uses of produc- 
tive resources utilized in its production; or about the relation of alternative 
and money costs. The student is, presumably, expected to know such things: he 
is also expected to know about marginal utility, for in the chapter on Con- 
sumer Behavior (Chap. 1) (primarily concerned with indifference maps and 


? In fairness to the author, it should be noted that he explicitly disclaims a desire to discuss 
welfare economics in the main body of the text, devoting instead a brief appendix to it 
with a promise (in the preface) of more to come, 
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their properties) there are occasional knowing references to marginal utility, 
but the reader is not formally introduced to the concept. 

The scope of the book is carefully delimited to “Price Theory”; there is, 
purposely, no discussion of employment theory, interest theory, or general 
distribution theory. But even within this circumscribed field, there is a very 
uneven distribution of emphasis. There is virtually no analysis of the competi- 
tive industry; and the interrelation of competitive markets is given only 
cursory attention. But the individual firm, as a price-setter, is examined with 
admirable thoroughness. Chapters 3 and 4 contain the most complete textbook 
discussion (of which I am aware) of the inter-relation of the firm’s cost 
curves and its production function. The analysis in these chapters is confined 
to the case of pure competitors producing single products; repetition could 
have been avoided if the author had introduced the slight complications due 
to monopsony and/or multiple products at this point rather than later. The 
chapters on Product Variation and Spatial Interdependence (chaps. 10 and 
12) could advantageously have been combined, since basically they are 
merely different applications of the same analytical device; the excellent dis- 
cussion on Price Discrimination might also have been worked in here. 

These criticisms must, however, not be allowed to obscure the very real 
merits of this book. Weintraub has tried to give a detailed exposition of the 
modern theory of the firm by the extensive use of diagrams (and avoidance of 
calculus) and, in great part, he has succeeded. In Part IV, “Dynamic 
Analyses,” he ventures into the rugged country of multi-period equilibrium 
of the firm. The difficulties connected with uncertainty and anticipations, as 
usual, defeat the attempt to avoid complications; but the treatment is, in 
general, quite lucid and comprehensible. 

The author’s extensive acquaintance with the literature of modern economic 
theory, and his command of its techniques, is manifested throughout. Conse- 
quently, there are relatively few mistakes. But in 400 odd pages, it is inevit- 
able that a few slips should appear: on page 39, the formula for marginal 
revenue is incomplete—the term Ap AX is omitted. This omission is per- 
missible if, and only if, the term is sufficiently small to be neglected. On pages 
80-81, the proposition that if the average product of one factor is rising (in a 
two factor set-up), the marginal product of the other must be negative, is not 
restricted (as it should be) to the case where the production function is 
homogeneous of the first degree. The discussion of “The Correspondence 
Principle” (pp. 124-25) is not quite satisfactory; the discussion about “per- 
fect stability” is at best ambiguous and quite possibly wrong. There are a few 
other slips, but they are inconsequential and can be easily corrected by the in- 
structor. 

In fine, properly used, this volume will prove a valuable addition to the 
current stock of theory texts. It is to be hoped that the volume on other 
branches of economic theory the author promises in the preface will soon be 
forthcoming. 


M. W. REDER 
Stanford University 


656 THE AMERICAN ECONOMIC REVIEW 


Einführung in die Wirtschaftstheorie. II. Teil, Wirtschafisplane und Wirt- 
schafiliches Gleichgewicht in der Verkehrswirtschaft. By ERICH 
SCHNEIDER. (Tübingen: J. C. Mohr [Paul Siebeck]. 1949. Pp. vii, 334. 
DM 15.20.) 

The first volume of Professor Schneider’s triad on economic theory was 
reviewed in the September, 1949 issue of this Review. Entitled “Theory of 
the Circular Flow in the Economy,” it dealt chiefly with aggregative problems 
of an ex post nature. The present volume, which is the second, concentrates 
on relativisitic economics and, aiming at the formulation of causal relation- 
ships, it emphasizes ex ante analysis of the economic process determined by 
actions of individual households and firms. Its title, accordingly, is “Economic 
Plans and Economic Equilibrium in the Market Economy.” 

The volume is divided into four chapters. The first is on “The Economic 
Plan of the Household” (51 pages), the second on “The Economic Plan of 
the Firm” (134 pages), the third on “Statics and Dynamics in Economic 
Theory” (7 pages), and the fourth on “Equilibrium in a Closed Economy” 
(128 pages). These chapter headings reveal that Schneider prefers to use the 
term equilibrium only for the balance between the actions of different eco- 
nomic units in particular markets or in the economy as a whole, and not 
(like Hicks and others) for the balance between different economic considera- 
tions (regarding cost and utility, or cost and revenue) en individual eco- 
nomic units—households and firms. 

Schneider’s theory of the household follows the Hicksian model for the 
most part. One of the few exceptions is the use of the “consumption budget,” 
instead of income, as the variable which in conjunction with “expected prices” 
determines the consumption plan within a given “preference structure.” Thus 
the decision between saving and consumption is already made when the indi- 
vidual begins to choose among alternative consumption expenditures (p. 4). 
Later, however, Schneider admits that it is “often advisable” to take income 
rather than the consumption budget of the household as the relevant variable 
(p. 21). I suppose that this peculiar form of exposition of the indifference 
curve technique was chosen for its geometric convenience since it eliminates 
saving as a third variable and makes it possible to plot given consumption 
budgets for two commodities on a two-dimensional indifference graph. An- 
other deviation from Hicks occurs when Schneider correlates substitutability 
and complementarity with positive and negative cross elasticities, respec- 
tively (p. 39). This is inconsistent with his earlier distinction of income 
effects and price effects of price changes (p. 21), which serves to explain 
negative cross elasticities between substitutes. 

Schneider’s skill in exposition is outstanding. To explain income elasticity, 
price elasticity, and cross elasticity of demand in a single sweep (p. 26) is 
excellent pedagogy. Likewise, it is didactically most satisfactory to discuss 
the macroeconomic consumption function immediately after the microeconomic 
demand function and to distinguish the “general” consumption function—in 
which consumption is a function of all incomes and all prices—from the 
“special” consumption function—in which consumption depends only on 
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incomes (as in Keynes) and possibly on the interest rate (pp. 40-48). 

‘Schneider’s exposition of the theory of the firm is superior to anything now 
available in English. The section on “Objectives, Types of Conduct, and 
Market Positions” avoids the usual confusions of profit maximization in 
general with short-run profit maximization, and of competition in general with 
the particular conduct of a firm which adjusts quantities (of output and 
input) to given prices. Another pedagogically very sound procedure is the 
immediate introduction and treatment of the multi-product firm. This avoids 
the stupid misconception, held even by some reputable writers, that the tech- 
niques developed for the analysis of the single-product firm are useless in the 
analysis of the case of two or more products. 

The discussion of selling costs is aided by the important distinction be- 
tween the cost of influencing demand—‘active” selling costs—and the cost 
of making sales with given demand—“passive” selling costs (p. 89). Both 
can be functions of gross revenue or functions of physical sales. These differ- 
ences call for different treatment in graphical analysis. (Incidentally, econo- 
mists writing in English may envy their German colleagues for the clear and 
simple terms Umsatz and Absatz, the former meaning gross sales revenue, the 
latter meaning the physical sales volume.) The exposition of the laws of 
return begins with the “marginal product of a unit of money” (p. 90) and 
proceeds only later to the productivity of particular physical factors of pro- 
duction (p. 139). In the discussion of joint costs a helpful distinction is made 
between “simultaneous” production, “alternative” production, and ‘‘coupled” 
production, the latter with fixed or variable proportions between the products 
(p. 95). 

The chapter on the firm is concluded with a very good section, largely in 
algebraic language, on the time structure of the long-range plans of the firm. 
Schneider’s time or investment analysis does not go so far as Boulding’s; but, 
as far as it goes, it is clearer. 

In the brief chapter on Statics and Dynamics, Schneider emphasizes that 
the essential distinction between the two types of economic analysis is whether 
related variables refer to the same or to different moments or periods of time 
(p. 188). Thus, stationary as well as evolutionary phenomena can be dealt 
with by both static and dynamic analysis. Schneider warns against the wide- 
spread confusion between analytic dynamics and historical dynamics. The 
latter is interested in different “milieu types” and in problems of transition 
from one milieu type to another. The former is interested in the sequences 
of economic processes in a given milieu type (p. ‘190). 

Very useful for a real understanding of the meaning of the distinctions 
between the alternative approaches in economic theory are the examples which 
Schneider presents in the fourth chapter of the volume. We are given ex- 
amples in which stationary phenomena are explained by static theory (p. 
203), non-stationary phenomena by comparative statics (p. 205), and sta- 
tionary phenomena by dynamic theory (p. 212). The section on partial 
equilibria covers a wide variety of problems, including the cobweb theorem, 
the Wicksteedian owners’ demand for their own stock, the Keynesian liquidity 
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preference theory of interest, the Cournot—Edgeworth—-Launhardt—Hotelling 
—Rothschild—Zeuthen analyses of duopoly, the indeterminateness of bilateral 
monopoly, and applications to the markets for labor and land. 

The last section is devoted to “general equilibrium irn a closed market- 
economy.” Schneider does not attempt to reproduce the Walrasian system, 
but confines himself to elaborating its essential points. He succeeds in pre- 
senting one of the best expositions I have seen of the methodological prob- 
lems of general equilibrium analysis. Here are superb explanations of the 
character of the equations which make up the system—definitional equations, 
behavior equations, technological equations, and equations expressing equi- 
librium conditions—of the degrees of freedom that exist in the system if the 
number of independent equations falls short of the number of unknown 
variables, of the microeconomic basis for macroeconomic magnitudes, of the 
methodological significance of particular “unrealistic” assumptions, and of the 
integration of structural and monetary analysis, The last of these promises 
to become the central theme of the third volume of Schneider’s triad, which 
is to deal with the process of expansion and contraction of the whole economy. 

Many textbook writers regard it as their special privilege freely to use the 
work of others without citation. Not Schneider, who gives due credit to the 
sources on which he draws. His careful index of authors enables us to give 
a statistical indication of the cosmopolitan character of the intellectual 
parentage of the book. Of 102 authors cited, only 18 are German; the other 
84 are English, American, Austrian, Italian, French, Swiss, Swedish, Danish 
and Norwegian. As to the number of times an individual author is cited, 
Cournot leads the field with 16 citations, followed by Marshall (14), Keynes 
(12), Zeuthen (12), Pareto (11), Frisch (10), Joan Robinson (8),.and 
Samuelson (8). It is understood that Schneider’s work is not a text for fresh- 
man economics. 

In comparing this book with its closest substitutes, this reviewer finds it 
much more comprehensive in scope than Stigler’s text and didactically 
superior to the advanced parts of Boulding’s. Of the best foreign texts, he 
finds it perhaps less profound than Stackelberg’s and Zeuthen’s, although 
the former at least is much narrower in scope. The singular achievements 
of Schneider’s work are the skillful coordination of relativistic and aggrega- 
tive, static and dynamic types of analysis, and the smooth way in which its 
literary, geometric and algebraic pieces are welded together. 

Fritz MACHLUP 

Johns Hopkins University 


Handelspolitik. By RICHARD KERSCHACL. (Vienna: Manz. 1947. Pp. iv, 150.) 
uDas Geld von Heute. By RicHarp Kerscuacvr. (Vienna: Payer & Co, 1949, 
Pp. 135.) : 
Abriss der Finanzwissenschajft. By RICHARD KerscHact. (Vienna: Manz. 
1950. Pp. iv, 190.) 


These three books are important to the American reader mainly as symp- 
toms of Central Europe’s isolation from the main currents of economic thought. 
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The author is a well-known Austrian economist. He represented Austria at a 
number of international economic conferences, and acted as advisor to the 
Austrian government on monetary and commerical policies. For many years 
he has held the chair of economics and public finance at the Hochschule für 
Welthandel in Vienna, the Central European equivalent of the Harvard 
School of Business Administration. He must, therefore, be regarded as repre- 
senting a high level of economic sophistication in Central Europe. 

All three books, however, ignore most of the problems with which eco- 
nomics has been dealing for the last fifteen years, It would serve no good 
purpose to discuss the doubtful theoretical statements or to point out the 
factual errors which can be found in these works; it will suffice to state some 
of the fundamental questions which are completely omitted. 

Handelspolitik, the book on Commercial Policy, has, according to the au- 
thor, the purpose of “describing commerce within a nation and commercial 
relations among nations on a theoretical basis” (p. iii). By far the greater part 
of the book is concerned with the problems of international trade, including a 
conventional discussion of free trade and protection, balance of payments, 
trade agreements and customs unions, and quotas and clearing arrangements. 
The following problems are, however, left unmentioned: (1) the income effect 
of exports and imports and the foreign trade multiplier; (2) the difference be- 
tween fundamental and temporary disequilibrium in the balance of payments; 
(3) the relation between international trade and payments restrictions, stability 
of exchange rates, and currency convertibility; (4) the relation between inter- 
national trade and capital transactions; and (5) on the factual side, the 
London draft of the Charter of the International Trade Organization. The 
book was completed in July, 1947, the month in which the delegates of sixteen 
European nations (including the author’s country, Austria) convened in Paris 
to set up the Committee of European Economic Co-operation in response to 
the Harvard speech of Secretary Marshall; however, no notice is taken (6) 
of these events or (7) of the general problems of postwar European trade and 
the rôle of American exports in European reconstruction and development. 

Das Geld von Heute, the book on Money, aims at “investigating and, 
wherever ‘necessary, reformulating the natural relations between monetary 
theory and monetary policy” (p. 7). It includes discussions of the function 
and value of money, the quantity theory, the gold problem, and inflationary 
and deflationary developments, as well as a valuable analysis of the changed 
rôle of money in a planned economy, especially in view of the emergence of 
double pricing and rationing, and an interesting summary of a pamphlet 
issued in 1860 by an annoymous Austrian, which anticipates by thirty years 
Gesell’s plan to issue money with decreasing face value. The following im- 
portant subjects are, however, completely omitted: (1) the relation between 
money and economic fluctuations, except for the bland statement that every 
monetary theory of the business cycle is out of date (p. 47) and the as- 
sertion that the alternation of inflation and deflation is merely the result of 
bad policy (pp. 123 and 125); (2) the effect of central banking policy, and 
especially of a change in the discount rate, on the level of income; (3) the 
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problems of the Benelux union and of the sterling area, although an entire 
chapter is devoted to the problem of monetary unions; (4) the International 
Monetary Fund and its problems, apart from two fleeting references to a 
“world bank of Bretton Woods” (pp. 124-27), which apparently concern not 
the International Bank for Reconstruction and Development but the Interna- 
tional Monetary Fund and which merely express doubts as to its influence; 
and (5) the present “dollar shortage” and all its implications. 

Abriss der Finanzwissenschajt, the Outline of Public Finance, is intended 
“to present a true science of finance” whereby a “general theoretical treatment 
shall provide the basis for the consideration of financial and tax policies” (p. 
iii). It deals almost exclusively with taxation, discussing the relation between 
government and taxation, tax theories and principles, various types of taxes and 
other revenues, and the public debt, as well as the tax systems of Austria, Switz- 
erland, the United States, the United Kingdom, France, Italy, and the Soviet 
Union. The following problems remain, however, unmentioned: (1) the eco- 
nomic significance of government expenditures; (2) the impact of government 
revenue on prices and income; (3) the “burden of the public debt”; (4) the 
possibilities of using government revenue and expenditures, or the manage- 
ment of the public debt and of Treasury balances, for counter-acting cyclical 
disturbances or a trend toward stagnation; (5) theory and practice of “func- 
tional finance,” i.e., fiscal policy as the regulator of effective demand. Finally, 
in spite of devoting a chapter to the problems of Soviet Finance, there is no 
discussion (6) of the communist practice of adjusting consumers’ purchasing 
power to the supply of goods and services by changes in the rates of the turn- 
over tax, or (7) of the “rule of the ruble,” ż.e., the policy of using financial 
methods for planning and controlling the economy in general. 

None of the books shows familiarity with recent economic literature. The 
name of Keynes appears only in the book on Money, where Keynes is men- 
tioned four times as an advocate of the stabilization of purchasing power, to- 
gether with Fisher and Bellerby (pp. 37, 45, 83, and 103). The author does 
not even seem to be acquainted with books and papers that had been available 
already before the Nazi occupation of Austria (some of them also in German 
translation) such as the Treatise on Money, the General Theory, and the 
works of Ohlin and Myrdal, nor with any other writings dealing with the 
problems of the “New Economics.” 

Since these shortcomings must unfortunately be considered as representative 
of today’s economic thought in Central Europe, they present a problem which 
transcends by far the importance of the individual books under review. The 
rehabilitation of Europe’s economy, and with it the future of world civiliza- 
tion, depends to a large extent upon a new generation of well-informed 
economists. Students learning their economics out of books like those under 
review cannot be expected to have any understanding of the problems with 
which they will be confronted. This situation must be of deep concern to the 
United States which cannot hope to save Europe merely by means of con- 
tinuous financial aid. It may be necessary for the United States to take drastic 
action so as to break the intellectual barrier between Central Europe and 
the rest of the world which was set up first by totalitarian governments and 
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then by the difficulties of the war and postwar situation. The author of the 
books under review was indeed a guest of the American authorities on a short 
visit to the United States in the fall of 1949, It seems, however, that such 
short visits are not enough and it may be necessary to invite representative 
teachers of economics to the United States, not for a few months but for one 
or two years, and to send representative American economists to Central 
- Europe, not for a summer trip but again for one or two years. Only by means 
of intensive and extensive exchange of ideas can Central Europe’s economic 
science regain the place of honor which it occupied from the times of Carl 
Menger to those of Joseph Schumpeter. 
J. HERBERT FURTH 
Washington, D.C. 


Economic History; National Economies 


History of the National Economy of Russia, to the 1917 Revolution. By 
PETER I. LYASHCHENKO. (New York: Macmillan. 1949. Pp. xiii, 880. 
$13.00.) 


In this volume the Russian Translation Project of the American Council 
of Learned Societies has made available to the English-speaking public an 
outstanding work of a noted Russian economic historian. Earlier studies of 
the economy of the Russian Empire or of certain aspects of it, such as James 
Mavor’s Economic History of Russia, M. I. Tugan-Baranovsky, Geschichte 
der Russischen Fabrik (a translation of Russkaia Fabrika v Proshlom i Nastoia- 
shchem), and G. T. Robinson, Rural Russia under the Old Regime, have not 
given as extended a picture of the centuries of Russian economic life before 
the Revolution of 1917, or have not presented such a wealth of statistical 
material. Moreover, Lyashchenko, unlike most students of Russian affairs, 
has included considerable information on the economies of the Caucasian and 
Central Asiatic peoples that were absorbed by the Tsars in the eighteenth 
and nineteenth centuries. 

The author is obviously a Marxist, and indeed he could not be otherwise, 
. for this volume, published originally in 1939 by the Soviet Institute of 
Economics of the Academy of Sciences, was approved for use as a text- 
book of economics in the Soviet universities. It is not, however, merely a 
partisan tract, as ideological considerations seem to have been thoroughly sub- 
ordinated to the vast base of statistical material drawn from the publications 
of the Imperial Russian government and other authoritative sources. As 
Lyashchenko had already won a reputation as an agricultural economist be- 
fore the Revolution, and subsequently worked under the Soviet regime, he 
has thoroughly mastered his data. 

On the whole, his account of Russian economic life, beginning with pre- 
historic times, is not unfamiliar. Unlike the great historian Kliuchevskii, he 
stresses the prevalence of agriculture among the early Slavs, allotting to the 
famous trade of the Kievan merchants a secondary rôle. After the collapse of 
Kiev, Russia slipped into feudalism, with the peasants falling into the power 
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of the nobility through various forms of debt. As the nation expanded 
serfdom spread with it, and as the author points out, even an intelligent re- 
former like Peter the Great could not see how to eliminate it. But as the 
nineteenth century advanced, serfdom proved an insuperable obstacle to the 
development of capitalist industry and a modern agriculture in Russia. Even 
the nobles, once anxious to keep a labor supply for their lands, now found 
themselves burdened with unneeded peasants for whose Jabor there was no 
effective outlet. Hence the Emancipation of 1861, which solved some of the 
problems, but created new ones in their stead. 

The author’s discussion of the decades from 1861 to 1917 is especially 
valuable. His dramatic account of how the railroad revolutionized peasant life— 
not necessarily for the better—by bringing the peasants into the money econ- 
omy and by killing the natural economy of rural life, is unequaled. The rise 
of Russian industry, at first financed largely by Russian capital, and later 
by a flood of foreign investments, was extremely rapid from 1880 on, so that, 
as the author convincingly demonstrates, Russia had considerable industry, 
more highly concentrated in large units than German or American industry. 
But, as has been pointed out by others, Russian manufacturing had an un- 
certain base, owing to the limited purchasing power of the bulk of the popula- 
tion. Hence, heavy industry depended heavily upon government orders, while 
oil and sugar were largely exported. Even Russian textiles eagerly sought 
markets in Asia in order to make up for the weakness of the internal market. 

The author, a Soviet Marxist, naturally presents the imperial regime in a 
gloomy light. So impressive are his statistics, however, and so overpowering 
his bibliography that it is difficult to dispute his conclusions. Occasionally it is 
possible to see flaws. On page 757, for example, he stresses the great increase 
in the rate of return in the metal industry during World War I, neglecting to 
point out, however, that much of this apparent prosperity was caused by the 
currency inflation, which by the beginning of 1917 had brought the price 
index to 702 per cent of the prewar level. Thus, while Lyashchenko has ap- 
parently presented statistics from unimpeachable sources, his interpretation of 
them occasionally needs to be watched. 

If the reader is prepared to make allowances for the author’s ideological 
viewpoint, this should prove a very valuable book, filled with a wealth of 
information. While in the first part of the book the translator was unable 
to provide proper English equivalents for many of the technical terms, on the 
whole the translation is remarkably smooth and readable. The American 
Council of Learned Societies has done well to make a Russian work of 
such importance available to the American public. 

Joun SHELTON CuRTISS 

Duke University 


Westward Expansion. A History of the American Frontier. By Ray ALLEN 
BILLINGTON, with the collaboration of James BLatne Hepcrs. (New 
York: Macmillan. Pp. 873. Trade ed., $8.50; college ed., $6.25.) 


This latest addition to the general works on the westward movement is the 
' most detailed and comprehensive treatment of the subject available. Be- 
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ginning with the planting of the European colonies in North America, the 
author carries the story down to the end of the 19th century. There are 756 
large pages of text, including 89 maps, followed by an excellent “Biblio- 
graphical Note,” which runs to 75 double-column pages of fine print, and a 
38-page index. Approximately 200 pages each are allotted to the first two 
sections into which the work is divided—the colonial frontier and the trans- 
Appalachian frontier—and more than 300 pages to the third and final section 
on the trans-Mississippi frontier. The volume begins with a brief chapter on 
“The Frontier Hypothesis” and concludes, with another on “The Frontier 
Heritage.” 

In each of the three sections, the main body of the material consists of 
chapters which describe the advance of the several frontiers of exploitation and 
settlement within specific geographic regions, The narrative describes the 
course and incidents of frontier advance in relation to the controlling geo- 
graphic, political, and economic conditions. These descriptive chapters are 
supplemented by others dealing with specific problems, aspects, or phases in the 
history of the westward movement. As might be expected in a study of expan- 
sion, a number of chapters are devoted to the military and diplomatic aspects of 
westward advance. “The French Barrier, 1615-1763,” “The War of 1812,” 
“The War with Mexico, 1846-1850,” and “The Indian Barrier, 1860-1887,” 
deal with warfare arising more or less directly from territorial expansion. 
Three closely related chapters, the contribution of Professor Hedges to this 
volume, deal with the occupation of Texas, California and Oregon, respec- 
tively. Two other chapters, “The West in the American Revolution” and “The 
West and Slavery” reflect the tendency of frontier historians to identify 
westward expansion prominently with the Revolution and the Civil War. 

Still another group of four chapters is devoted specifically to the rise and 
development of sectionalism in its economic and political manifestations 
during the period 1815-1850. Other chapters, including some of the beSt in 
the book, deal with what might be called the “occupational” frontiers: “The 
_ Traders’ Frontier, 1776-1840”; “The Miners’ Frontier, 1858-1875”; “The 
Cattlemen’s Frontier, 1865-1887”; and “The Farmers’ Frontier, 1870-1890.” 
Transportation as a key factor in expansion is emphasized throughout the 
study. There are numerous excellent maps of transportation routes and one 
chapter, “The Transportation Frontier, 1858-1884,” is devoted entirely to 
this factor. The important réle of geography is reflected in the organizational 
structure of the volume and receives attention in all the chapters dealing 
with frontier advance in specific regions. The section on the trans-Mississippi 
frontier opens with a chapter on the geography of the western half of the 
continent. The concluding chapters—‘‘The Agrarian Revolt” and “The 
Frontier Heritage”—round off the volume with the customary review of the 
impact. of the frontier upon American institutions and culture and the 
significance of the “end” of the westward movement. 

What interest has this volume for economists? Obviously, its subject, the 
occupation and pioneering development of the basic natural resources of the 
continent, has great interest for any one concerned with the growth of the 
American economy in its pre-industrial, agricultural phase. It is possible to 


664 THE AMERICAN ECONOMIC REVIEW 


follow here, in general terms at least, the evolution of patterns of resource use, 
as affected by pioneer folkways, land policy and the techniques of exploitation 
devised under frontier conditions. The excellent chapters on the “occupa- 
tional” frontiers, especially those dealing with trading and mining and the 
extended attention given throughout the study to the rôle of land speculation 
and to transportation will be helpful to all students of American economic 
growth. There is some question, however, whether the advantages of observ- 
ing the pioneering phase of our economic development from a viewpoint which 
relates all things to physical expansion are sufficient to compensate for the 
disadvantages resulting from the necessity of ignoring or slighting the many 
other phases of economic evolution which cannot readily be associated with 
the frontier advance. From the viewpoint of subject matter, this volume 
provides a useful supplement to discussion of the same topics presented in the 
context of American economic development as a whole in such texts as Wright 
and Kirkland. 

What does this work offer the economist in the way of insight into and 
interpretation of the processes of our economic growth? On the whole, the 
treatment here is descriptive rather than interpretative. As is evident from the 
contents as reviewed above, Westward Expansion is developed within the 
conceptual framework of the frontier hypothesis of Frederick Jackson 
Turner, briefly reviewed in Chapter 1. Indeed, as is stated in fhe preface, the 
plan of the volume is drawn, approximately, from the outline of Turner’s 
course on the history of the frontier. Within this scheme, Professor Billington 
gives his readers a carefully developed but conventional treatment of a 
familiar theme, a treatment which, while making many minor adjustments in 
accord with revisionist criticisms of the hypothesis, still leaves the main 
structure of the traditional interpretation intact. However desirable this 
handling of the subject may be in terms of the textbook market, in relation to 
the broader needs of workers in this field, it can only be regarded as un- 
fortunate. It simply serves to perpetuate a mode of analysis which has lost 
much of the vitality which it possessed in the hands of the original formulator. 
As the numerous critical essays devoted to a revision of the frontier hypothesis 
during the past ten or fifteen years have demonstrated, what is badly needed 
is not further plodding along the now deeply worn paths which Turner first 
marked out. The urgent need is for re-examination, for re-evaluation, and, 
it might be added, for a thorough recasting of the traditional treatment of 
the westward movement. 

Consider, for example, the subject of sectionalism which Professor Billing- 
ton has covered in a series of excellent chapters. As a socio-economic 
phenomenon of the 19th century, sectionalism is identified less with the oc- 
cupation and settlement of the continent than with the process of economic 
specialization which followed the pioneering phase of agricultural settlement. 
Tradition prescribes, however, that the concepts of frontier and sectionalism, 
united chiefly by the personality of the historian who conceived them, shall 
be handled together, and so they are in this work. Again, consider the 

“unique” character of the frontier phase of American development, much 
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stressed, and properly so in the exposition of a novel interpretation by Turner, 
who devoted his lifetime to the elaboration of this “American” phenomenon. 
Bewitched by the doctrine of uniqueness, the followers of Turner almost 
wholly ignored the rich possibilities of the comparative study of frontiers. In 
recent years, however, other historians have called attention to the existence 
in other countries, in both the Old World and the New, of frontier processes 
comparable in many essential respects to our own. Here, too, is a splendid but 
neglected opportunity to place the study of the American frontier in a per- 
spective that would provide balance and a sense of proportion in a field 
where they are much needed. A more general awareness of the community of 
experience which we share with many other peoples in the world would, perhaps, 
serve to soften the conviction of uniqueness of American ways which is one of 
the supports of present day conceptions of our manifest destiny. Conceivably, 
too, we might gain new understanding of our own national growth. 

Still another opportunity for placing the westward movement in clearer 
historical and economic perspective neglected in this study is offered by the 
many studies of other types of internal migration which have been made by 
economists and sociologists during the past twenty years. The internal migra- 
tions associated with the growth of cities, with the rise of a complex industrial 
economy and the attendant seasonal and secular fluctuations in employment, 
and with regional shifts of population have much in common with the west- 
ward movement. They can profitably be studied along with the westward 
movement, as Carter Goodrich and his associates have demonstrated so ably 
in their classic depression study, Migration and Economic Opportunity. 

The reviewer may seem unfairly to have selected Professor Billington as 
a whipping boy to expiate the (alleged) sins of the entire school of frontier 
historians. In justice to the author, it must therefore be said that within the 
framework of the westward movement as conventionally defined and in- 
terpreted, this volume, in the reviewer’s opinion, is in many respects the best 
of its class. The extensive annotated bibliography in itself makes Westward 
Expansion an indispensable reference work for students of American economic 
and social development. 

Louis C. HUNTER 

Industrial College of the Armed Forces 


Government and the American Economy—1870-Presenit. By THOMAS G. 
MANNING and Davin M. Potter. (New York: Henry Holt. 1950. Pp. 
xvi, 464. $3.25.) 


This volume gives source materials for the explication of particular de- 
velopments in the period without sacrificing historical continuity. The connec- 
tion is accomplished by excellent introductory sections and linkages by the 
editors. Irrelevant and confusing material—a drawback of many source books 
—has been avoided; on the contrary, imagination has been shown in finding 
and presenting pertinent, illuminating documents and interpretations. 

The editors prefer this kind of class aid to the ordinary textbook, and 
built up their volume (as well as another earlier one) to answer their demand 
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for authentic reports from many quarters. Many will agree with their desire 
and will find their offering most satisfying. The textbook, on the other hand, 
has its claims also. Where the whole story has been viewed by one observer, 
the interpretation is apt to be more unified, and emphasis better distributed, 
than where numerous persons—specialists in particular episodes or partici- 
pants in trials or strikes or debates—are giving their testimony. In the latter 
case, each one thinks his account is most important. In this volume, e.g., the 
description of Progressivism (p. 228), the unconscious exaggeration leaves 
the student unprepared for the advances in social thought and action thirty 
years later. 

We shall never know what history was. Certainly we are obliged to study 
the utterances and actions of those who took part at each stage, but then 
comes the problem of fitting pieces together into a pattern. The patterns will 
be as various as the scholars who fashion them. But better some design than 
bits and pieces, no matter how genuine. All notes exist in a silent harp; the 
magic is in the fingers that pluck the strings. 

The present reviewer would make a compromise and use a handy volume of 
source selections—this one is first-rate—along with a secondary or textbook 
viewing the period as a whole. In such an arrangement the introductory 
sections and paragraphs in the work of Messrs. Manning and Potter do not 
come amiss, but serve to give another slant that will be welcome. 

Broapus MITCHELL 

Rutgers University 


Puerto Ricos Economic Future. By Harvey S. Prertorr. (Chicago: Uni- 
versity of Chicago Press. 1950. Pp. xv, 417. $4.75.) 


This, the latest of a long series of studies dealing with Puerto Rico and its 
problems, is a notable contribution to the already rich bibliography concern- 
ing the island. Superficial review would indicate that no state or common- 
wealth, no other possession or territory under the American flag has ever been 
studied either as extensively or intensively as has this Caribbean possession. 
The work done is more noteworthy for its quality than its extensiveness. 

Victor Clark, Gayer, Homan, James, Lydia Roberts, Senior, Tugwell and 
Caroline Ware are among the economists and sociologists who have examined 
the problems. The U.S. Tariff Commission, Department of Labor, Depart- 
ment of Interior and other federal agencies have also made detailed studies 
of the island, its people, trade, resources and its problems. The insular govern- 
ment and the Puertoriquefios have carefully scrutinized and described various 
aspects of the situation. 

Puerto Rico’s Economic Future has not only brought all of these previous 
efforts into a comprehensive tome but also has gone far beyond any prior 
efforts in attempting to present potential solutions to the basic problem. 
Guided by the philosophy “crucial social problems sometimes get distorted in 
popular discussions through special-interest treatment, through prejudice, 
and even through the weariness which comes from constant contact with 
relatively unpleasant facts” (p. 189), Perloff has done an excellent job of 
avoiding these pitfalls. His treatment is characterized throughout by intel- 
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In this connection, I wonder if Perloff meant to say “Since Puerto Rican labor 
costs are generally below even those of the southeastern United States” (p. 
339), On page 340, he says “The existence of lower hourly wages is not 
sufficient to attract such industries if, at the same time, labor productivity is 
relatively low.” Productivity multiplied by labor prices equals labor cost and 
in Puerto Rico low wages have not meant low labor cost because of the pro- 
ductivity factor. i 

Puerto Rico now enjoys a higher standard of living than that found in the 
rest of the Caribbean area, in most Central and South American and in some 
European countries. For the person not familiar with the living standards in 
these areas, it will come as a shock that the $271 per capita achieved in 
Puerto Rico in 1946 (continental United States, $1272) represented an 
all-time high. Careful study of Perloff’s data indicates how temporary even 
this high point may be since it relies heavily upon expenditures by both 
federal and insular governments and these are income sources which may not 
continue to be available at such high levels. 

It would be very helpful if the Puerto Rico Planning, Urbanizing and 
Zoning Board would indicate the extent to which Perloff’s program can and 
should be translated into a plan of action for the insular government. With 
this as a goal they could then provide each year in their annual -report a 
measure of progress made and a critical analysis of the successful and less than 
successful measures and reasons for the present status of the program. 

This would not only help measure progress towards the goals but also would 
indicate the possibility of achieving the described aims. Such a case history 
would provide the basis for determining the extent to which education can 
be substituted for evolution. As Perloff puts it, “Puerto Rico cannot afford 
to go through a demographic-industrial evolution spanning a time period com- 
parable to that involved in the development of the countries in question 
(Switzerland, Belgium, Sweden, Netherlands, and Austria), że., a transition 
period of two to three centuries” (p. 194). To the extent that the process of 
adjustment can be speeded up, it will provide direct benefits for Puerto Rico 
and a basis for methods for use in other countries. 

There has been much hope for resolving the Puerto Rican problem since the 
advent of Mufioz Marin in 1940. His personal idealism, integrity, and broad 
capabilities are rarely found anywhere. To his natural talents have been 
added the advantageous accident of the New Deal efforts to do something for 
the island and the heroic and forward-looking work of Tugwell during his 
tenure as governor. 

“Operation Boot Strap” which is the term frequently applied to the Muñoz 
Marin program is an idealistic effort conceived and executed with an au- 
propriate measure of realism. It is worth the careful study of anyone inter- 
ested in the world-wide potentialities of capitalistic democracy. It is im- 
mediately important to those who will support and administer Mr. Truman’s 
Point Four Program. Perloff’s book, therefore, has a dual value at this time: 
first, as an extraordinarily good analysis of Puerto Rico, its problems and its 
future; and second, as a case study to be used by those who will formulate 
and execute economic programs in the “‘to-be-developed” areas of the world. 
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The twenty-one chapters are organized into four major groups: Part I 
covers the historical backgrounds; basic economic factors and trends make up 
Part II; the population problem is singled out for special treatment in Part 
III; and Part IV presents economic planning applied in the form of major 
programs. Over one hundred tables and twenty charts are used to summarize 
and analyze the principal economic and social factors. The book is an excellent 
reference to source material on Puerto Rico and for methods of analysis to be 
applied to other underdeveloped areas. 

Davin Novick 

Santa Monica, California 


Economic Survey of Latin America, 1948. Prepared by the Secretariat of 
the U.N. Economic Commission for Latin America. (New York: Colum- 
bia University Press. 1949. Pp. xx, 279. $2.00.) 


This excellent volume reflects the wealth of resources, in terms of both 
factual material and personnel, that is at the disposal of the United Nations’ 
Economic Commission for Latin America. Specialists in the area and general 
students of international economics will welcome the study, the first of its 
kind undertaken by the Commission, and they will look forward to similar 
high-quality Surveys in the years to come. 

The volume consists of two parts, the first of which deals with trends in 
production and the second with facts and figures in the fields of population, 
transportation, foreign trade, the balance of payments, and inflation. In pro- 
duction, the major conclusions concern the growth of industrial output, 
which increased 50 per cent from 1937 to 1947 in those countries already in 
a relatively advanced stage of development and 30 per cent in the other 
Latin American countries. With few exceptions, among which we find Argen- 
tina, the increase in industrial output was achieved without sacrificing output 
in primary production. The 1948 Survey is not the first publication to point 
out this fact—we already knew of the spread of technical progress and the 
relative abundance of resources in fields of primary production, and espe- 
cially in agriculture. What the Survey does is to enable us to pin down a 
number of points previously dealt with inconclusively by arm-chair econ- 
omists. Despite the growth of industrial production, however, agriculture still 
dominates the Latin American economy, accounting for 60 per cent of total 
employment and a little over half of total output. 

The first chapter, on manufacturing, is perhaps the most interesting. It 
would be valuable for its data alone—on production by industries and by 
countries. It is doubly useful for dealing with the relation between indus- 
trialization and foreign trade. If living standards are to be raised appreciably, 
the supply of manufactures must be greatly increased. Some increase may be 
realized through Jarger imports of such goods; but the Commission is not 
optimistic about the results that are likely to be achieved by this means, 
mainly because it holds that payment via exports is limited by the relatively 
small margin of primary production available for export. The Commission 
argues, for example, that in 1939 it would have required a third of total 
world imports (not Just imports of manufactures) to give Argentina, Brazil, 
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Chile, and Mexico a per capita supply of manufactures equal to just half of 
Canada’s supply in that year. This is supposed to show that “a completely 
unrealistic volume of foreign trade” is required to raise Latin American im- 
ports of manufactures to desirable levels. Is not this dangerously close to 
crude argument by analogy? The issue is fundamental. Here it can only be 
pointed out that Canada did not achieve her enviable position overnight, and 
that Canada and Latin America are not at all comparable on the crucial mat-’ 
ter of the ratio of resources to population. Nevertheless, we may accept the 
Commission’s conclusion that Latin America will have to rely principally on 
industrialization. In this connection, it is refreshing to note that the Com- 
mission emphasizes the point that if “balanced economic development” is to 
be achieved, there will have to be improvements in technology in agriculture, ` 
transportation, power production, and in commodity distribution. Incidentally, 
the whole picture reveals strikingly the potentialities of an imaginative Point 
Four program for the area. 

There is a major gap in the study in that it does not include a systematic 
analysis of public finance. This should be an integral part of the treatment of 
Latin American balance-of-payments and inflation problems. The volume is 
also without an index. Valuable reference sources such as this should be in- 
dexed. 

VIRGIL SALERA 

San Jose College 


Wealth and Welfare-—The Backgrounds of American Economics. By NORMAN 
Ware. (New York: William Sloane Associates. 1949. Pp. 231. $2.50; 
text, $1.90.) 

This breezy little volume will not be understood unless its historical (“back- 
grounds”) feature is recognized as support for a conception of the “American 
system” expressed toward the end. As the subtitle indicates, economics (the 
“science” or body of knowledge and principles) rather than economy itself 
(the socially organized process) is historically treated. There is some economic 
history in the second or narrower sense. However, the treatment is sparse and 
on a discouraging number of points erroneous. Even the better chapters on 
doctrine (Chapter 9 on the Physiocrats and scattered discussion of Hamilton- 
ian “Mercantilism,” Jeffersonian “Physiocracy” and eventual compromises 
with populism and socialism in America) could be called opinionated. Obvi- 
ously four pages on Communism and two on British Socialism (fairly critical 
and roughly neutral, respectively) cannot make much of a contribution. 

I think that undergraduates who read this book, particularly elementary 
students, might be confused and misled. The period 800 to 1400 was not “the 
early middle ages” (Chap. 2). Vassals were not peasants (p. 16 and reiter- 
ated). Manorial strips were not assigned annually (p. 19). It is not true that 
“there was little poverty,” that “the people . . . ate and drank much” (p. 21), 
that “the medieval French system held on with minor changes to 1789” (p. 
73) or that “the guild was merely the manor adapted to industry and com- 
merce” (p. 94). Walpole was chief minister for twenty-one years, not fifty 
(p. 59). Charles I is evidently confused with James II (p. 99). There are 
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comical slips such as “Hero of Alexander” (misdated as well as misspelled) 
and Leopold for Leopard as the ship which fired on the Chesapeake. Presum- 
ably the author thinks that the Statute of Artificers (or Apprentices) repre- 
sents two different laws (pp. 97, 98). One gets the feeling that the text was 
not checked——not even with a dictionary and a one-volume encyclopaedia. 

As one side of a possible debate, “the American system of regulated and 
supported enterprise,” and “a joint farmer, enterpriser, labor alliance” (p. 
205 and much elsewhere in similar vein) have a suggestiveness. However, 
misgivings in more than detail will not down. It would not be generally ac- 
cepted that multiple origins rather than frontiers with ample good land ex- 
plain the peculiarities of the United States (p. 145, but apparently contra- 
dicted on p. 163). I have thinly sampled here what I consider to be the gross 
errors and vague to meaningless statements in the book. Asking the inevitable 
questions for what and for whom it is suited, I have found no satisfactory 
answers. 

M. M. KnicHt 

University of California, Berkeley 


Economic Systems; Planning and Reform; Cooperation 


The Economic Role of the State. By WILLIAM A, ORTON. ( Chicago: Univer- 
sity of Chicago Press. 1950. Pp. x, ‘192. $3.00.) 


In these wise and witty lectures (a revision of addresses given at the Uni- 
versity of Chicago in October, 1948) the author of The Liberal Tradition, 
argues that the functions of the State are essentially moral, not economic, and 
that they can only be discovered and respected by “a frequent recurrence to 
the fundamental principles referred to in the Virginia Declaration of Rights 
(1776): 


No free government, or the blessing of liberty, can be preserved to any people, 
but by a firm adherence to justice, moderation, temperance, frugality and virtue 
and by a frequent recurrence to fundamental principles. 


This is Orton’s text. Old-fashioned liberals will read this slim volume with 
pleasure. It is to be hoped that eager reformers, who would use the coercive 
power of the State to bring Utopia here and now, will not neglect it. 

Orton argues that the unique characteristic of the modern State is the 
power of coercion. This power is legitimate only in so far as it respects the 
individual and the voluntary groups that make up society. The Good Society 
is one that favors the development of free self-governing personalities. This 
development is good because of “a latent predisposition in human nature to 
recognize certain broad standards of right and wrong as of universal validity.” 
(Orton pleads here for a return to the philosophy of the Common Law.) 
The State is the executive agent of an essentially voluntaristic community 
which has grown into a tacit consensus. Coercion can not produce this consen- 
sus. On the contrary, it frustrates the natural course of development. Freedom 
is of the essence of the Good Society. “It is simply meaningless to extol 
political freedom and disparage economic freedom.” The threat to our liber- 
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ties comes from the side of impatient utopian planners who would use the 
coercive powers of the State to accomplish ends which they regard as good, 
and who are blind to the dangers of tyranny because they always see them- 
selves as the wise and beneficent controllers of Power. 

After this recurrence to fundamental principles, one would expect a declara- 
tion of faith in the justice of the untrammeled market such as is to be found 
in Mises’ Human Action. It will come as a surprise, therefore, to many readers 
to discover that Orton is prepared to see the modern state guarantee (though 
not necessarily provide) a minimum subsistence and impose upon business the 
responsibility for paying a fair wage. “The policy of the guaranteed mini- 
mum,” he writes, “is a sound political principle because it expresses an almost 
universal and spontaneous sense of solidarity; and that makes it a moral 
principle rather than an economic one” (p. 144). He recognizes that coercion 
is involved and that his sound principle will be vitiated if pressure groups 
succeed in imposing too high a standard. 

The reviewer is highly sceptical of some of Professor Orton’s practical con- 
clusions—such as those just cited. Can democratic processes operating 
through Washington be content with the modest minimum that Orton has 
in mind? Would Committees appointed from Washington read into the word 
“fair” the meaning he reads into it? (He objects to the cents per hour defini- 
tion of our Fair Labor Standards Act.) If the reviewer could debate the mat- 
ter with Professor Orton, he suspects that a consensus might emerge along 
these lines: The State can be trusted to carry out its moral obligations pro- 
vided (1) that the unit of government involved is close to the people and (2) 
that it does not possess the unlimited power to tax and borrow and to throw 
up protective barriers around the society it is attempting to help. But will 
national governments, with their income taxes, their access (thinly disguised) 
to the printing press, their control of the movement of men and of goods 
across national frontiers curb the appetites of the masses? Can they do any- 
thing else but go through the five stages on the road to tyranny which Orton 
points out so effectively in his chapter entitled “From Humanism to Paternal- 
ism”? 

Orton deplores political centralization; he extols the virtues of local self- 
government. The reviewer wishes that he had been more explicit regarding 
the location of political authority. Perhaps a more frequent “recurrence to 
fundamental principles” would salvage for us before it is too late the great 
political principles of federalism. Welfare measures cannot get out of hand as 
long as they are locally financed and locally administered. Turn them over to 
national governments, however, and the national anarchy which Orton de- 
plores may very well follow. 

JoHN V. VAN SICKLE 

Wabash College 


Socialiser dans la Liberté: La Vocation de l Europe. By GEORGES LASSERRE. 
(Paris: Albin Michel. 1949, Pp. 315.) 

Professor Lasserre’s work may be interpreted as a neo-utopian-socialist re- 

buttal to Hayek’s Road to Serfdom. He asserts and sustains a distinction 


BOOK REVIEWS 673 


between the control of the enterprise and of the market: the enterprise may 
be either capitalistic or socialistic; the market may be automatic or regulated. 
The market constantly evolved through successive stages: “liberal capitalism,” 
“monopolistic capitalism,” “managed economy” (New Deal), and finally (in 
some countries) “planned economy.” Although planned economy took the form 
of “planned capitalism” in Nazi Germany, the inevitable trend is toward 
“planned: socialism.” The main question today is whether planned socialism 
will be democratic or authoritarian (as in the U.S.S.R.). The ineluctable tend- 
ency toward planning was temporarily interrupted by postwar selfish neo- 
liberalism, which, seeking to “free” the economy, has succeeded only in invit- 
ing depression, revolution, and totalitarian dictatorship; in short, traveling the 
road to serfdom. 

Democratic socialism can be achieved, says Lasserre, only by a conscious 
reform to effect a reintegration of our heritage of the Greco-Roman and 
Judeo-Christian traditions. The Russian values of fraternity, solidarity, com- 
munity must be synthesized with the Western values of personal liberty and 
democracy. This reconciliation is “la vocation de PEurope du XX® siècle.” 

Lasserre envisages a democratic, humanistic, integrated society based on 
cooperativism, Within the enterprise, emancipation of workers can be achieved 
by workers’ corporations which contract with cooperatives to produce a given 
quantity and quality of output. This “industrial democracy” is complemented 
by the “economic democracy” of consumer cooperatives which supply the 
capital and, in federations, do the over-all planning. The state merely plays 
the rôle of arbiter in case of disputes. 

In trying to educate by popularizing Lasserre often vulgarizes and violates 
the canons of academic usage: e.g., his simplistic Marx-esque account of cap- 
italism; his citing of books by a bare reference to author and title; his fre- 
quent quoting of index numbers without stating source or even base year; etc. 
Moreover, in the judgment of the reviewer, his analysis is superficial and his 
recommendations are utopian. Utopianism may be dangerously misleading, as 
in confusing the borrowing of constructive Soviet innovations with the lulling 
hope of reform within Russia. Nevertheless, Lasserre has the rare virtues of 
catholicity, moral concern, and a constant orientation around the fundamental 
social problem of our time—how to channelize the current great transforma- 
tion toward the good society. It is unfortunate that this sound orientation did 
not lead to sound answers. 

ALLEN M. SIEVERS 

University of Massachusetts 


National Income and Social Accounting 


Comparative Productivity in British and American Industry. By L. ROSTAS. 
National Institute of Economic and Social Research Occas. Paper No. 
XII. (New York: Cambridge Univ. Press. 1949. Pp. xxiii, 263. $4.00.) 

The comparison of productivity between countries has become of consider- 
able significance in international affairs since the end of World War II. Dr. 

Rostas’ contribution in the area of productivity is not in up-to-date figures 
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on how much more productive the United States is than Great Britain, but in 
the development of techniques for the computation and analysis of the relative 
productivity of two or more countries. This is an exploratory work in an area 
of economics where little basic research has been done, and Dr. Rostas’ pres- 
enfation of all his data and techniques opens the door to further research in 
this field. He emphasizes again and again the possible weaknesses in his pro- 
cedures, and he makes the necessary reservations in his generalizations. The 
study is addressed, both in style and content, to the technical reader, and will 
have little appeal to the general public. 

The main subject of the book is the comparison of productivity of labor 
as measured by physical output per worker or per man-hour in British and 
American manufacturing industry; and the importance of such comparisons, 
to Dr. Rostas, is to throw light on relative real incomes, and thus on relative 
standards of living in the different countries. The text of the study (plus 24 
supporting tables) is covered in 93 pages. The appendices cover over 150 
pages, and include the raw data and the procedures for the international 
productivity comparisons in 31 manufacturing industries and six nonmanufac- 
turing industries. 

The general procedure used by Dr. Rostas is to compare the physical out- 
put per employee in the several branches of manufacturing in order to build 
up a picture of how output per worker compares in manufacturing industry 
as a whole. He then proceeds, “in a rougher way,” to compare physical out- 
put per worker in several branches of the national economy in order to build 
up a picture of how output per worker compares in the national economy 
as a whole of the different countries. He necessarily confines his comparisons 
to industries which have a rather simple product structure and to industries 
which produce approximately homogeneous products. He is aware of the limi- 
tations of the concept, “output per worker,” and attempts to take into ac- 
count, therefore, the use of raw material and fuel per unit of output, and the 
use of labor needed to maintain capital. 

Notwithstanding the many difficulties involved, the author comes through 
with a productivity comparison of the United States and Great Britain. 
According to Dr. Rostas’ statistics, average productivity for 31 manufacturing 
industries in the prewar period of 1935-39 was at least twice (about 2.2 times) 
as high in the United States as in Britain. If allowance is made for the shorter 
working week in the United States, output per man-hour was perhaps 2.8 
times as high in the United States as in Britain. The 31 industries included in 
this comparison together accounted for about half of the value of net output 
in Britain and two-fifths of the value of net output in United States manufac- 
turing industry. 

A comparison of real income in different countries is one of the principal 
purposes of the study, and it is attempted by comparing the productivity of 
labor in the different branches of the national economy. Before proceeding 
from productivity comparisons to real income comparisons, a number of other 
factors are considered. The most important factor considered is the distribu- 
tion of the working population between different industries. Another factor 
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which enters into real income comparisons between countries is differences in 
the proportion of working population to total population and in the number 
of hours worked by the working population. A number of other factors are 
also taken into account. On the basis of these factors affecting physical output 
per worker, real income per capita in the United States is calculated to have 
been only 18 per cent greater than in Great Britain during the period 1935-39. 

For the technician, this relatively short study has many insights to offer in 
the area, of relative productivity; but a complete understanding of techniques 
involves considerable sifting of raw data and statistics to see where the 
author is leading. For the nontechnical reader, the book offers very little. 
Little attempt is made by the author to explain some of his more complex 
ideas; and even some relatively simple concepts are complicated by the incon- 
sistent use of terms. The phrase “per head,” for example, is sometimes used 
to mean “per worker” and sometimes used to mean “per capita of total popu- 
lation.” 

Morris A. Horowitz 
University of Illinois 


Business Fluctuations; Prices 


The Theory of Fluctuations in Contemporary Economic Thought. By SIDNEY 
D. MERLIN. (New York: Columbia Univ. Press. 1949. Pp. 168. $2.75.) 


Dr. Merlin’s study is less comprehensive than its title would suggest. He 
has concentrated his attention on Hicksian Dynamics, Keynesian Theory, 
Swedish Sequence Analysis, and Econometrics in an attempt to show that 
systems based on modified equilibrium concepts leave fluctuations in employ- 
ment and prices unexplained. The theories, he finds, shed light on various 
factors affecting cyclical movements, but fail to yield a satisfactory explana- 
tion of cycles or of cyclical changes in employment. Not only are these theor- 
ies insufficiently concerned with cycles as such, but they attempt to achieve 
determinacy without accounting for the changing expectations on which they 
lay such stress. Econometric analysis tends to keep important causal forces 
impounded in random factors or in the data. 

The examination of these theoretical schemes occupies three-fourths of the 
book, and the author does his best work here. The level of the treatment is 
appropriate to its object, and the theories are adequately summarized and 
effectively discussed. If Dr. Merlin has not read widely, he has read thought- 
fully and has pondered what he has: read. He has mastered details without 
getting lost in them, and he has succeeded in placing some involved matters 
in clear perspective. Readers who wish to do likewise will find these pages 
worth their attention. They may also wish to consult Dr. Merlin’s essay in 
the Quarterly Journal of Economics for February, 1945, a paper which the 
author himself, with a rare modesty, has neglected to mention. 

Dr. Merlin concludes that the cycle and its causation should be regarded as 
“an integral part of the economic system and its long-run development” (p. 
90), and that “a theory of economic development niay be a prerequisite to a 
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theory of cyclical (or other) fluctuations in investment in a system of private 
enterprise” (p. 119). In the last fourth of his book, he suggests that unstable 
conditions confronting new investment, labor-saving innovations, and the 
growth of monopolistic practices were the three principal long-run causes of 
unemployment after World War I, and that the short-run irregularity of in- 
vestment activity should be viewed against the background of these interact- 
ing elements. The short-run upper turning point may come, he thinks, “when 
new investment in productive capacity has increased to a point where the 
proportion of new to old equipment is relatively high, overhead costs have 
risen substantially, and the rate of increase of output has outstripped that of 
consumer purchasing power concurrent with the growth of income concentra- 
tion” (pp. 138-39). 

Standards of presentation are low nowadays. The excessive use and misuse 
of parentheses, the abuse of Latin abbreviations in foot-notes, and errors in 
citations are to be found in the work of eminent economists. Dr. Merlin is 
thus in good company, and I shall confine myself to a few comments. Paren- 
theses are employed some 200 times in 150 pages. Jbid. and op. cit. keep the 
reader thumbing back and forth to see what is at stake. The op. cit., p. 151, 
n. 5, apparently refers to a work last cited on page 87, n. 49, and there inac- 
_ curately. The footnotes contain a dozen errors sufficiently glaring to attract 
the reader’s notice; the bibliography half as many. 

RICHARD V. CLEMENCE 

Wellesley College 


International Commodity Stockpiling as an Economic Stabilizer. By M. K. 
BENNETT and Associates. (Stanford: Stanford Univ. Press. 1949. Pp. 
viii, 205, $3.00.) 

In this book the staff of the Food Research Institute examines the Com- 
modity Reserve Proposal of Mr. Benjamin Graham and suggests an alterna- 
tive plan. There are two principal modifications of the CRP, which is treated 
primarily as a contracyclical measure. In the first place, in his analysis of the 
monetary and financial aspects of the CRP, Professor E. $, Shaw rejects its 
kernel idea—the monetization of composite commodity units. He points out 
that there is not a clear relation between the phases of the cycle and varia- 
tions in monetary reserves. Thus, the expansion of reserves through the pur- 
chase of units by a CRP agency may not prove an effective way of inducing 
an upturn. Moreover, the CRP would not necessarily promote the conditions 
necessary for achieving exchange-rate stability and would, as a symmetallic 
device, prove inherently unstable. He also criticizes an error rampant in Mr. 
Graham’s books that the acceptability of a currency depends on its reserve 
backing, but in treating international acceptability he does not prove his case 
since he argues by national analogy (p. 33). The commodity (or gold) back- 
ing of a currency transferred internationally is indeed important in determin- 
ing its general acceptability. As an alternative to the monetization of com- 
modities, he proposes that an international agency be set up with an equity 


* Cf. C. D. Calsoyas, “Commodity Currency and Commodity Storage,” Am. Econ. Rev., 
Vol. XXXVIII, No. 3 (June, 1948), pp. 345-48. 
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contributed by member countries and that the agency float gilt-edged securi- 
ties in order to raise funds for the purchase of units during a depression. He 
indicates the difficulties such a procedure would involve, including problems 
arising from the balance-of-payments position of various countries and the 
difficulties of transferring funds; but he is not pessimistic. about the possibility 
of successful operation. 

The advocates of a buffer stock with composite units advance as one of its 
chief merits the fact that the prices of individual commodities in the unit will 
be free to fluctuate in accordance with peculiar supply and demand conditions 
and that the attempts of raw-materials producers to set high floors on the 
prices of commodities will be foiled. Three comments are suggested. First, the 
proponents assume that producers will enter the circle of the damned and 
remain there without protest. Second, in attempting to remove an artificial 
instability introduced by CRP operations, they nullify that assumption in the 
CRP operating rules. Third, having introduced the possibility of producer 
pressure, they appear to believe that black and white articles of agreement 
are proof against producer pressures in some way immorally excessive. The 
artificial instability of the CRP is a consequence of the fact that the com- 
modities in the unit are bought and sold in fixed relative amounts. The Gra- 
ham CRP provides that the purchase and sale of units would begin when the 
price index deviated +5 from an unspecified price level. Operations in units 
would affect individual commodities in varying degrees, depending on elastici- 
ties of supply and demand, the physical amounts of the commodities in the 
unit, and the rate and direction in which individual prices had moved. Owing 
to the narrow range of possible variation of the unit price, conditions affect- 
ing only one or two crops could initiate operations and lead to inverse changes 
in the prices of other commodities in the unit, even though the prices of the 
latter were not in any way closely related to the former; e.g., the prices of 
wheat and rubber. 

The second important modification of the CRP suggested by the authors 
would cause artificial fluctuations of greater magnitude, since the alternative 
plan allows a price fall of 20 to 30 per cent before units are bought. For speci- 
fic commodities, moreover, this fairly large range can become even larger 
before any action is taken, when, e.g., only a few prices in the index are 
under pressure. The requirement that the price fall take place within an 
eighteen-month period allows a corrosive price deterioration of great magni- 
tude. The range of variation tends to free the commodity markets from the 
artificial effects of agency operations but virtually ensures large price fluctua- 
tions. Although ‘‘not much can be said in support of the idea that there is or 
ought to be a persisting relationship of the price of one commodity to any 
other” (p. 22), a great deal can be said against artificially inducing the col- 
lapse of one market or enhancing the profitability of another through com- 
posite-unit operations. In actual fact, however, the authors introduce the same 
problems involved in single-commodity buffer stocks when they state that as 
a “guard against the appearance of excessive or irrational price differentials 
between the several commodities in the unit” (p. 133), the agency could add 
or subtract commodities and alter the quantities of commodities in the unit, 
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This means that the agency would be responsible for deciding on the appro- 
priateness of the price movements of each commodity and indeed on the re- 
tention of stocks of those commodities under pressure. The authors show an 
almost complete lack of concern over the erratic price fluctuations which in- 
dividual commodities may undergo owing to supply conditions and curiously 
discover a virtue in the fact that the perplexed “producers would ... have 
hardly more of a basis for reckoning the probable price of any single com- 
modity than they would have in the absence of a CRS in operation” and that 
“decisions to expand output in particular directions, as producers inevitably 
must decide, would be scarcely easier to make than in the absence of a CRS” 
(p. 138). 

As the authors recognize, the modified CRP is neither a necessary nor a 
suficient measure for damping the amplitude of cyclical fluctuations. As soon 
as the bold monetization and price-stability features of the Graham CRP are 
severely modified, the spell is broken and composite commodity stabilization 
loses its simple charm. It is almost inconceivable that the industrialized coun- 
tries will fail to make use of devices now almost classical (and which the 
authors list) in order to prevent the recurrence of a severe depression. Fluc- 
tuations in the prices of raw materials owing to cyclical factars could be 
confined to a narrow range by action taken in the depression-breeding centers. 
An international agency should be established to deal in single commodities 
in order to eliminate fluctuations resulting from fortuitous supply conditions. 
Commodity buffer stocks, regulated in accordance with the peculiar condi- 
tions surrounding single commodities, would also have a contracyclical effect 
similar to that of the CRP, without its lack of precision. It must be recog- 
nized that producers will make their interests felt in open or devious ways. 
We should not shuffle them into the background and then express surprise 
when they reappear at awkward times to assert their reasonable or extrava- 
gant claims. They should be directly confronted by a strong international 
agency designed to achieve a moving stability in the prices of the world’s 
most important raw materials. 

C. D. CALSOYAS 

Rome, Italy 


Security for the People. By Rotanp W, BarTLETT. (Chicago: Wilcox & Fol- 
lett. 1949. Pp. vil, 303. $3.75.) 


This book by the chief of the department of agricultural economics of the 
University of Illinois is apparently designed for the general reader and not 
for the student in subject matters of economic organization. This does not 
mean, however, that teachers and college students should not take a look at it. 
In fact, it is imperative that they do if for no other reason than to observe 
a summary presentation of a complicated subject matter in 154 pages. Ap- 
pended are 141 pages of statistical tables and miscellaneous writings by other 
authors. These range from Lord Macauley on democracy, to steel-belt con- 
veyors, human engineering, cooperative organizations, federal milk orders, and 
the effect of recent basing point decisions. Presumably, these items and others 
are added to exhibit the historical trend of “ways of maintaining full em- 


BOOK REVIEWS 679 


ployment and high farm income” and, also, to manifest the contention of the 
author that further stock-taking of security assets is in order to protect econ- 
omic freedom. 

The idea of safeguarding economic freedom by preventing any serious 
future economic dislocation and suggesting how this be done is the thesis of 
this book. Monopolies and “the vested interests of the men running them” 
were the major cause of the Great Depression and these fellows are still in 
the saddle. They are the social cancer in our economic organization, one of 
“the rotten parts of our economy” that must be eradicated in order to stop 
World War III and strengthen the social fabric. There are other means that 
the author prescribes in the underwriting of economic uncertainty of which 
a restoration of constructive competition is but one important piece of 
surgery. The failure of private capitalism in Europe to destroy industrial 
monopoly is responsible for its decline. We should heed that observation and 
propagate that lesson. .. 

Chapter I proceeds in this temper and tempo. The author is vigorously 
cocksure of himself. He knows all the causes of depressions and all the an- 
swers too. He advocates a broad program of action wherein labor, industry, 
and agriculture will organize for the common good and let up in self-seeking. 
Toward this end it is imperative to break the power of monopolies; publicize 
wage and price policies and let the government umpire “the rules of the game” 
in the public interest; encourage cooperative associations and have govern- 
ment-operated businesses show the way; guarantee fifty-two pay checks a 
year; gear payrolls to value of product or to physical volume of output; ini- 
tiate educational plans to maintain full employment; and, finally, follow 
through by means of spending and taxing to alleviate depressions. Each of 
these points is discussed in subsequent chapters and is fortified with statistics 
—of which, so the author says, there are 200,000 tabulations and computa- 
tions. These are used for historical documentation and demonstration of direc- 
tion that government and business policy must take to escape social debacle. 
The price record of the heavy industries especially attests to unsocial prac- 
tices compared with the constructive record in markets of farm commodities 
and in the performance of farm cooperative associations. These latter have 
substituted “rules of the game” for the “laws of the jungle”; they have 
curbed monopolies and have conferred public benefits. Somehow the author 
seems overly fond of and partial to the intelligence of federal milk orders. He 
suggests that a federal order program for basic manufactures is called for so 
that they will be umpired into proper social gear. 

What is most to be criticized in Security for the People is the unscientific 
and intemperate use made of statistics; the ready sense of moral indignation 
about what the author regards as economic iniquities; and the injection of 
hackneyed opinions in support of undiluted sophistries. There are no premises 
upon which the function of inferential relationships and conditioning factors 
of causal variables are observed or discussed. In other words, there is no 
theory, no organization of ideas, no evidence of knowledge of the character 
of data upon which the validity of fundamental concomitant variations of 
time series is established. All we have here is a behavioristic interpretation of 
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time series that confuses similarity with fundamental relationships and that 
insists upon solutions by rule of thumb and intuition. It must be reiterated 
that an individual datum may be correct and unrepresentative at the same 
time; that an average may be serviceable provided that we know about the 
range of the data; and that economics is not a branch and tool of numerical 
data but that statistics are an instrument of social science for qualitative 
induction. 

The author is not at all modest in assessing and exercising his personal 
judgment in place of qualifications: this is true; in my opinion; we know that; 
look at the record; from my point of view; going along with all these facts; 
unquestionably; the indication is clear; small groups of shortsighted capital- 
ists; and so on, It is not true that England has liquidated its foreign invest- 
ments to pay for World War II. They are much too smart to engage in such 
folly. Over the period from 1938 to 1946 the yearly income from this source 
declined from £205 million to £150 million or about 27 per cent and, as John 
Jewkes puts it, this is “insignificant in relation to the real difficulties of the 
nation” (Ordeal by Planning, 1948, p. 215). Nor is it reasonable for the 
author to draw an unqualified and consequential analogy between Britain and 
the United States (if it were so!) that “the decadence of Britain is directly 
traceable to the ‘survival of the unfit’ leaders of private capitalism.” There is 
also a check in order on the contention that 50 per cent of the farmer coopera- 
tives in the United States paid corporate income taxes in 1945, Are these 
true cooperative organizations or quasi-cooperatives? (See Reg. III; Sec. 29, 
101 (12)-1, Federal Statutes, Income Tax Regulations). 

There is no doubt that some of the objectives that are presented in this 
book are socially desirable and that most of these are in evidence on verifiable 
experience. For the author, however, this fund of experience and the rate at 
which social progress obtains is altogether too slow and dangerous. It is 
necessary that things be speeded along, that we beat the drums and engage 
in rapid-fire delivery as he has done here. The book suffers from congestion, 
repetition, and bad composition. It lacks style, it is unusually bumpy, em- 
phasizes everything and so emphasizes nothing. The author will appreciate it 
if readers will call his attention “to any discrepancies or errors so that these 
may be corrected in a later edition.” I agree that this is not a bad idea. A 
new edition might also caution the reader by a prolegomenon to the preface. 
My choice is one by Will Rogers—‘“we know lots of things we used to didn’t 
know, but we don’t know any way to prevent ’em happening.” 

ERWIN GRAUE 

University of Idaho 


Money and Banking; Short-Term ‘Credit; Consumer Finance 
Monetary Theory and Public Policy. By KennetH K. Kurruara. (New 
York: W. W. Norton. 1950. Pp. xiv, 393. $4.00.) 


The primary purpose of this book, as stated by its author, is to fill the gap 
between the esoteric literature and the standard textbooks and to provide 
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supplementary materials for use in courses on business cycles, money and 
banking, economic theory, and other related fields. Its content, degree of 
difficulty, and general style make it suitable for use in advanced undergradu- 
ate courses and as introductory readings at the graduate level where a Keynes- 
lan approach is desired. 

The book is divided into three principal parts. The first, which is largely 
introductory, includes a short chapter on the various types of quantity theo- 
ries, one on the creation and destruction of money, and two chapters on infla- 
tion. The second part, which occupies more than half of the book, is devoted 
almost entirely to a presentation of Keynesianism. It uses the Keynesian 
analytical framework, adopts the Keynesian point of view as to the actual 
behavior of the principal functions related to total employment and produc- 
tion, and explores the public policy implications of these theories. The third 
part deals with the relationship between domestic and international equilib- 
rium. Within the scope of eighty-six pages it discusses international trans- 
actions and exchange rates under gold and paper standards, the International 
Monetary Fund, monetary sovereignty and its relation to international equi- 
librium, and foreign investment, the World Bank, and employment. 

Though this volume contains little that is new and has a number of defects, 
teachers may find it useful for their classes. This is especially true of Parts II 
and IIT. Keynesianism is presented with admirable clarity and in considerably 
more detail than in most textbooks. The types of public policy suggested by 
the Keynesian analysis and forecasts are also developed in an interesting way. 
Part III goes considerably farther than most textbooks in exploring the rela- 
tionship between international monetary and credit policies and the problem 
of full and stable employment. 

A number of defects detract seriously from the quality and usefulness of 
this work. In the first place, the reader is likely to be left with an under- 
estimate of both the quality and importance of the contributions to mone- 
tary theory by non-Keynesians. Kurihara presents Keynesian theory sympa- 
thetically and at length, but his treatment of other theories is less satisfac- 
tory. For example, he accords only sixteen pages to the various types of quan- 
tity theories, and his discussion of each is too brief to bring out its usefulness 
for various types of analysis. The chapter on “Non-Keynesian Theories of 
Saving and Investment” (pp. 131-39) is quite inadequate. It fails to note the 
important contributions of D. H. Robertson and many others to our under- 
standing of the saving-investment process and to interest theory even though 
they did not-elect to employ the Keynesian theoretical framework, From a 
reading of this book one gets the impression, which may not have been in- 
tended by its author, that non-Keynesian contributions to monetary theory 
have been of only minor importance. 

A second defect is the organization of the book, The over-all structure of 
the Keynesian theory and the key position of aggregate demand is not pre- 
sented until Chapter 9 though earlier chapters deal with the theory of infla- 
tion, which is stated in Keynesian terminology, the liquidity preference theory, 
interest policy and full employment, and non-Keynesian theories of saving 
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and investment. Readers would hava found it much easier to understand the 
first eight chapters and to appreciate their significance if the broad outlines of 
the Keynesian analysis had been presented earlier. The two chapters on infla- 
tion would have been far more meaningful if presented after the theoretical 
analysis. 

A third defect is that some subjects are treated so briefly that they may be 
clear only to those who already understand them. The treatment of quantity 
theories has already been noted. Other examples are the discussions of the 
creation and destruction of money (pp. 28-39) and anti-inflationary mone- 
tary policies (pp. 64-75). 

The book also contains a number of inaccuracies and questionable state- 
ments. For example, there appears to be no reason to believe that inflation 
necessarily “hurts those who have a low marginal propensity to consume 
more than it does those having a high marginal propensity to consume” (pp. 
62-63). The statement that, “A rise in reserve requirements is anti-inflation- 
ary in that it reduces the amount of demand deposits in the economic system 
and excess reserves of member banks for potential credit expansion,” is only 
partially true and could lead to a misunderstanding of the actual effects of 
such action (p. 71). Few will agree that, “ . high margin requirements 
have the effect of diverting investible funds from speculative to productive 
channels, (Italics in the book.) This is important during a period of rising 
prices, since the use of credit for the expansion of plant and equipment or for 
carrying larger inventories would make more goods and services available 
relative to effective demand and thus help to minimize inflationary pressure” 
(p. 80). In the, first place, it is by no means certain that an expansion of 
loans for carrying securities tends to lessen the flow of funds into real invest- 
ment. And in the second place, an enhanced flow of funds into investment 
spendings does not tend to check inflation. The treatment of “hoarding” (p. . 
107) is unsatisfactory, partly because no clear distinction is made between 
the effects of the process of accumulating hoards and the effects of having 
already accumulated them, and partly because of the implication that hoard- 
ing by “putting money in the bank to hold it idle” has the effect of increasing 
bank reserves and lending power. 

I question the accuracy of Kurihara’s statement that Say’s Law “assumes 
that investment opportunities are unlimited at the going rate of interest (an 
infinitely interest-elastic investment function)” (p. 132). The propensity to 
consume and to save is defined as a relationship of consumption and saving to 
GNP, but in his discussion of their determinants Kurihara does not discuss 
such important factors as the income-elasticity of tax collections or corporate 
policy as to depreciation allowances and net saving. Hansen’s estimate that in 
ordinary times the average propensity to consume is 88 per cent relates to 
net national income and not, as implied in the book, to GNP (p. 155). The 
argument that a sudden collapse of the marginal efficiency of capital is the 
same thing as a decrease in consumption sales (p. 166) is misleading, for 
there are certainly nfany factors other than an actual decline of consumption 
that can reduce entrepreneurs’ expectations as to the profitability of new 
investment. 
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The statement that, “By directing new purchasing powef into the proper 
channels the government can prevént it from ‘leaking out’ of the spending 
stream” is somewhat exaggerated in view of the government’s loss of control 
ove¥ the new money income after the original spending (p. 217). I believe 
the author is quite wrong in stating, “... at full employment an increase in. 
investment has the effect of reducing rather than increasing the demand for 
consumer goods and therefore the demand for employment in the consump- 
tion-goods industries” (p. 224). The whole treatment of the, multiplier is 
damaged by a confusion of the effects on money income and on real output 
and employment. The treatment of the domestic effects of devaluation is 
inadequate in that it ignores the effects on the dollar value of the accumu- 
lated gòld stock (p. 308). 

Though these various defects of the book seriously detract from its quality 
and usefulness, teachers may still find it of value if they will correct its in- 
atcurate or questionable statements and compensate for its shortcomings in 
organizatioa, Most of the materials in the book are valid and are presented 
in a clear and interesting style. 

LESTER V. CHANDLER 

Amherst College 


Futsche Geldpolitik. By Orto Vern, (Frankfurt/M.: Vittorio Klostermann. 
1950. Pp. 142.) 


Economic conditions in postwar Germany brought out in a particularly 
extreme and pathological way the nature of money and limitations upon mone- 
tary policy. For it turned out that certain commodities had as many, or even 
more, of the characteristics of money than the monetary unit. A useful defini- 
tion may, therefore, well have classified these commodities—at least analyti- 
cally—as part of the supply of money. 

Professor Veit, in his Volkswirtschaftliche Theorie der Liquiditaet, had 
provided interesting tools with which to handle this problem. The concept of 
liquidity was found to be a useful common denominator to both goods and 
money. The difference between them was merely one of degree, with money 
ordinarily at one extreme of the spectrum. But money had lost that position 
in Germany after the war. For certain commodities fulfilled the monetary 
function of meeting the need for liquidity better than money, so that its value 
was drastically reduced (p. 98). | 

In a series of three essays, composing the second part of Deutsche Geldpoli- 
tik, the author fills in some of the details of the framework outlined in his 
previous book. Perhaps most interesting is the essay on “Liquiditaet und 


- Gueterstrom,” in which the quantity equation of money (MV = PT) is ana- 


lyzed with the author’s tools, and not only found wanting, but incorrect (p. 
119). MV should be replaced by the concept of liquidity, and the two are 
not the same. Money is usually the most important “carrier” of liquidity, 
but it is not the only one and sometimes not the most important: all goods 


‘are to some extent “carriers” of liquidity, and this the quantity equation does 


not take into account. ; 
* Reviewed in Am. Econ. Rev., Vol. XXXIX, No. 6 (Dec., 1949), pp. 1329-30, 
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The author’s formulation need not be put, however, in terms of conilict with 
the quantity equation. For what it amounts to in practice is that while the 
latter does not take account of barter transactions, the liquidity formulation 
includes them as well as the transactions covered by the quantity equation. 
The two formulae supplement each other. For many purposes it is perfectly 
legitimate to be interested only in the narrower monetary formulation, and the 
quantity equation makes no pretenses beyond this. (It is true the quantity 
theory sometimes does make such pretenses, but not the quantity equation.) A 
flight from currency makes the quantity equation less relevant, though this 
would be fully covered by the liquidity concept. The latter may also be more 
helpful, for example, in analyzing transactions between countries. But, 
clearly, both tools have their place. 

In the first part of the volume the postwar reorganization of the German 
financial structure is discussed. The author, who took a very active and con- 
structive part in that reorganization, looks upon it with an air of sceptical 
sympathy. The Land Central Bank system is regarded as somewhat clumsy 
and the present geographical decentralization as extreme. The early plans 
called for a central board to coordinate these banks. At a relatively late stage 
this idea was dropped and the Bank deutsche Laender was established in- 
stead. No adequate reason for this change was ever given by Military Govern- 
ment, nor by the responsible individuals.” Professor Veit has been a director 
of the BdL since its establishment and the discussion of its monetary policies, 
both as visualized before currency reform and as effected thereafter, make 
particularly stimulating reading. A clearer distinction between limitations 
inherent in monetary policy and the defects of the policies actually pursued 
would have been helpful. 

Finally, in the essay on the “Moeglichkeiten eines Europaeischen Geld- 
systems,” the suggestion is made that a Central Bank of Europe be estab- 
lished as partial substitute for the international gold standard. Institutionally, 
this is visualized as an extension of the German structure, the Central Bank 
serving as a bank for the national central banks. Each of these is to keep a 
reserve with the Central Bank, the amount to be related to respective balance- 
of-payments requirements. The author believes that this would help in forcing 
an equilibrium in the balance-of-payment situation. It is quite certain, how- 
ever, that the present malady is too deep-seated to permit of institutional 
remedies of this type. Unless these more basic difficulties are overcome first, a 
central bank will not be able to carry out its functions. And once they are 
overcome, the particular institutional structure will be of relatively minor 
Importance. 

This is indeed a provocative and rewarding series of essays. To the student 
of postwar German monetary thought the volume is quite indispensable. 

Hans A, ADLER 

Harvard Law School 


* Discussion of this matter is omitted both in the official Military Government reports, as 
well as by General Lucius D. Clay, in his Decision in Germany, 1950, and Jack Bennett, 
then finance advisor, in “The German Currency Reform,” Annals of the American Academy 
of Political and Social Science, January, 1950. 
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Public Finance 


Public Finance and Fiscal Policy. By Ricuarp W. Linpuoim. (New York: 
Pitman Pub. Corp. 1950. Pp. xxvii, 732. $5.50.) 


This is a comprehensive text exploring all the fields usually covered in an 
undergraduate course in public finance. It begins with a brief discussion of 
the theory and goals of fiscal policy, followed by the traditional four divi- 
sions of public finance: expenditures, revenues, debts, and administration. It 
differs from most texts, however, in the relatively large amount of space (more’ 
than two hundred pages) devoted to discussion of expenditures. It also in- 
cludes a fairly extensive discussion of the relation of banking POU? to treas- 
ury policy in controlling business fluctuations. 

The book contains, much descriptive material, including E EE sta- 
tistical data drawn from current American governmental practices and from 
historical developments. The chapters on expenditures are, in fact, a com- 
prehensive description of the activities of the federal government and, to a 
lesser extent, state and local governments. This type of material dates a book 
quickly, but it is very useful for both student and teacher while it is still 
current, and the author is to be commended on the pains he has taken to keep 
the discussion abreast of current developments. The historical material, too, 
is useful background for understanding and discussion of current problems. 

This text is more of an encyclopedia than a guidebook. Consequently, it 
is better adapted to courses where it is necessary to lean heavily on a single 
text than to those where wide reading in a well stocked library is practicable. 
Each chapter is supplemented by useful questions for review and an annotated 
bibliography for further reading. A glossary of technical terms at the end is 
also helpful for the student. 

Professor Lindholm has devoted a great deal of space to policy discussion. 
Since public finance has always been the concern of administrators and 
politicians as well as of economists and political scientists, this is not only 
appropriate but is one of the most useful contributions of the book. The 
author is realistic in his approach and follows a middle course that would 
be difficult to quarrel with. Occasionally, however, he gives tke answer in a 
field where there is still real controversy, without sufficient support and with- 
out stating the alternatives. This is true, for example, in the discussion of 
federal aid to education (p. 118). It is not that the reviewer believes that the 
author should conceal his own views, but that the reasoning underlying his 
conclusions should be more definitely stated than has been done in the case 
cited. 

The initial treatment of fiscal policy is, in the judgment of the reviewer, too 
brief for students not already well grounded in these theories; and while the 
later treatment of revenues, expenditures, and debts has the merit of keeping 
before the reader the implications of the various measures under consideration 
for fiscal policy, the underlying assumptions are not set forth clearly and in 
sufficient detail at any point. Consequently, the references to fiscal policy 
throughout the book tend to become repetitive rather than deepening the 
reader’s understanding. 
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On the whole, the reviewer believes that this will prove a useful text for 
courses emphasizing institutional materials rather than theory. Its shortcom- 
ings are not serious, and the wealth of factual data, well organized and up to 
date, is an important asset. 

MABEL NEWCOMER 

Vassar College 


Federal Tax Reform. By H. C. Simons. (Chicago: Univ. of Chicago Press. 
1950. Pp. x, 161. $3.50.) 


The editor of this book in a prefatory note repeats an opinion that the 
important literature on public finance would take up very little space, a con- 
siderable part of which would be occupied by the work of Henry Simons. If 
only for its boldness of conception and brilliance of satire, this posthumous 
contribution of Simons’ should pass muster for the exclusive circle, 

The author characteristically renounces all inhibitions associated with politi- 
cal feasibility. Like the architects of Utopias, he hopes, perhaps, to influence 
immediate trends by portraying what might and ought to be; or perhaps 
he chooses to surmount the ignoble forces of the political market place and 
take a stand that makes no compromises with his integrity. The legitimacy 
and usefulness of his rôle in either case will be conceded; but his dismissal 
of others who labor in the realm of the possible, charging that they only 
“articulate a prevailing concensus,” will bring warranted dissent. 

Professor Simons’ tax philosophy was conditioned in no small degree by his 
well-known general economic views, notably his keen distrust of government 
and the “industrial syndicalism” that supports its extension. Witness his stress 
of the point that “good taxes are a protection against bad spending”; his 
stipulation that new spending should always be preceded by reduction in 
income tax exemptions; and his (intimated) doubt as to “whether, at any 
actual or proposed levels of outlays, governmental services are worth their 
direct cost plus the inevitable efficiency loss in the private sector of the econ- 
omy.” Nevertheless, one need not agree with all of Simons’ economic predilec- 
tions to find a high degree of merit in many of his tax proposals. 

Although a large part of Simons’ work is devoted to the conservation of 
incentives, the reviewer reserves his greatest applause for the author’s stub- 
born insistence on the ethical aspect of taxation. Here is a man with a con- 
science and a profound loyalty to the best tradition of equity in taxation. 
Witness his sound intuition that a dollar of receipts is still a dollar of in- 
come and loses none of its potency by being labeled “capital gains”; also his 
contention that “we should rid our system of taxes which have no fairness in 
them from the margarine taxes to the corporate levies”; or his stress upon 
the present gross impairment of equity by dissimilar taxation of, or unequal 
enforcement against, persons in similar circumstances (unneutrality). 

For incentive, the author offers business (incorporated and unincorporated) 
the privilege of unlimited reinvestment of business earnings tax free except 
for later withdrawals (consumption) and realized capital gains including 


BOOK REVIEWS 687 


those constructively realized at death or gift transfer. This is a very large 
order and more than the reviewer can take. It carries the trusteeship theory 
of wealth and the idea of posthumous settlement with the tax system to very 
great lengths indeed. But there can be no doubt that from the enterpriser’s 
standpoint parity treatment of capital gains is a small price to pay for this 
advantage. Says Simons to business: 


Leave your earnings in the business if you so desire. I won’t tax you, while 
you live on any earnings reinvested. In fairness to other taxpayers, you and I 
must have a final and comprehensive reckoning sometime (after you are gone, 
or if you get indolent with age, when you retire from ownership participation 
in the enterprise). Pending that time, however, you may, as it were, borrow 
from me without interest what you would pay additionally under partnership 
procedure or the annual reappraisal scheme. Besides, if you lose the accrued 
taxes which I’m temporarily foregoing, along with the rest of your reinvested 
earnings, Ill take the loss myself. 


Much of the author’s work is an effort to rid the tax system of its time 
dimension, an aspect that bedevils the administration, works grave unneutrali- 
ties, and clutters the law with such headaches as Section 102, Supplement P, 
Subpart E, and so on. To this end he offers the elimination of the business 
tax, the averaging of personal income, the final settlement described above, 
and freedom to manipulate the “basis” upon which ultimate gain and loss will 
be measured. (This latter idea means, in effect, that one could choose his time 
in settling with the revenue for reinvested earnings.) The author is highly 
intrigued with this innovation and devotes a good deal of space to its elabora- 
tion and defense. It is significant that the (general) averaging plan which 
Simons considers simple and easy to apply has never commended itself highly 
to those engaged in the practical rôle of administration. And to this reviewer 
it seems that in general timing is too important for the immediate revenue and 
distribution of income, wealth, and power to be banished in such wholesale 
fashion even though it would achieve an impressive and felicitous simplifica- 
tion. But the author has at least focused attention on perhaps the weakest 
spot in the revenue system. 

Not the least of the author’s services is the blistering, ironical punishment 
he administers to the wishful thinking and hypocrisy that characterize popu- 
lar (and even professional) attitudes in public finance: to the orators who 
talk about a worthy end but are bitterly opposed to all concrete measures to 
attain the end; to the businessman’s quest for loopholes when his legitimate 


4 


target is surtaxes; to the unmitigated racket that masquerades under the . 


phrase “depletion allowances.” This is a superlative job and deserves the ap- 
plause of the tax fraternity and indeed of all honest men. 

Henry Simons’ parting shot at the tax system is a fitting memorial to a 
rare spirit, an incisive mind, and an uncompromising conscience. 


Harotp M. Groves 
University of Wisconsin 
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International Economics 


The Commerce of Nations. By J. B. Conpiirre. (New York: W. W. Norton. 
1950. Pp. xi, 884. $7.50.) 


Since the conclusion of World War II, official American policy and thinking 
in the field of international economic relations have, as is well known, been 
centered on the objective of establishing freer, multilateral world trade and 
general interconvertibility of currencies. Our huge foreign aid program, our 
sponsorship of the Bretton Woods institutions and the I.T.O., and other of 
our foreign economic policies have all been concrete manifestations of our 
strong desire to achieve this broad objective. Yet the experience of recent years. 
nas revealed only too clearly the difficulties and resistances in the way of a 
restoration of multilateralism, as well as the increasing degree of doubt regard- 
ing its feasibility and even its desirability. Our objective seems ever to recede 
in the distance in the face of powerful politico-economic forces that continue 
to bind world trade in chains, to channel it bilaterally or regionally, and to 
impede the desired reintegration of the world economy on liberal lines. 

In an effort to cast a long perspective on the present disoriented state of 
international economic relations and to evaluate future prospects, Professor 
Condliffe in his new 884-page book has addressed himself to the ambitious 
task of tracing the history of world commerce from its earliest beginnings in 
the ancient world, of analyzing the changing economic, political and social 
milieu in which it has operated and which it has partly helped to shape, and 
of examining the changing theories and policies associated with its develop- 
ment, The book is a skilful blending of economic history and Dogmenge- 
schichte leading up to an analysis of present-day international economic prob- 
lems. The primary emphasis throughout, however, is institutional in the 
broadest sense of that term, and the theoretical sections of the book are 
relegated to a decidedly secondary place and are generally on a non-technical 
level. Neither the economic historian proper nor the international trade 
theorist is likely to be entirely satisfied ‘with Professor Condliffe’s treatment 
of their respective fields—the book being apparently addressed chiefly to the 
intelligent lay reader—but both will benefit by a careful reading of this im- 
portant study. l 

The author justifies his historical approach to present-day problems on the 
grounds that, while history provides no ready-made answers to them, they 
are the product of historical development and can be understood only in the 
light of their origins; and that the current ideas and pattern of thinking on 
international economic issues are also the result of a long evolution. Yet one 
might legitimately question whether such an approach, useful and revealing 
though it undoubtedly is, justifed devoting almost 620 pages to the period 
up to the end of World War II (of which 300 pages relates to the nineteenth 
century), as compared with only about 225 pages to current issues. It seems 
doubtful that such a lengthy treatment of earlier foreign trade developments 
and doctrines was really necessary for Professor Condliffe’s stated purpose, 
the more so since at least the broad historical outlines are already generally 
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well known. One cannot escape the suspicion that the author was primarily 
interested in writing a history of international trade per sc; if so, it must at 
once be admitted that the historical part of the book can well stand by itself 
as an absorbing and scholarly piece of work. 

In the historical sections of the book, one’s attention must inevitably focus 
chiefly on Professor Condliffe’s extended treatment of the nineteenth century, 
dealing with the practice and theory of laissez faire, the classical theory of 
international trade, the fight for free trade, the reaction against free-trade 
theory and policy, the network of world trade, the international movement of 
capital, and the gold standard mechanism. This long section, which in my 
judgment is the most interesting part of the book, was obvicusly for Professor 
Condliffe a labor of love, and he does not attempt to conceal his admiration 
for the smooth functioning and the efficiency of the competitive system of 
multilateral world trade and payments which had emerged by the latter half 
of the century and which he describes as the century’s “crowning economic 
achievement.” And yet he is quick to admit that that system had some short- 
comings, too; that its functioning was based on a combination of historical 
circumstances no longer existing today; and that the classical theories of 
international trade, although containing some broad and lasting truths, were 
likewise based on assumptions that for the most part are no longer valid. 
Professor Condliffe’s treatment contributes much to our knowledge of the 
institutional bases of the pre-1914 world trading system, but he adds rela- 
tively little on the purely theoretical side. It is regrettable, for example, that 
in his analysis of the working of the gold standard (which generally follows 
the conventional lines) he did not see fit to take into account the relations 
between balance-of-payments adjustment and international cyclical fluctua- 
tions (indeed, cycles are hardly discussed at all). Moreover, his treatment of 
the London money market would have benefited had he more clearly drawn 
the distinction, emphasized by Viner (Economica, May 1945, pp. 63-64), 
between London as an international clearing house for exchange business and 
as a “manager” of the gold standard. 

Professor Condliffe follows with a detailed examination of interwar and 
post-World War II experience, and of the broad economic, political and social 
forces shaping that experience, including treatments of: the failure of attempts 
during the ’twenties to restore the pre-1914 world trading pattern; the increas- 
ing intervention of governments in economic affairs; the revolutionary changes 
in the structure of business enterprise and in technical methods; the restora- 
tion and collapse of the gold standard; the economic nationalism and mone- 
tary disintegration of the ’thirties; the distortions arising from war pre- 
paredness and from World War II itself; the subsequent impoverishment of 
Europe, the special difficulties of Great Britain, and the American foreign aid 
program; the crumbling of imperial systems; the growing challenge of Soviet 
Russia; and the organization and purposes of the United Nations, its spe- 
cialized agencies, and the I.T.O. All these matters are carefully and com- 
petently handled, although they cover ground that for the most part has 
already been well trod by others. Interspersed are also some brief doctrinal 
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discussions of neo-classical economics, Keynesian economics, and the theory 
of monopolistic competition. 

At the end of the book Professor Condliffe finally turns to his analysis of 
current international economic problems. Coming after the long historical 
review, this section is somewhat disappointing. Space limitations prevent more 
than an extremely brief summary of some of the major conclusions. 

Professor Condliffe argues that any rewriting of international trade theory 
or any detailed program for the reconstruction of world trade—neither of 
which he attempts-——must recognize that the competitive system of earlier 
days has gone for good; that monopolistic competition and government inter- 
vention in economic and monetary affairs are here to stay; that planning for 
full employment and for economic development are now major considerations 
of national policies; that the structure of economic organization has been 
altered radically; that we live in a world of “mixed economies”; that the old 
colonial system based on exploitation of backward peoples will no longer be 
tolerated; that considerations of national power and security are of great 
significance; and that the so-called automatic mechanisms of balance-of- 
payments adjustment can hardly be expected to be as effective as in the past. 
Each of these matters is elaborated in some detail. 

Despite these and other profound structural changes in the world economy, 
we must, according to the author, insist upon and strive as far as possible for 
freer world trade, which he argues is in the ultimate interests of all countries. 
While freer trade can no longer be justified on the logic of the comparative 
cost principle, its case can still rest fundamentally on the broader grounds 
of the benefits of international specialization and the territorial division of 
labor. But we will have to recognize that any multilateral system that de- 
velops in the future must make numerous exceptions to the principle of non- 
discrimination and incorporate large elements of planned trade. The main 
hope for avoiding excesses of economic nationalism in the future must, accord- 
ing to Professor Condliffe, lie in international mechanisms for consultative 
cooperation, such as the International Monetary Fund and the I.T.O., and 
it is also through such mechanisms that he hopes that a “middle ground” can 
be found in which freer trade policies and full employment objectives can be 
harmonized. The United States, for both economic and power considerations, 
has a special stake in freer trade and is in the most strategic position to pro- 
mote its achievement by reducing its own trade barriers and by aid to foreign 
countries. In particular, Professor Condliffe stresses the need for the export 
of technical skills, as well as capital, to undeveloped (especially Asiatic) 
areas, for in his judgment the expansion of productivity in these areas is the 
key to a restoration of multilateral world trade. 

Because of its broad sweep, its scholarship, and its elaboration of an un- 
usually wide range of problems (including its emphasis on the frequently neg- 
lected socio-political forces shaping the pattern of international economic rela- 
tions), Professor Condliffe’s book cannot fail to command respect. On the 
other hand, it is to be much regretted that the book is so long and verbose; 
a substantial reduction in size and greater selectivity (especially in the 
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historical sections) would surely have made for a much more readable book 
and, above all, have brought more sharply into focus the really pertinent 
issues. As it stands, the book’s great length will undoubtedly reduce sharply 
the potential reading audience which it would otherwise have attracted and 
which it deserves. 


ARTHUR I, BLOOMFIELD 
New York City 


L’Eialon-Or, son Avenir après VAccord Monétaire de Bretton Woods. By 
J. PERRENOUD. (Paris: Librairie Générale de Droit et de Jurisprudence. 
1948. Pp. xx, 349. 18 sw. fr.) 


Even to readers who sympathize with the author’s leitmotiv, the decadence 
of gold as a medium of international payment, the digestion of this thick 
book may prove a little irritating. (To those who do not, his passionate plea 
will probably provoke passionate disagreement.) It requires unusual patience 
to follow the lengthy and often textbook-like exposé of bits and pieces of 
monetary theory, which should either have been taken for granted, such as 
the historical development of the forms of money, or omitted altogether be- 
cause they are irrelevant for the purpose of the book, for instance, the 
quantity theory. The feeling of frustration which the book arouses probably 
results from the persistence with which various monetary doctrines and events 
are made the occasion for forced comparisons with the gold standard, instead 
of being judged on their own merits. 

Mr. Perrenoud’s line of argument can be summarized as follows: the gold 
standard as an international monetary system is utterly out of date; it was 
responsible for many of the evils of the interwar period, and has no chance 
of regaining general acceptance, because the nations will no longer agree to 
subordinate the first requirement of their domestic policy, full employment, 
to the stability of the exchange rate. The Bretton Woods agreement is an 
outgrowth of the new philosophy and is commendable to the extent that it 
breaks away from the gold standard. But it does not go far enough. It is now 
necessary to prepare for the complete demonetization of gold, and the author 
proposes a draft international agreement for this purpose. 

About two-thirds of the book is devoted to an assessment (a disparaging 
one) of the gold standard. It is admittedly difficult to find unturned stones 
on such a well trodden path. Extensive readings cast a spell over the author, 
who all too often exorcises the errors of Professor X by quoting the pro- 
nouncements of Professor Y. Some of the more original contributions are 
not too fruitful. The essential purpose of the book being to compare the 
Bretton Woods agreement with the gold standard, the utmost care should 
have been taken to arrive at a meaningful concept of the gold standard. As 
one of the pivots of the book, it is unsatisfactory. The author starts by 
defining an “international monetary system” in general. Such a system, he 
maintains, is constituted by “the various international currencies and the 
customary or legal rules governing monetary organization and policies” (p. 
23). He then proceeds to analyze the concept of international currency, 
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using for this purpose arn approach which is claimed to be original. An inter- 
national currency in the strict sense is a currency that entitles its holders 
to make payments in several countries. Such international currencies may be 
used directly or indirectly. When used directly, they do not need to be con- 
verted into local currency. They are used indirectly when they have to be 
converted into local currencies. To the first type belong gold and the coins 
of the “Latin Union.” We are told that this distinction is important. The 
author, however, winds up with an astonishing definition: “A currency is 
said to be international, as long as it can be exchanged against the national 
currency of several countries.” It is difficult to discover any currency that 
could not meet that test. The book does not even relate the concept of inter- 
national currency to the part played by certain currencies in world trade 
or as exchange reserves. It is scarcely surprising that such a legalistic and 
formal approach bears little economic fruit. 

The author then proceeds to explain what the gold standard is. He recog- 
nizes three necessary components in the gold standard system: (1) the use 
of gold as international currency; (2) a fixed price for gold, in contrast with 
other monetary metals; (3) freedom of exchange transactions and gold move- 
ments. To these basic conditions are added other rules which, the author 
asserts, have in fact been generally associated with the gold standard, namely: 
(4) Central Banks are obliged to maintain a minimum gold reserve; (5) 
Central Banks buy gold at a fixed price (sic); (6) the credit policy of the 
Central Banks is determined by the variations of their gold reserves. 

Conditions (2) and (5) are obviously identical. Moreover, they are inter- 
preted far too rigidly, as implying that any change of parity is incompatible 
with the gold standard. Condition (6), on the other hand, is not given the 
importance which it deserves. And in the rest of the book the author, going 
beyond his technical definition, finally includes under the condemnation of 
the “gold standard” an economic philosophy and many wrong policies fol- 
lowed in the interwar period, so that he attributes to the “gold standard” 
many more sins than it can possibly have committed, and as we shall see, to 
Bretton Woods more virtues than it can possibly have. 

In the second part of the book, the author analyzes briefly the Bretton 
Woods agreement with its history. On page 232, it is stated that the Inter- 
national Monetary Fund began its operations in May, 1947. The Fund 
actually began functioning in the summer of 1946, and before the end of that 
year had already agreed on par values with most of its members, collected 
subscriptions and set up its machinery. 

The question foremost in the mind of the author is the following: “Who 
is right, those who pretend that the Bretton Woods agreement restores the 
gold standard, or those who contend that it creates an entirely new and dif- 
ferent system?” (p. 235). The author reasons, first, that the Bretton Woods 
agreement stresses the cooperation of central banks, whereas the gold standard 
was based on competition, and second, that the new system is conceived “so 
as to promote prosperity and full employment, even at the cost of exchange 
stability if it is necessary to go that far.” Furthermore, Bretton Woods over- 
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throws two fundamental rules of the gold standard. The gold price is no 
longer permanently fixed. It can be modified universally by a decision of the 
Fund under Article IV, section 7. On the other hand, the Articles of Agree- 
ment reconcile the conflicting aims of exchange stability and high levels of 
trade and employment. They do so by allowing certain exchange restrictions 
under the control of the Fund, and by increasing the amount of international 
currency “but not sufficiently to enable any country to maintain its exchange 
rate under any circumstance.” The Fund receives most praise from Mr. 
Perrenoud for allowing flexibility of exchange rates. This judgment, I venture 
to say, depends upon what one is willing to read into the Articles of Agree- 
ment. Professor Frank Graham wrote a year ago, “There is a strong bias in 
the statute toward the ideal of rates maintained unchanged for an indefinite 
lengthy period” (See “The Cause and Cure of the Dollar Shortage”—Prince- 
ton University). Instead of recognizing that the gold standard is merely a 
technique for the settlement of certain international balances, Mr. Perrenoud 
has stretched the concept so far as to make it a catchall for a social phi- 
losophy, the blind belief in the virtues of gold, the overvaluation of sterling 
in the ’twenties, the detestable investment policies of the same period, etc. 
It then becomes easy to contrast the purposes of the “fathers of Bretton 
Woods” with such outdated doctrines and pathological aspects of international 
finance. An attempt to appraise the purpose and potentialities of Bretton 
Woods against the actual problems of the postwar world would have yielded 
more illuminating lessons than the endeavor to decide whether Bretton Woods 
resembles the gold standard or not. This is a legal rather than an economic 
issue. I must add that Mr. Perrenoud has two excuses for having started on 
this dead-end track. One is that, when the book was written in 1946, very 
few people had a clear notion of what the postwar problems would be. The 
other is that he is the offspring of a line of continental economists noted more 
for the ardor of their convictions than for the conclusiveness of their demon- 
strations. He is to be praised for revolting against their erroneous and shallow 
teaching, but to beat them, it is not enough to use their weapons. Better ones 
are needed. 
RAYMOND BERTRAND 
Washington, D.C. 


Business Administration 


Dynamic Equipment Policy. By Georce TrerporcH. (New York: McGraw- 
Hill. 1949. Pp. xxiii, 290. $3.75.) 

Fame and fortune await the discoverer of a simple and complete rule pre- 
scribing the moment at which existing production equipment should be 
replaced. George Terborgh takes a substantial step toward this elusive objec- 
tive in Dynamic Equipment Policy. In three words, his essential contribution 
is the “integration of obsolescence” into the applied theory of replacement. 
But the book also contains more. An anthology of folklore of present replace- 
ment procedures is presented, and the revelation is dismaying. Any one who 
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suspects that Terborgh, the director of research of the Machinery and Allied 
Products Institute, has been unfair in his review of current replacement policy 
need merely review the technical management literature for himself. He will 
discover that Terborgh has been overly kind in his exposé; present practice— 
not to be dignified with the term policy—is based on folklore and viable 
habits. That this is not evidence that businessmen are fools is attributable 
to three dominant facts: the obscurity of future machines and their operating 
characteristics, the sheer complexity of the formula by which costs of re- 
placement now may be compared to deferred replacement, and the depend- 
ency of business survival upon achieved relative superiority and not upon 
perfection in the method of seeking an aspired objective. 

Terborgh, like a guide, first points out the dangers of unguided action 
(Chapter 1); he then specifies the nature of the problem (Chapters 2-4); 
following this he states his fundamental premises which are to serve as land- 
marks to the guide (Chapters 5 and 6). Short-cuts and practical applica- 
tions appear in Chapters 7-10. Chapters 11-14 criticize the folklore of cur- 
rent practice, while Chapter 15 concludes with a general summary of the 
analysis. Fourteen brief appendices supplement the text. 

Terborgh’s statement of the problem emphasizes two points. First, the cost 
of operating a given item must be compared with the alternative of the best 
available machines during the successive years of the life of the machine. As 
better alternatives appear in the future, these must be treated as the avail- 
able alternative. In other words, operating costs of various machines must be 
compared or measured from the best alternative—on a top-down principle. 
This difference, “operating inferiority,” is a combination of deterioration in 
existing equipment and improvements in new—appearing as obsolescence in 
the old. Second, predictions of the future potentiality of unborn machines 
must be made—not exorcised. 

The problem posed by Terborgh is that of minimizing this operating in- 
feriority subject to the capital costs inherent in frequent replacement. Only 
by turning in machines every year could one reduce operating inferiority to 
zero. But this incurs large annual capital costs. By delaying replacement, 
even at the expense of rising actual and falling alternative operating costs, 
total costs may be lower because capital costs may thereby be reduced even 
more. The problem in replacement is to estimate the life of each machine 
before replacement which minimizes the discounted value of operating in- 
feriority plus the discounted capital outlays. 

Now it can be shown (but Terborgh does not do so) that the period of 
economic life of future assets which minimizes the discounted value of 
cumulated operating inferiority relative to best available equipment is the 
same life length that minimizes absolute total costs above a base of zero. 
Terborgh’s ensuing recommendations would have been more understandable 
had he presented a clear demonstration of this fact; instead, the reader may 
experience some confusion. Although Terborgh’s operating inferiority concept 
is redundant in strict logic, it has the psychological and propaganda power 
required to forcefully call attention to the phenomenon of obsolescence— 
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which Terborgh shows is all too frequently ignored in many varieties of cus- 
tomary analysis of replacement policies, and which incidentally justifies 
“Dynamic” in the book’s title. 

Another minor source of possible confusion is the omission of an explicit 
proof of the fact that his criterion for replacement is equivalent to comparing 
the costs of replacement now with replacement a year later. He does state 
that comparing the first pieces of equipment in two long series of replace- 
ments is adequate since the rest of the series have the same adverse minimum, 
by assumption. But the reviewer suspects that other readers will, like this 
reviewer, find it difficult to understand why Terborgh’s method of comparing 
costs gives a consistent answer. Terborgh obtains the excess of operating, 
depreciation and interest costs of the present machine over the operating 
costs (only) of the new challenging machine. This excess for the first year 
is compared with the minimum annuity average of the present value of the 
stream of operating inferiorities of future machines. If the former exceed 
the latter, replacement is signalled. Perhaps other readers will not be so 
obtuse as this reviewer, but after intensive search of the book he had to resort 
to paper and pencil and mathematicians in order to prove that Terborgh’s 
method did give a consistent answer, In fact, it is exactly equivalent to com- 
paring (rP + g/r) with E, where 7 is the rate of interest, P is the present 
worth of the entire stream of minimized costs [by optimum replacement 
period] associated with immediate replacement, g is the annual amount by 
which operating costs of new machines decline (Terborgh’s inferiority gradi- 
ent) and £ is the cost of running the defending equipment one more year 
(including interest and depreciation). Whether Terborgh’s version of this 
inequality is simpler is open to question, but its consistency is not. 

Since practical applications of guiding principles will be made only if sim- 
ple forms of such principles are available, Terborgh derives simplified ap- 
proximations by simplifying assumptions. One assumption, which can be 
dropped without much loss in simplicity, is that salvage or resale values of 
existing—defending—assets is zero, Another is the linearity assumption for 
the combined rates of deterioration and obsolescence. The second approxi- 
mation, linearity, is the powerful element leading to the simplified formulas. 

If salvage values should be large enough to be effective, an additional 
simple calculation is required. But there is no escape from the question of 
the validity of the linearity approximation. However valid the linear approxi- 
mation may be, Terborgh’s defense of it is the weakest part of his analysis 
and does not contribute to one’s confidence in it. He writes: “Is any alterna- 
tive assumption more reasonable? We know of none. In general, when the 
future cannot be foreseen, the best we can do is to project a continuation of 
the present. All prediction rests, in the last analysis, on the premise that the 
past contains elements of recurrence or continuity that will repeat themselves 
hereafter. In the absence of evidence to the contrary, therefore, the presump- 
tion is in favor of repetition. . . . It would still be by far the best standard 
assumption because of the unique simplicity ...it makes possible” (pp. 64- 
65). Appeals to insufficient reason and to simplicity do not constitute justi- 
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fication of assumptions. In addition, the empirical data are presented in such 
summary form that the hypothesis of linearity cannot be tested. 

Instead of straight line approximations, one could use modified exponentials, 
but the equations would then be more formidable and less subject to simpli- 
fication. An electronic computer would then be necessary for rapid flexible 
computations, but these now exist and are available for such application. 

Weak as the arguments given by Terborgh for his linearity assumption 
may seem, his assumptions and analysis are incomparably superior to the 
implicit assumptions and procedures which dominate the current folklore 
methods of replacement analysis. For example, his discussion of the interest 
charge for discounting purposes exposes several fallacious practices (pp. 160- 
175). However, Terborgh seems to be not completely fair in his criticisms of 
the minimum pay-off period method, which requires that the new challenging 
machine be able to pay for itself in saving within a given number of years, 
e.g., three or four. Terborgh correctly states that this leads to use of equip- 
ment beyond its economic life. More economic equipment is not used because 
only spectacular new innovations or machines will be sufficiently economic to 
be adopted. It can be argued, however, that this short pay-off period is 
merely a way of allowing for uncertainty in one’s costs predictions. By re- 
placing only if the savings appear very large, one is protected against large 
underestimates of future costs—a serious error if the manager is more afraid 
of losses than he is attracted by increases in profits. This is the type of be- 
havior that is conceived by the existence of uncertainty and the observed 
irregular rates of obsolescence, and nurtured by a fear of losses. It is this 
element of uncertainty which frequently justifies caution; rules of behavior 
based on single valued estimates are often fatally bad for behavior where 
uncertainty exists. 

Terborgh could answer that this type of uncertainty should be considered 
explicitly by allowing for alternative estimates of future obsolescence rates; 
bracketing values for future ‘deterioration and obsolescence rates should be 
used. 

This weakness—and one that is inherent in lack of knowledge of the 
future—is merely another facet of the weakness of the justification for the 
linearity assumption. These last aspects of uncertainty indicate a major 
question in replacement theory. Does a formula based on certainty of fore- 
sight and solved with alternative values of the variables provide sufficient 
allowance for uncertainty, or is a new principle required for the actual world 
of uncertainty? One is reminded of the use of pure competition as an approxi- 
mation to oligopolistic situations. A related aspect of the problem is the com- 
petitive element of reciprocal action between competitors—a situation in which 
relative advantage and survival is more important than absolute advantage 
and perfection of objective. Much work remains to be done with uncertainty, 
and replacement policy appears to be a promising field of application which 
may yield new insight. 

Upon noting that replacement is part of gross investment, one will realize 
that the book makes a substantial contribution to our understanding of gross 
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investment policy. It is no accident that the author of the Bogey of Economic 
Maturity and of Dynamic Equipment Policy should be the same person. 
Terborgh early shows that his book is an analysis of one of the major factors 
affecting the rate of investment and growth of an economy. Surely some of 
the effort now devoted to trying to predict decisions in investment policy 
through elaborate statistical and interview procedures should be redirected 
to the more mundane but influential decision process of the type studied by 
Terborgh. 

In summary, Dynamic Equipment Policy is a valuable contribution to re- 
placement policy. Its verbosity reduces comprehension time for the non- 
mathematically trained reader.* Because it is too detailed for the typical 
business executive, Terborgh promises to issue a manual for practical ap- 
plication. 

ARMEN A, ALCHIAN - 

University of California, Los Angeles 


Management of Industrial Enterprises. By RicHarp N. Owens. (Chicago: 
Richard D. Irwin. 1949. Pp. xvii, 650. $5.00.) 


This is a college text prepared for an introductory course in the manage- 
ment of manufacturing enterprises. There is no marked difference between it 
and other leading texts as to subject matter, but it has distinct merit insofar 
as it reflects meticulous care in its preparation. The author manifests a com- 
plete understanding of his subject and a thorough knowledge of the literature 
in the field, particularly the earlier writings of Taylor and his contemporaries. 
One may gain the impression that the doctrines advanced by the author are 
somewhat out of date, Yet there are many references to developments during 
World War II and in the years that havé followed. It is likely that Fred- 
erick W. Taylor, were he living today, would have views on management 
quite different from those he espoused a half century ago. Even the Gilbreth 
doctrines are taking on a new look, which is not adequately emphasized. For 
example, there is only brief mention in the book of methods-time measure- 
ment (p. 314). 

Notwithstanding close adherence to the doctrines of the past, it is a good 
text. Its outstanding merit is its teachableness. In the first place, it contains 
forty-four chapters—a chapter a day for the usual number of recitation 
periods in a semester. The outline leaves little room for criticism. It is divided 
into ten parts. Each part thoroughly covers the subject assigned to it, without 
repetition in other parts. Each chapter is a complete outline of a segment of 
what takes place in industrial management—with very little controversy as to 
why it is done that way. That is to say, there is a studied effort not to confuse 
the student’s mind. 

Part J, “The Evolution of Management,” gives in fifty pages as much his- 
torical background as is necessary to prepare the student for an appreciation 
of what is to follow. 


* The mathematician, for whom the book was not written, would be benefited by a brief 
technical appendix precisely setting forth the criterion and derivation of formula. 
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Part II, “Equipment and Working Conditions,” deals with plant location, 
buildings, machinery and equipment, layout, and such factors of good work- 
ing conditions as light, ventilation and control of noise. 

Part III, “Organization, Leadership and Morale,” covers as completely as 
seventy pages will permit the basic principles of business organization in a 
manufacturing establishment. 

Part IV, “The Product,” deals with product design, research, simplifica- 
tion, standardization and product control. 

Part V, “Production Standards,” explains the principles of motion study, 
time study and the setting of production standards. 

Part VI, “Wages and Incentives,” deals with the theory of wages and wage 
systems, as well as the principles of job evaluation and merit rating. Unless 
students have access to one or more complete courses in labor and labor rela- 
tions, this brief coverage may seem inadequate. Yet the author has shown 
commendable restraint in limiting his discussion to the bare essentials of 
the relationship of labor to factory management. 

Part VII, “Industrial Relations,” devotes one-hundred pages to the work 
of the industrial relations department, including contacts with the union, and 
the conduct of a personnel department. This section is not as strong as some 
of the others, and probably deserves the criticism already made of Part VI. 
It skims the surface rather lightly. 

Part VIII, “Procurement and Storage,” has a chapter on purchasing, one 
on inventory control, and one on storing material and supplies. 

Part IX, “Control of Production,” covers production planning, routing, 
scheduling and dispatching, with one chapter on production planning in con- 
tinuous manufacturing. 

Part X, “Budgeting, Costs and Sales,” deals briefly with the financial 
aspects of manufacturing management. The final chapter on sales outlines 
the procedures for marketing manufactured products. 

At the end of each chapter is a list of carefully worded questions, which 
should be a great help in stimulating class discussion. 

For the harassed teacher who must lean heavily on a text to carry a course 
in production management, this is a nontechnical treatment of the subject that 
can be highly recommended. 

C. L. JAMISON 

University of Michigan 


Depreciation. By EUGENE L. Grant and PAuL T. Norton, Jr. (New York: 
Ronald Press, 1949. Pp, xii, 472. $5.00.) 

The subject of depreciation has developed over the past two decades a 
voluminous literature, characterized by a notable dearth of comprehensive 
general treatises. Until the appearance of the work under review, the only 
such treatise, from American sources at least, was Salier’s Depreciation Prin- 
ciples and Applications, the most recent edition of which is dated 1939. A new 
book is, therefore, exceedingly timely. 

Not only is it timely; it marks a distinct advance over its predecessor. 
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Written by two engineers of wide practical experience, it is a comprehensive, 
well-informed, up-to-date discussion of the practical aspects of depreciation, 
both as a management problem and as a tax problem. For anyone wishing to 
familiarize himself with the subject on a brass-tacks level, this is the book to 
read. It seems safe to predict that it will stand for a good while as the 
authoritative treatise in the field. 

It is not intended as disparagement of a work so eminently practical in 
purpose and design to say that it makes no significant contribution to the 
theory of depreciation. Neither is it disparagement to say that it makes no 
attempt to measure depreciation statistically. These comments are in order 
for the guidance of economists interested primarily in theory, or statisticians 
looking for new figures. The book is written for the accountant, the engineer, 
the business executive, the tax administrator—not for the academic theorist. 

If we may venture one general criticism, it is that the authors have failed 
to resist the temptation to give too much space to a subject only indirectly 
related to depreciation, the making of engineering economy studies. The 
temptation is understandable when we recall that both men have written and 
spoken extensively on the subject on which they rank as authorities, but the 
result is a digression too long for the context and not long enough for an 
adequate treatment. Even if the analytical procedures outlined were unobjec- 
tionable—and in some respects they seem to this reviewer seriously defective 
-—it would still be better to reserve their development for a more suitable 
occasion. 

Notwithstanding this blemish, the work remains, so far as its real subject, 
depreciation, is concerned, a generally sound and sensible exposition for the 
practical reader. 


GEORGE TERBORGH 
Washington, D.C. 


Industrial Organization and Markets; Public 
Regulation of Business 


Competition among the Few. By WILLIAM FELLNER. (New York: Knopf. 
1949, Pp. ix, 328, iii. $5.00.) 

Professor Fellner has written a thoughtful and stimulating book on the 
theory of oligopoly and bilateral monopoly. He traces the development of the 
modern theory, and he seeks to emend, systematize, and elaborate this theory. 
If, as I believe, Fellner’s own theory is unacceptable in its present form, he 
has demonstrated the fatal weakness of much modern theorizing on oligopoly 
and contributed to a clearer understanding of our present task. 

I shall not delay over Fellner’s summary of the development of the modern 
theory of oligopoly (Chaps. II, III). This survey, which includes a detailed 
restatement of Stackelberg’s theory, is well done. I would register only one 
complaint, but that not negligible: only ostensible theories of oligopoly are 
discussed, and the extensive but scattered literature on the economics of 
collusion is passed over. 
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The constructive analysis is built—without much attention to architectural 
elegance—around three propositions: (1) Three factors seriously qualify the 
desire of monopolies and oligopolies to maximize profits; (2) Oligopolies are 
further limited in their maximization of joint (industry) profits by the 
agreements they make on the division of these profits; and (3) The division 
of profits among firms is governed by four psychological and institutional 
factors. 

First, let us consider the three qualifications of profit maximization: they 
are the desire for safety margins; the effect on short-run decisions of long-run 
effects; and the conflicting interests of “ownership and control” (Chap. V). 
Fellner tells us that a firm tries to maximize the difference between price and 
average cost (so far as safety is concerned), because then it is best protected 
against parallel shifts of these functions, and “‘it is reasonable to assume that 
the unfavorable possibilities against which safety provisions are made are 
very largely t/ese shifts in demand and cost functions” (p. 153). I think 
he is being carried away by his particular geometrical formulation. Why not 
maximize the difference betweén the logarithms of price and average cost? 
Or better, why not maximize the difference between total revenue and total 
cost, which is the safest policy (for parallel shifts) for getting some profits, 
and incidentally maximizes them? Until Fellner analyzes the uncertainties a 
firm faces, his conclusion must hang in air. 

The distinction between maximization of profits and maximization of the 
present value of the firm is essentially verbal, as Fellner observes (p. 164). 
(Nevertheless he wishes to “qualify” the latter principle because the present 
value of a firm need not equal its potential sales value [pp. 165-66], a point 
the relevance of which seems debatable.) On the differing objectives of owner- 
ship and control groups, no definite conclusion is reached (pp. 169-74). 
Feliner’s first proposition requires further development if it is to be useful 
and convincing. 

Let us pass on to the major theme of the volume: the demonstration that 
often no satisfactory method of dividing up the industry’s profits (or sales, 
or whatever is divided) will be consistent with maximization of industry 
profits (Chaps. IV, VI). Consider the following example (pp. 131ff., 191ff.). 
Two firms, one with higher marginal costs than the other, somehow reach an 
agreement to divide sales or profits. The joint profits would be maximized if 
each firm operated where its marginal cost equals industry marginal revenue, 
with the lower-cost firm producing the larger output. If the firms agree to 
divide sales equally, they cannot reach this most preferred position, and must 
operate where the average of the marginal costs of the two firms equals indus- 
try marginal revenue. If their agreement is to divide profits equally, the firm 
with the higher costs must produce the larger output. 

These deviations from maximum profit could be eliminated if the firms 
pooled outputs or profits. Thus, to divide sales equally, the lower-cost firm 
could turn over some of its output to the higher-cost firm; to divide profits 
equally, the lower-cost firm could turn over some of its profits to the higher- 
cost firm. The policy of pooling is objectionable, Fellner says, because the 
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higher-cost firm is put in a weak strategic position. It loses contact with 
customers and suppliers, has a smaller skilled-labor force, etc., so if the agree- 
ment should break down the firm will be less able to maintain its share of 
sales or profits (pp. 133ff.). 

The inconsistency between the rule of division of profits between firms 
and their costs of production is only one, although an important, cause of 
limitation of joint profits, in Fellner’s theory. The other causes (threat of 
cutthroat competition, uncontrolled technological and product rivalry) also 
stem from the fact that “the strength of the participating firms in relation to 
one another changes, and is known to change, in an unpredictable way”’ 
(p. 177). By the way, is this true? 

I do not find this approach persuasive. Why make the division of profits 
the master and the maximum profits the slave? Assume they are partners: 
must they be seriously unharmonious? In our example, the dilemma was that 
to obtain equal profits, the higher-cost firm must produce more than the 
lower-cost firm, whereas for joint profit maximization the opposite is true. 
Why not have the high-cost producer market a part of the low-cost producer’s 
output?—the oil firms have bought gasoline from one another. Why not make 
unequal contributions to or withdrawals from a Webb-Pomerene association? 
Why not practice price discrimination and let the higher-cost producer sell 
the product with the higher profit margin? Why not, for that matter, have 
the lower-cost firm help the higher-cost firm reduce its costs? Surely one can 
contrive many devices of varying duration (to meet the requirement of 
temporal flexibility) and character (to meet the requirement of maintaining 
the firm’s strategic market position) to reconcile the firms’ division of profits 
with maximum profits. Fellner does not show that such a reconciliation is 
impossible, and in fact does not face the problem squarely. 

Nor does he formulate the problem broadly. He pays hardly any attention 
to the number and size of firms, or to conditions governing the entry of new 
firms and expansion of rivals, or to differences among firms in the range of 
products, or to the legal environment. These omissions are not important 
in Fellner’s scheme, because he does not seek quantitative notions on oligopoly 
price: he is content—I am not—-with arguing that oligopoly price is not 
monopoly price. 

The general principles which govern the division of profits among firms 
(under both oligopoly and bilateral monopoly) are: 


“1. Long-run consequences of violating accepted value judgments (that is, 
of faring too well); ... . 

“2. The immediate political consequences of a stalemate in the relations be- 
tween the parties concerned; ... 

“3. The ability of the parties to take and to inflict losses during the stale- 
mates; ... 

“4, Toughness in the sense of unwillingness to yield in a range in which the 
other party is expected to yield if one fails to do so (pp. 24-8).” [Perspi- 
cacity would seem a better term than toughness. | 


These are purportedly general principles of division of profits, but I must 
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confess to finding them remote from the problem of industrial oligopoly (or 
for that matter, of bilateral monopoly in the product markets, where the most 
important factor is the ability of each firm to enter the other’s business). 
They seem most suited to bilateral monopoly in the labor market, and it is 
in this more limited, but highly important, rôle that I shall briefly discuss 
them. 

I am not prepared to say that this list is mistaken, but surely it is useless. 
How can the economist join up such considerations with anything objective? 
Take what is essentially an important example: a union expands its member- 
ship from 50 to 100 per cent of the employees in an industry. Will this 
expansion increase its ability to inflict losses? Yes, because with no non-union 
sector sources of supply, markets for the industry will be injured more by a 
strike. No, because without a non-union sector, the struck employers will not 
lose their relative positions in the industry. Will accepted value judgments 
change? Yes, a union no longer struggling for control will have less public 
and governmental support. Yes, but in the opposite direction, because the 
union can now make heavy assessments for political purposes. The conse- 
quences of a stalemate (strike) are now more serious, but which side does this 
favor? Who gets tougher? Fellner’s brief discussion of these principles gives 
them no operational significance. And yet these factors are also fundamental 
to his theory of oligopoly, for they provide the divisions of profits which 
override joint profit maximization. 

What, then, is Fellner’s contribution? Aside from the many pieces of in- 
structive analysis we naturally expect in any book by him, it consists of a 
restatement of the problem of oligopoly theory in terms of obstacles to collu- 
sion. This restatement may not be ideal, but it should prove more fruitful 
than the traditional, unmotivated selection of assumptions of oligopoly 
behavior. 

GEORGE J, STIGLER 

Columbia University 


The Structure of American Industry. By WaLTER ADAMS, editor. (New York: 
Macmillan. 1950, Pp. x, 588. $4.75.) 

This book consists of fifteen chapters, each by a different author. The first 
thirteen chapters cover industries illustrating “various degrees of competition 
and monopoly,” selected so as to give a broad cross-section of agriculture, raw 
materials, manufacturing, distribution, amusement and transportation. They 
are also selected to illustrate the influence of varying degrees of market com- 
petition, price agreements, government price-support programs, patents and 
the operation of regulated industries. Chapter 14 by C. D. Edwards is de- 
signed to present an over-all picture of the requisites of public policy in a 
private enterprise economy. Chapter 15, by C. C. Killingsworth, is included 
“to consider the problem of a government labor policy which would be com- 
patible with a program of encouraging competition in industry” (p. vii). 

Each of the first thirteen chapters is written in accordance with the gen- 
eral pattern laid down by the editor. There is an introduction to each chapter 
by the editor in which he outlines the reason for selecting the industry, its 
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importance in the economy, salient characteristics of its market structure, and 
the principal issues of public policy raised by the author. Each author then 
gives: (1) a brief description of the development of the industry; (2) a dis- 
cussion of market structure and price policy; and (3) proposals for public 
policy. 

Selection of the industries to be included in a “case” book is a matter of 
individual judgment and is probably limited also by available authors, but 
to the reviewer, automobiles, petroleum and chain stores deserve a place 
ahead of the cigarette, tin can and glass container industries. The problems 
of regulated industries seem to be more effectively illustrated in one of the 
public utilities, motor transport and railroads than in ocean shipping or air 
transport, which are dealt with in this book. 

In a book of this type, there is bound to be a certain amount of uneven- 
ness of presentation, partly because of the different ways in which different 
authors approach industry studies and partly because of the differences in 
industries themselves which make uniformity of treatment difficult. The 
editor, however, has done a very good job of reducing the unevenness to a 
minimum without compelling any author to sacrifice his point of view. The 
reviewer, nevertheless wishes that Professor Adams had written the chapter 
on “Public Policy in a Free Enterprise Economy,” contributed by Corwin 
Edwards. This chapter contains the substance of two lectures previously given 
by Edwards and sets forth the general point of view familiar to readers of 
Edwards’ works. It does not serve to tie together the industry case studies 
and is probably too general in nature for readers not already familiar, in 
considerable detail, with public policy toward industry in this country. (The 
reviewer suspects that Edwards did not have the opportunity to read the 
other chapters.) l 

The chapter on “Labor in a Free Enterprise Economy,” by C. C. Killings- 
worth, is not an analysis of the problems which organized labor presents to a 
“free enterprise economy” but in this reviewer’s opinion is simply an apology 
for current labor policies and practices. In the present state of affairs, wide 
differences of opinion are bound to exist on the type of anti-monopoly policy 
that is needed for organized labor but surely the issue cannot be dismissed 
by asserting that “The case against labor combinations is built primarily on 
false analogies between product markets and labor markets, between business 
enterprises and trade unions” (p. 568). Nor is the issue clarified when the 
author says: “‘Centralization of authority [in international unions] cannot 
be regarded as a necessary evil where the circumstances in a particular indus- 
try make it essential to the effectiveness of the union” (p. 554). No light is 
thrown on the criteria of effectiveness nor who is to be the judge of them. The 
statement that “the most fundamental assumptions of the theory of competi- 
tion prove to be quite inapplicable to the observable facts in labor markets” 
(p. 543), leads the reviewer to ask the question: What theory is to be 
applied? This query is re-enforced by the statement “that the conventional 
theory of monopoly cannot be applied to unions” (p. 561). 

To this reviewer, the structure of industry means much more than market 
structures and price policies. It also involves corporate structure, intercorpo- 
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rate relationships, technological conditions of production, costs, scale of pro- 
duction and the geographic structures. Price policies involve more than price 
stabilization or basing-points. If price policies are to be discussed as a basis 
for public policy, then it is necessary to analyze the pricing problems of each 
industry, the conditions which face management in arriving at prices, the 
reasons for and bases of price discrimination, and the problem of pricing a 
wide variety of products in various markets. 

Some of the chapters illustrate the difficulty of making industry studies 
in the framework of full-employment theory. This approach leads all too 
readily to the assumption that maladjustment is solely the result of depres- 
sion and will not manifest itself under full employment. This does not face 
the question of the effects of maladjustment on full employment. The re- 
viewer cannot agree with the statement: “when full employment prevails in 
the non-farm section of the economy, farm prices stay at desirable levels” 
(p. 106). 

A number of the authors appear to take the position that, where oligopoly 
(defined as fewness of numbers only) prevails, price policies exhibit a 
fundamental departure from the competitive norm. In fact, however, the 
pricing pattern seems to be much mote complex than this, and most of the 
industries are characterized by a combination of oligopoly, competition, 
monopolistic competition, monopoly and non-price competition. Whether these 
add up to workable competition is not analyzed, nor is the question of public 
policy developed where fewness of numbers prevails as the result of tech- 
nology. In short, the question of the kind of public policy to be adopted with 
regard to industries, such as steel, is not pursued between the two extremes 
of insuring sufficient numbers to make for effective competition or some form 
of public price regulation. This seems to by-pass the area where the most 
perplexing problems of public policy emerge and are likely to remain so long 
as we have private enterprise in the heavy industries. 

The reawakening of interest, today, in the field of industrial organization 
and public policy is evidenced by the variety of books which is now appear- 
ing on the subject and the differences in emphasis, scope, and approach which 
they exhibit. The divergencies, among authors, in the evaluation of issues and 
the solutions which are advanced for them are even greater. Consequently, 
the task of a reviewer is particularly difficult if he wishes to be fair because, 
by the very nature of the problems faced and the current confusion in the 
world at large, almost no one can write a book that is adequate for anyone 
else. If a reviewer cannot take it to task, then it is probably because the 
issues have not been focussed or a point of view has not been expressed. The 
Structure of American Industry does not fall into this category. 

Professor Adams has produced a very useful book. He has brought together 
a number of industry studies, in very readable form, not readily available 
elsewhere. For those who like the case method this is the best book available. 
For others, who prefer a broader and more integrated treatment, it will serve 
as excellent supplementary reading. 

Dub ey F. PEGRUM 

University of California, Los Angeles 
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Wartime Economic Planning in Agriculture: A Study in the Allocation of 
Resources. By Beta Gorp. (New York: Columbia Univ. Press. 1949. 
Pp. 594. $6.75.) 


For students of economic planning who wish to investigate the operational 
as well as the theoretical difficulties of this approach to economic order, Pro- 
fessor Gold offers an extraordinarily well documented and highly provocative 
analysis of the attempt to mobilize agricultural production during the war. 

The recent accomplishments of the agricultural sector of the economy may 
be regarded in at least two ways: (1) During the war, despite a continuing 
drain of manpower and sustained uncertainty regarding postwar market 
conditions, American farmers achieved increases in productivity comparable 
to those of industrial workers, and set an all-time record for volume of pro- 
duction. Or, (2) by reasonable standards of potential production increases, 
American agriculture fell far short of what was possible, contributed to need- 
less food shortages both during and after the war, and thus rendered the 
tasks of the war more difficult and the consolidation of the peace uncertain. 

Mr. Gold takes the latter view, and he makes a thorough investigation of 
the factors underlying what he regards as the principal shortcomings of the 
mobilization effort: the failure to reach conservative goals of potential total 
output, and more important, the failure to reallocate resources so as to change 
the composition of output in favor of maximum production of needed nutri- 
ents. The purpose of the study is not only to throw light on the inadequacies 
and errors of specific wartime agricultural policies, but to illustrate weaknesses 
in planning principles and techniques which may have more general appli- 
cation in the future. | 

In reviewing the strategic tasks for agricultural mobilization upon our entry 
into the war, Professor Gold emphasizes the enormous scale of prospective 
requirements which were then apparent in view of the disorganization of farm- 
ing and transport in Europe and the Far East. Notwithstanding these needs, 
production goals assertedly based on potentials tended to be so narrowly 
conceived as to approach mere estimates of probable results, with little dis- 
turbance of existing patterns of farming. 

This timidity in setting goals and in vigorously pursuing them was of 
course grounded in the experiences following World War I and the restrictive 
practices developed during the ’thirties. It is readily understandable that this 
set of attitudes toward desirable output levels was exceedingly difficult to 
reverse. Nevertheless, Professor Gold argues, “Despite the not inconsiderable 
force of inertia, agricultural resources could have been readily harnessed to 
new tasks, especially in the environment of emergency adjustments created by 
war, but only under the spur of an effective program of incentives, aids, 
controls and even coercions geared to the effectuation of clearly defined goals. 
The targets did emerge in due course, although in the form of production 
goals which will be seen later to have been of a rather uncompelling sort. 
Exhortations, too, were broadcast in abundance, But these were never inte- 
grated with production controls, price policies, the allocation of farm ma- 
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chinery and fertilizer, the redistribution of farm labor, the extension of dis- 
tribution and rationing controls, and the provision of credit—the individual 
production guides which, taken together, constitute the effective determinant 
of the scale and composition of output within the limits set by weather.” 

Instead, after an initial upsurge in total production in 1942, which Mr. 
Gold attributes in considerable degree to unusually favorable weather, the 
rate of increase faltered as the results of early misapplication of resources 
began to manifest themselves. These misapplications and their consequences 
are described in detail, and the pressures to which administrators responded 
are frequently recognized. A chapter on “Price Policy, Inflation Control and 
Mobilization” is particularly valuable for its description of the problem posed 
by the contradictory aims of price stabilization and incentives to production. 

If Professor Gold’s strictures appear a counsel of perfection, it should be 
noted that the pressing desirability of crop reconversions and other forms of 
resource reallocation had been recognized even before the war. In this respect 
the strategy of wartime mobilization and the long-range aims of peacetime 
production have, in the case of agriculture, been remarkably compatible. 
Our failure under the favorable conditions of wartime zeal and urgency to 
achieve such changes as were necessary and feasible means that we may have 
lost one of the invaluable opportunities for accelerated economic readjustment 
of our generation. Mr. Gold was not alone in pointing this out during the war, 
but the suggestion was lost in the general feeling that, “We are fighting a 
war; this is no time for social reforms”—-even though in this case the two 
aims would have been complementary rather than contradictory. 

The critical nature of this study need not, as Mr. Gold acknowledges, ob- 
scure the fact that substantial production gains were actually made by many 
farmers during the war, and under handicaps both of resource limitations 
and inadequate comprehension of needs and prospects. Both of the points 
of view cited in the early part of this review are correct, and the achieve- 
ments as well as the shortcomings need to be explained. Striking changes 
in agricultural production methods have been taking place since the begin- 
ning of the war, and that these are not emphasized in this study is no doubt 
due to the particular objectives of the investigation. Professor Gold’s report 
stands as a valuable contribution to the literature of American planning 
experience. 

James H. STREET 

Haverford College 


Labor 


Economics of Labor and Industrial Relations. By Gorpon F. BLoom and 
HERpERT R. Norturup. (Philadelphia and Toronto: Blakiston. 1950. 
Pp. x, 749. $5.00.) 

Since the genesis in 1935 of a national policy favorable to collective bar- 
gaining and social legislation, popular and academic interest in labor prob- 
lems has steadily increased. Labor problems, meanwhile, have increased in 
scope and complexity. 
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These developments have created a vexing textbook problem. Fifteen or 
more years ago, nearly all aspects of labor relations could be discussed in a 
single volume, with adequate attention both to the philosophy of labor prob- 
lems and to the details, such as the structure and practices of unions, legisla- 
tion, techniques of personnel management, and collective bargaining prac- 
tices. The rapid developments of the past decade or so have rendered 
textbooks quickly out of date. Even more important, the increasing scope 
and complexity of the field have made it more and more difficult to deal 
adequately with all phases of labor relations within a single course or single 
textbook. 

Although highly welcome because up-to-date, the new texts in labor 
economics which have appeared recently? continue, in varying degrees, the 
tradition of attempting to discuss all aspects of labor problems, This en- 
cyclopedic approach raises a serious problem, When many topics are covered, 
each can be treated but briefly; integration of the material becomes difficult; 
and there is a tendency for the book to become a true encyclopedia rather 
than an integrated presentation of the important principles of a subject. Stu- 
dents, lost in an overwhelming mass of detail, “fail to see the forest for the 
trees.” In the field of labor relations, this is a serious fault. It is far more 
important, if a choice must be made (and, in this reviewer’s opinion, it is 
necessary) for students to comprehend the objectives and philosophies of 
workers and employers, the significance of the conflicts between them, and 
the nature of the public interest in labor problems than to acquire an exten- 
sive but superficial acquaintance with such details as techniques of personnel 
administration, restrictive union practices, or benefit provisions of unemploy- 
ment compensation acts. There exists a real need for teachers and textbook 
writers to re-evaluate the objectives and methods of the typical labor prob- 
lems course. 

The Economics of Labor and Industrial Relations is particularly vulnerable 
to the above criticism. Despite a lively and challenging introductory chapter, 
which attempts to “set the stage,” the authors fail to furnish the student with 
an integrated concept of labor problems. The sequence of topics is not par- 
ticularly coherent or logical. Individual chapters plunge into discussion of 
detailed policies and practices without relating them to the broader issues and 
relationships in industrial relations. Thus, with scarcely more than a statement 
that “A knowledge of union structure is an essential background to the eco- 
nomics of labor,” the chapter on union organization takes up the structure 
of the local union. The chapter entitled “Industrial Jurisprudence” discusses 
a wide variety of topics, ranging from regulation of apprenticeship to strikes, 
related only in that, in some sense, they might be considered as non-wage 


” 


1 Among the new or revised texts recently published are: Philip Taft, Economics and 
Problems of Labor (New York, Stackpole and Heck, 1948); Joseph Shister, Economics of 
the Labor Market (Chicago, J. B. Lippincott, 1949) ; Lloyd Reynolds, Labor Economics and 
Labor Relations (New York, Prentice-Hall, 1949); Dale Yoder, Manpower Economics and 
Labor Problems (New York, McGraw-Hill, 1950); Orme Phelps, Introduction to Labor 
Economics (New York, McGraw-Hill, 1950). 
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aspects of collective bargaining. Particularly unhappy is a miscellany of 
statistical data presented as a separate chapter under the heading “Basic 
Labor Statistics.” In the labor field there is fortunately an abundance of good 
statistical data, but statistics are useful only in so far as they are discussed 
so as to bring out their significance. Here statistics on various topics are 
summarily presented with little or no discussion. Furthermore, they are not 
even up to date, the latest data being for 1946 despite the availability of 
current information and its value in light of postwar changes. As is common 
with most labor economics texts, the chapters on protective labor legislation 
and social security present a compendium of details on eligibility require- 
ments, coverage, benefits, and the like rather than a basic consideration of the 
objectives and problems in such legislation. 

Despite the above faults, however, the book is a highly valuable contribu- 
tion to the literature of labor relations, for its provides the keenest and most 
thorough analysis of wage and employment problems through use of marginal 
productivity and aggregative theory that has yet appeared in a textbook. 
Authors of labor texts generally have dismissed the value of economic theory 
as an analytical tool. Messrs. Bloom and Northrup furnish striking proof of 
the applicability and value of economic theory, skillfully used, in analysis of 
labor problems. Problems of wage determination in the individual firm, indus- 
try, and locality are adroitly discussed in terms of marginal productivity 
theory under conditions of imperfect competition. A convincing explanation 
is furnished, for example, for the existence of considerable differences in wages 
although the wage equals the full marginal revenue product of labor in each 
particular employment. Especially challenging is an exploration of the eco- 
nomic implications of union make-work rules and such devices as the guaran- 
teed annual wage. Problems of wage policy and employment are analyzed 
with cogency in terms of aggregative (Keynesian) theory. 

It is inconceivable that any reader would agree with all of the opinions 
expressed by the authors, especially considering the controversial nature of 
labor relations. Most readers will probably feel, however, that the authors 
have used careful reasoning in arriving at their conclusions and have made 
sound judgments. There is perhaps too much emphasis upon the sins of labor 
and insufficient attention to the deficiencies of management. Inadequate atten- 
tion has been paid to the psychological and sociological aspects of labor 
problems, such as inter-group relationships, industrial conflict, grievance pro- 
cedures. Frequently, the economic analysis tends to rest too largely upon un- 
substantiated hypothesis. By and large, however, most economists should find 
the analysis and conclusions acceptable. 

Although it is the authors’ idea that the text is suitable for both beginning 
and advanced students, the analysis is both too extensive and too difficult for 
the usual undergraduate course. The rôle of this text is definitely at the ad- 
vanced level, for which it is admirably suited. If the book is used at the 
graduate level, its lack of integration, criticized earlier, loses some of its im- 
portance, since this matter is of less significance with advanced students. 

It is sincerely to be hoped that the excellent use of economic theory by 
Messrs. Bloom and Northrup in this volume will inspire other labor econo- 
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mists to abandon their distrust of theory in favor of intelligent application 


of the valuable tools of analysis it provides. 
RoBERT H. FERGUSON 
Cornell University 


Unions Before the Bar. By Ex1tas LIEBERMAN. (New York: Harper & 
Brothers. 1950. Pp. x, 371. $5.00.) 


Mr. Elias Lieberman, former garment worker and union official and now a 
union labor attorney, has presented a highly readable history of American 
labor law through the medium of the leading labor cases, from the Phila- 
delphia Cordwainers to the 1949 Supreme Court decisions. 

Using a narrative and interesting style, Mr. Lieberman traces the legal 
status of unions from the early days of suppression through the periods of 
toleration and encouragement and once again to the present so-called neutrality 
stage. Although Mr. Lieberman is frankly and openly a union partisan, he 
has included cases which bear on the seamy side of trade unionism. His 
account of Steele v. Louisville and Nashville Railroad (“All Within The 
Union Are Brethren”) is an excellent presentation of the unsavory conduct 
of the Brotherhood of Locomotive Firemen and Enginemen’s attempt to drive 
Negro firemen off southern railroads. The problem of the closed shop under 
the Wagner Act is presented through Wallace Corporation v. the NLRB 
(“There Are No Rights Without Duties”). Union-management collusion to 
blockade a market is set forth through Allen Bradley Company v. Local 
Union No. 3 (“Let Unions Beware of the Company They Keep”). And 
John L. Lewis’ legal bout with Judge Goldsborough is fully discussed (“The 
High Cost of Contempt”). 

Mr. Lieberman’s book has a balance and perspective which is not often 
found from the pen of those who are active in labor disputes. Although he 
writes that the Taft-Hartley Act “is a clear manifestation of the power and 
hostility of the industrial group and of some public men toward labor unions,” 
he is quick to point out that in this era which produced Taft-Hartley unions 
have become and remained “big and powerful, capable of seriously challeng- 
ing the traditionally dominant industrialists” (p. 349). 

Moreover, Mr. Lieberman states: “But the acquisition of power in a 
democracy imposes responsibilities. The balancing of power by responsibility 
is basic to the existence of a democratic system. All actions—‘internal’ as 
well as ‘external’—-of any powerful group within a democratic society are 
properly subject to public accounting. The actions of powerful groups cannot 
be said to be merely of private concern or of ‘no concern’ to society. This 
principle applies to all powerful groups. Labor now being among such groups, 
to what extent will it undertake to share in ‘social responsibility’ to the com- 
munity?” (pp. 349-350). 

For the first time, those who wish an introduction to the past and present 
legal status of unions and of various union practices and policies have at their 
disposal a book that is well written and easily understood. Unions Before 
the Bar deserves all the readers it can get. 


Scarsdale, New York 


HERBERT R. NORTHRUP 
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Population; Social Welfare and Living Standards 


The Cost and Financing of Social Security. By Lewis MERIAM and KARL 
SCHLOTTERBECK. With a Chapter on “Veterans’ Benefits” by MILDRED 
MARONEY. (Washington: Brookings Institution. 1950. Pp. ix, 193. 
$3.00.) 


Interest aroused by recent proposals to expand social security in this 
country and others has produced a considerable volume of literature which 
has added to our knowledge and understanding of the field. The book under 
review has been written expressly in response to the changes in the American 
system recommended in H.R. 2893 and H.R. 6000. It is with the first men- 
tioned bill, sponsored by the Truman Administration, that the book is chiefly 
concerned, “The objective of the study,” as stated on the cover jacket, “‘is to 
focus attention on the magnitude of the expanding costs, and the problems 
involved in financing them, and to raise questions as to whether a safer method 
and better system could readily be devised.” 

The subject matter of the book is divided into three parts: Part I, Major 
Social Security Problems, describes the features of the American system; Part 
II, Special Groups and Programs, deals with veterans’ benefits and private 
pension plans; and Part III, Analysis of the Over-All Security Program, is a 
statement of conclusions and recommendations. Of the factual material pre- 
sented, the chapters on veterans’ benefits and private pension plans are par- 
ticularly timely. The issues relating to private pension plans are raised but not 
argued to a conclusion. The non-technical reader will find useful the data on 
costs which the authors have summarized from the reports of actuarial ex- 
perts. The discussion of the economic and fiscal aspects of reserve financing 
of old age and survivors insurance dispels effectively, but probably not finally, 
the confusion which has persisted on that subject. 

The recommendations which the authors make for changing the established 
pattern of social security follow a formula which has become familiar in Dr. 
Meriam’s earlier studies on social security, published by the Brookings Institu- 
tion (Relief and Social Security and The Issue of Compulsory Health Insur- 
ance). There is recognition of the fact that the practices of a parochial and 
punitive poor law are no longer acceptable and that, for better or worse, 
public provision must be made for protection against want, whatever its 
cause. The issue to be decided, then, is what kind of a system for achieving 
this end shall be adopted. The authors would abandon the so-called “insur- 
ance” plan now in operation with its presumption that the purpose of social 
security is to insure against loss of earnings which arise by reason of unem- 
ployment, age or other specific contingencies. They favor a system which 
would provide a ‘‘floor of protection” by assuring a standard, minimum pur- 
chasing power, preferably with eligibility determined by a test of need. If 
this is politically unacceptable, they recommend the payment of a flat mini- 
mum amount without reference to other available resources. Maintenance of 
income above the minimum would not be the responsibility of government. If 
people desire greater protection they can provide for it through such measures 
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as private saving, private insurance, group insurance, industrial pensions, etc. 


Our recommendation would be that benefits should not exceed the amount re- 
quired to provide a minimum health and decency standard and that if persons 
desire more than that they should strive to obtain it through voluntary methods. 
To us the payment of benefits only to those who do not have the necessaries 
and only to the extent they lack them seems to preserve to maximum extent 
personal freedom and initiative. If government reports and investigations to 
determine resources are deemed too objectionable to be politically acceptable, 
then a flat uniform benefit would be the safest system in the present uncertain 
world. 


To fnance the costs of the program the authors propose a universal, 
flat-rate personal income tax, earmarked for social security, and the frank 
adoption of a pay-as-you-go policy. 

Immediate assumption of full load, payment of benefits no greater than are 
necessary to give full protection against need, and financing through a uni- 
versal flat-rate personal income tax earmarked for social security appears to 
be the best system for use in the present uncertain times. Brought face to face 
with full load costs to be met annually, the people will be in a better position 
than they are now to determine whether individuals with personal income 
sufficient to protect them from need should be paid a benefit equaling that 
given to individuals who without the benefit would be in need. Decisions on such 
vital matters should be arrived at with full knowledge of the size of the true 
load and the real costs of the system. 


The argument of the book is set forth clearly and concisely. Its great 
merit is that instead of evading the problems of social security finance by 
projecting them into the future, it concentrates attention on the costs of a 
fully developed program as of the present. The discussion of the current 
situation highlights the subterfuges, anomalies and limitations which are 
characteristic of social security programs in their early stages, and from which 
ours has not escaped. If we are to be realistic, we must view the present 
arrangements as first attempts to meet problems of income maintenance, not 
a final solution. Proposals for change are to be expected. They should be 
analyzed in terms of their probable results in practice. 

The conclusions reached in the Brookings’ study prompt one to examine the 
purposes which a system of social security is designed to fulfill. Social security 
systems have been brought into existence because private incomes are low 
and unstable. What the people who are served by social security expect is the 
assurance of protection on terms which they regard as self-respecting when 
income fails for reasons largely beyond their control. The protection may be 
a flat-rate benefit as provided in the English scheme or graduated benefits as 
in the American system. The essential requirements are (a) that benefits be 
adequate; (b) that they be paid according to a dependable schedule; and (c) 
that if differential grants are paid a more acceptable basis be found than that 
existing in the assistance laws of many states. The drive for social insurance 
has been supported by a growing realization of the inappropriateness of 
traditional poor law practices in the modern world. The means test which 
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assesses the value of property and income, legal liability of relatives, the law 
of settlement—are all difficult to enforce and frequently self-defeating. The 
basic difficulty with the administration of a test of need is not that it en- 
courages chiselers or that it is a ready-made tool for local politicians, What 
the recent controversy over assistance cuts has brought out is (a) the unre- 
liable nature of a system of payments which depends for its financing on the 
unrestricted vote of a legislative body; and (b) the personal hardship and 
injustice that are inevitable when grants are cut below a reasonable level. 
Experience demonstrates that in practice the right to income-maintenance 
payments is more secure in an insurance system than in an assistance program. 
In large part this is due to the fact that in the former the benefit scale is laid 
down in the law and therefore is not easily changed, while in the latter there is 
no statutory commitment to a definite minimum. The result is that the 
amounts families on assistance receive is not determined by their need in any 
meaningful sense, but by the appropriation voted currently by a legislative 
body. Even in the most progressive states where the trend in public assistance 
is toward a more liberal and impersonal definition of the test of need, this 
basic uncertainty persists. 

Preoccupation with the precarious nature of assistance allowances, however, 
should not blind one to the limitations of rigidly defined benefit scales. In- 
surance benefits have the political advantage of being definitely set, and the 
correlative economic disadvantage of being insensitive to changes in the price 
level. To achieve flexibility they should be geared to a cost-of-living index. 
Some variation in benefits is also required to take account of special needs, 
e.g., persons requiring special diets, living in areas of abnormally high rents, 
etc. Differential grants therefore are likely to have a rôle (though a minor 
one) in a comprehensive program of social insurance. 

The issue over the test of need which the authors raise, however, is not the 
central point of their argument. Their chief concern, so far as benefits are 
concerned, is that they be held to a minimum amount so that costs may be 
kept within bounds and that scope may be preserved for voluntary provision. 
Their second choice is for a flat, uniform benefit payable irrespective of need. 
There is a good deal to be said for the principle of uniform provision in 
nation-wide programs. The British have used it with good effect. Universal, 
flat benefits are more costly than those based on need, but they have the 
advantages of being simpler to administer and of eliminating the inquisitional 
and discretionary features of the means test. They satisfy the democratic 
preference for treating everybody alike, despite the fact that individual 
resources may vary widely so that the effect is to redistribute income regres- 
sively. But in a country such as ours, where both the cost and the standard 
of living show significant geographical variations, the amount would have to 
be adjusted to the cost of living in different places. 

The type of benefit formula toward which the authors are least inclined is 
that which has been adopted in the United States; 7.e., one that is designed 
to insure against wage loss. They are particularly apprehensive of the en- 
larged scope that is contemplated for social security in H.R. 2893. Their 
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objection rests on two grounds: the scope for voluntary provision; and the 
cost. The real issue here is the relative merits of a system in which govern- 
ment undertakes the full responsibility of organizing protection in a single 
system, conipared with one in which the field is divided between a public 
compulsory system and voluntary, private insurance. Voluntary systems, 
when left to individual initiative have had disappointingly few subscribers in 
those countries where they have been tried; voluntary systems organized by 
employers typically give insufficient guarantees of security and tend to bind 
the employee to the firm and in some cases to the union. If widely developed 
and adequately funded, voluntary insurance schemes divert large amounts of 
savings away from investment in venture capital into safer and less produc- 
tive channels. This may bring about results as unwelcome as those which 
fhe authors predict from the expanded social insurance plan. If insurance 
against the uncertainties of private income is what people want and are willing 
to pay for, the costs will be high. The question is, are the results desired 
attained more efficiently when the government takes over a major part of the 
field, or when the government confines its sphere to providing a “floor of 
protection” and leaves the rest to private insurance companies? The authors 
do not squarely face the far-reaching economic issues raised by the growth of 
industrial pension plans. 

A word remains to be said about the methods of financing benefit pay- 
ments. The authors recommend that the cost of social security be met by a 
flat addition to income tax. Such a tax has certain advantages over pay-roll 
taxes, but it should be pointed out that unless supplemented by a subsidy 
fiom general revenues, a flat addition to income tax is likely to be regressive 
and inflexible. The implications of social security finance for income distribu- 
tion and cycle control have been receiving special attention in recent litera- 
ture. As a system of social security assumes full proportions, the fractions of 
the national income collected in taxes and paid out to beneficiaries rise to 
significant proportions and social security finance assumes functional aspects. 
Social security cannot be regarded independently of its effect upon the calcu- 
lations of entrepeneurs and investors and the behavior of workers. Because of 
the difficulties inherent in the measurement of the incidence of taxes and the 
effects on incentives, these aspects of social security have eluded quantitative 
investigation. The distributive aspects of the problem are those which have 
caught the attention of both voters and legislators. There is, however, a 
growing awareness of the significance of social security financing in the total 
economy. What its rôle should be is a matter of dispute. The authors’ pro- 
posal to finance the cost of social security by a flat addition to personal 
income tax follows the principle of fixed tax liabilities, Recent discussions 
among economists give wide circulation to the idea of using social security 
taxes and benefits as built-in instruments of compensatory control. With the 
present undeveloped stage of aggregative economics and business forecasting 
we know too little to frame policies for dealing with fluctuations which depend 
for their success upon reliable prediction. But for designing measures to check 
and reverse inflationary and deflationary tendencies we have considerable 
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understanding, and among these flexible taxes and compensatory spending 
appear to offer useful tools for a policy of full employment. Social security 
finance needs to be explored from this angle. 

The argument of the preceding paragraphs may be briefly summarized. 
Social security is bound to be costly; if it gives adequate protection, it will 
necessarily affect personal income distribution; perhaps it may prove to be 
useful in averting a threatened depression. In the present temper of public 
opinion it is not likely to be pushed back toward an assistance status, 
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Apply.) 


Industrial Organization and Markets; Public Regulation of Business 


Fisner, W. E. The expanding role of government and labor in the American economy. 
Bull. no. 18. (Pasadena: California Inst. of Technology, Indus. Relations Sec, Pp. 26. $1.) 


Hyneman, C. S. Bureaucracy in a democracy. (New York: Harper. 1950. Pp. xv, 586. 
$4.50.) 


Jervis, F, R. J. Price control—government intervention or the free market? (New York 
and London: Hutchinson’s Scientific and Technical Pubs. 1949. Pp. 223.) 


Munn, V. A. Government and business. (New York: Harper. 1950. Pp. x, 659. $4.75.) 


Somers, H. M. Presidential agency--The Office of War Mobilization and Reconversion. 
(Cambridge: Harvard Univ. Press. 1950. Pp. xiii, 238. $4.50.) © 


Report of Federal Trade Commission on fertilizer industry. (Washington: Supt. Docs. 1950. 
Pp. 176. 35c.) 


Study of monopoly power. Hearings, subcommittee of the House Committee on the 
Judiciary, 81st Cong., 2d sess., February 1-15, 1950. (Washington: Supt. Docs. 1950, Pp. 
230.) 


Public Utilities; Transportation; Communications 


Bicsam, T. C. and Roserts, M. J. Citrus fruit rates-—-development and economic ap- 
praisal. (Gainesville: Univ. of Florida Press. 1950. Pp. viii, 134. $3.25.) 


Farr, M. L. and Wurms, E. W., Jr. Economics of transportation. (New York: Harper. 
1950. Pp. x, 757, $5.50.) 


LABATUT, J. and Lane, W. J . editors. Highways in our national life—a symposium. 
(Princeton: Princeton Univ. Press. 1950. Pp. xvi, 506. $7.50.) 


Enplaned airline trafic by community, 1949. (Washington: Civil Aeronautics Commission, 
Dept. of Commerce. 1950. Pp. 21, mimeo.) 
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Federal-Aid Highway Act of 1950. Hearings, House Committee on Public Work, 81st 
Cong., 2d sess., on bills to amend and supplement the Federal Aid Act, 1916, as amended 
and supplemented. (Washington: Supt. Docs, 1950. Pp. 692.) 


Financing utility capital requirements. (New York: Am. Gas. Assoc. and Edison Electric 
Inst. 1949. Pp. 132. $1.) 


Statistics of the communications industry of the United States for the year ended Decem- 
ber 31, 1948. (Washington: Supt. Docs. 1950. Pp, 291.) 


Industry Studies 


Czyzzwsxi, H. and Person, B. C. The foundry industry in Illinois, Bur. Econ. and Bus. 
Research bull. ser. no. 70, (Urbana: Univ. of Illinois. 1950, Pp. 148.) 


FonTtAINE, M. L’industrie sidérurigiqgue dans le monde et son evolution économique depuis 
le seconde guerre mondiale. (Paris: Presses Univ. de France. 1950. Pp. 398.) 


Steric, I. Die sozialisierung des kohlebergbaus in Grossbritannien. (Kiel: Institut fiir 
Weltwirtschaft an der Universitat Kiel. 1950. Pp. vi, 71.) 


December 1949 steel price increases. Hearings, Joint Committee on the Economic Report, 
81st Cong., 2d sess., pursuant to sec. 5(a) of Public law 304, 79th Cong., January 24-27, 
1950. (Washington: Supt. Docs. 1950. Pp. 567.) 


Draft international agreement on tin, March, 1950. (The Hague: Internat. Tin Study 
Group. 1950. Pp. 22. 5s.) 


First census of manufactures India-—1946 (statistics by industries and provinces). 2 vols. 
Prepared by the Directorate of Industrial Statistics, H. Ghosh, director. (New Delhi: 
Govt. of India Press. 1949. Pp. x, 333; iii, 302.) 


A statement on the position and prospects of the tin industry. (The Hague: Internat. Tin 
Study Group, 1950. Pp. 58. $1.) 


Statistical yearbook, 1949, of the International Tin Study Group. (The Hague: Inter- 
nat. Tin Study Group. 1950. Pp. 232. $4.20.) 


Supply of building materials in Canada—outlook 1950. Dept. of Trade and Commerce pub. 
(Ottawa: E. Cloutier, 1950. Pp. 20.) 


Synthetic rubber. Hearings, special subcommittee, House Committee on Armed Services, 
81st Cong., 2d sess., February 20-27, 1950. (Washington: Supt. Docs. 1950. Pp. 213.) 


Land Economics; Agricultural Economics; Economic Geography 


Bateman, A. M. Economic mineral deposits. (New York: Wiley. 1950. Pp. 927. $7.50.) 


Berc, L. S. Natural regions of the U.S.S.R. Translated from the Russian by Olga A. Titel- 
baum. (New York: Macmillan, 1950. Pp. xv, 436. $10.) 
One of the works translated under the Russian translation project of the American 
Council of Learned Societies. 


Brack, J. D. Federal-state-local relations in agriculture. (Washington: Nat. Planning 
Assoc. 1950. Pp. 51. 50c.) 


Duccan, I. W. and Barres, R. U, Financing the farm business. (New York: John Wiley. 
1950. Pp. viii, 354. $4.) 


Dummeter, E. F., Heflebower, R. B. and Norman, T. Economics with applications to 
agriculture. (New York: McGraw-Hill. 1950. Pp. xv, 718. $5.) 


GARNSEY, M. E. America’s new frontier—the mountain west. (New York: Knopf. 1950. 
Pp. xviii, 314. $3.50.) 
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Hotty, J. F. The economy of Greeneville, Tennessee. Bur. of Bus. Research study no. 21. 
(Knoxville: Div. of Univ. Extension, Univ. of Tennessee. 1950. Pp. vi, 64.) 


Inman, B. T. and Fierin, W. H. Farm land ownership in the United States. Dept. of 
Agriculture misc. pub. no. 699. (Washington: Supt. Docs. 1949. Pp. 77. 20c.) 


Manoney, J. R. Natural resources activity of the federal government; historical, descrip- 
tive, analytical. Pub. affairs bull. no. 76. (Washington: Legislative Reference Service, Li- 
brary of Congress. 1950. Pp. 249.) 


American housing. (New York: Nat. Assoc. of Manufacturers. 1949. Pp. 51. Apply.) 


Annual report of the Farm Credit Administration, 1948-49. (Washington: Supt. Docs. 
1950, Pp. 183.) 


Annual report of the Secretary of the Interior, fiscal year ended June 30, 1949. (Washing- 
ton: Supt. Docs. 1950. Pp. 407.) 


Catalogue of publications. (Washington: U. N. Food and Agric. Organization. 1949. Pp. 
37.) 


Cooperative housing in Europe: a report of the Senate Committee on Banking and Currency 
investigating and studying European housing programs, 81st Cong., 2d sess., March 10, 
1950. Senate doc. 148. (Washington: Supt. Docs, 1950. Pp, 112.) 


Farm production practices, costs and returns, Dept. of Agriculture statistical bull. no. 83. 
(Washington: Supt. Docs. 1949. Pp. 119. Apply.) 


Missouri River Basin progress report. Prepared by Interior Missouri Basin Field Committee. 
(Washington: Dept. of the Interior, 1950.) 


Summary of Housing Act of 1950. By Senate Committee on Banking and Currency. Sist 
Cong., 2d sess. Senate doc. 165. (Washington: Supt. Docs. 1950. Pp. 9.) 


Tennessee Valley Authority—TVA, 1950. (Washington: Supt. Docs. 1950. Pp. 64.) 


Utilization of farm crops; price spreads. Hearings before a subcommittee of the Senate 
Committee on Agriculture and Forestry, 81st Cong., 1st sess—-Pt. 2, September 22- 
December 14, 1949, (Washington: Supt. Docs. 1950. Pp. 696.) 


Yearbook of food and agricultural statistics, 1948. II. Trade. Pub. of U. N. Food and 
Agric. Organization (New York: Columbia Univ. Press. 1949. Pp. xvili, 238. $3.50.) 


Yearbook of food and agricultural statistics, 1949. I, Production. Pub. of U. N. Food and 
Agric. Organization. (New York: Columbia Univ. Press. 1950. Pp. v, 313. $3.50.) 


Labor 


Bakke, E. W. Bonds of organization—an appraisal of corporate human relations, (New 
York: Harper, 1950. Pp. xii, 239. $4.) 


BERNSTEIN, I. The New Deal collective bargaining policy. (Berkeley and Los Angeles: 
Univ. of California Press. 1950. Pp. xi, 178. $3.) 


BooKBINDER, H. H. and associates. To promote the general welfare—the story of the 
Amalgamated. (New York: Amalgamated Clothing Workers of America. 1950. Pp. 168. 
cloth, $3.50; paper $1.50.) 

CARPENTER, J. T. Employers’ associations and collective bargaining in New York City. 
(Ithaca: Corneil Univ. Press. 1950. Pp. xviii, 419. $4.50.) 


CORRIGAN, J. L., S.J. Munagement and management’s rights to manage in industrial rela- 
tions, a study in differences. A doctoral dissertation. Stud. in econ. vol. 26. (Washington: 
Catholic Univ. of America ‘Press, 1950. Pp. x, 233.) 


DRUCKER, P. F. The new society—the anatomy of industrial order. (New York: Harper. 
1950. Pp. ix, 356. $5.) 
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Kerry, W. J. Production, an American philosophy. Address at 26th Annual Industrial Con- 
ference. (State College: Pennsylvania State College. 1950. Pp. 24.) 


LEGER, C, Lù démocratie industrielle et les comités d’entreprise en Suéde. (Paris: Armand 
Colin. 1950. Pp. x, 221.) 


Manison, C. A. American labor leaders—personalities and forces in the labor movement, 
(New York: Harper. 1950. Pp. ix, 474. $4.) 


Mer, M. L. State and federal hours limitations—a summary. Bull. no. 116. (Washington: 
Bur. of Labor Standards, Dept. of Labor. 1950. Pp. 141.) 


MICHAEL, L. B, Wage and salary fundamentals and procedures. (New York: McGraw-Hill. 
1950. Pp. 343. $4.50.) 


Munsui, M. C. Comparative wage levels—agricultural and industrial. (Bombay: Hind 
Kitabs Ltd. 1950. Pp. 57.) 


PHELPS, O. W. Introduction to labor economics. (New York: McGraw-Hill. 1950. Pp. 
xvii, 554. $4.50.) 


Rackow, F. Combatting discrimination in employment in New York. (Ithaca: N. Y. State 
School of Industrial and Labor Relations, Cornell Univ. 1949. Pp. 55. Apply.) 


SoMERVELL, H. Industrial. peace in our time. (New York: Macmillan. 1950. Pp. ix, 224. 
$2.00.) 


SUNDERMANN, K. H. Das oberste bundesgericht der vereinigten staaten von Amerika und 
sein einfluss auf das arbeitsleben. (Bielefeld: Deutscher Heimat-Verlag. 1950. Pp. 31.) 


Tayztor, A. G. Labor problems and labor law. (New York: Prentice-Hall. 1950. Pp. 622. 
$6.65; text ed., $5.) 


Wacker, C. R. Steeltown-—-an industrial case history of the conflict between progress and 
security. Yale Labor and Management Center ser. (New York: Harper. 1950. Pp. xv, 
284. $4.50.) 


Wincock, R. C. Types and sources of wage data in Illinois, Institute of Labor and Indus. 
Relations research rept. no. 4. (Urbana: Univ. of Illinois. 1950. Pp. 62. $1.) 


Yoprr, D. Manpower economics and labor problems. 3d ed. (New York: McGraw-Hill. 
1950, Pp. ix, 661. $5.) 

Thoroughly revised text. Old material revised to take account of research in man- 
power economics and labor marketing during and since Second World War. New chapters 
on manpower goals and problems, dimensions of manpower resources, wage structures 
and other special problems. 


Collective bargaining -and arbitration. (Berkeley: Institute of Indus. Relations, Univ. of 
California. 1949. Pp. 45. $1.) 


Equal remuneration for men and women workers for work of equal value. Thirty-third 
session, Geneva, 1950. Rept. V (2). (Geneva: Internat. Lab. Office. 1950. Pp. 92.) 


Glossary of currently used wage terms. (New York: Dept. of Labor, Bur. Lab. Statistics. 
1949, Pp. 38.) 


Industrial Relations Research Association—proceedings of second annual meeting, New 
York City, December 29-30, 1949. (Champaign, Ill.: Indus. Relations Research Assoc. 
1950, Pp. viii, 299.) 


International Labour Conference—record of proceedings, thirty-first session, San Francisco, 
1948. (Geneva: Internat. Lab. Office. 1950. Pp. xliv, 609.) 


Investigation of labor-management relations. Hearings, special investigating subcommittee 
of the House Committee on Education and Labor, 81st Cong., 2d sess. Hearings held in 
Washington, D.C., Bakersfield, Calif., Toledo, Ohio, Louisville, Ky. and Atlanta, Ga., 
Oct. 1949-Feb. 1950. (Washington: Supt. Docs. 1950. Pp. 751.) 
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Labour problems in agriculture—general report. Thirty-third session, Geneva, 1950. Rept. 
VI. (Geneva: Internat. Lab. Office. 1950. Pp. 72.) 


Labor relations and political action. (New York: Am. Management Assoc. 1949. Pp. 24. 
50c.) 


The law and practice relating to safety in factories. Pt. I, National and international or- 
ganisation, Pt. II, Legislation. (Montreal: Internat. Labour Office. 1949. Pp. xvii, 1701.) 


Report of the director-general. Thirty-third session, Geneva, 1950. Rept. I. (Geneva: 
Internat. Lab. Office. 1950. Pp. v, 151.) 
Reports of the Chemical Industries Committee, International Labour Organisation, 2nd 
session, Geneva, 1950, procurable from the International Labour Office, Geneva, Switzer- 
land. 


General report. Rept. I. Pp. 176. 

Safety and hygiene in the chemical industries, Rept. IT. Pp. 84. 

The organization of working hours in the chemical industries. Rept. III. Pp. 73. 
Review of the British docks strikes, 1949. Cmd. 7851. (London: H. M. Stat. Office) 


Supreme Court decisions on labor, 1948-49, (Urbana: Inst. of Labor and Indus. Relations, 
Univ. of Illinois. 1950. Pp. 17.) 


When should wages be increased? Stud. in bus. econ. no. 23. (New York: Nat. Industrial 
Conf, Board, 1950. Pp. 64, 50c.) 


Population; Social Welfare and Living Standards 


Atten, A. P. Unemployment insurance in California. (Los Angeles: John Randolph 
Haynes and Dora Haynes Foundation. 1950. Pp. vii, 135.) 


Bernarp, W. S. and others, editors. American immigration policy, a reappraisal. (New 
York: Harper. 1950. Pp. 341.) 


Dusester, H. J., compiler. Catalog of United States census publications 1790-1945. (Wash- 
ington: Supt. Docs. 1950. Pp. x, 320. $1.50.) 


. Population censuses and other official demographic statistics of British Africa. 
(Washington: Supt. Docs, 1950. Pp. v, 78. 20c.) 

Fifth in a series of census bibliographies issued by the Census Library Project spon- 
sored by the Bureau of the Census and the Library of Congress. 





Ewinec, O. R. and Lutz, G. F. How shall we pay for health care? Pub. Affairs pamph. no. 
152. (New York: Public Affairs Committee. 1949. Pp. 32. 20c.) 


Flagg, G. L. and Longmore, T. W. Trends in rural and urban levels of living. (Washington: 
Supt. Docs. 1949. Pp. 75. Apply.) 


Hawtry, A. H. Human ecology-—-a theory of community structure. (New York: Ronald 
Press. 1950. Pp. xvi, 456. $5.) 


Meucue, A. J. Successful pension planning. (New York: Prentice-Hall. 1949. Pp. 77.) 


Porror, P. L. The pension idea. (Irvington-on-Hudson: Foundation for Econ. Education. 
1950. Pp. 51.) 


Annual report of the Federal Security Agency, 1949. (Washington: Supt. Docs. 1950. Pp. 
214. 45c.) 


Developments in social security and workmen’s compensation. (New York: Am. Manage- 
ment Assoc. 1949. Pp. 43. $1.) 


Employers’ new requirements: sick pay, health benefits, life insurance. Research Institute 
analysis no. 72. (New York: Research Institute of America. 1950. Pp. 47.) 
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The immigration and naturalization systems of the United States. Report of the Senate 
Committee on the Judiciary, 81st Cong., 2d. sess. Senate rept. 1515. (Washington: Supt. 
Docs, 1950. Pp. 925.) 


Pensions for employees. Proceedings of a Pension Forum, February, 1950, New York City. 
(New York: Chamber of Commerce of the State of New York. 1950. Pp. 91. $1.) 


Social Security Act amendments of 1950. Report of the Senate Committee on Finance, 8ist 
Cong., 2d sess. Senate rept. 1669. (Washington: Supt. Docs. 1950, Pp. 319.) 


Social security revision. Hearings, Senate Committee on Finance, 81st Cong., 2d sess., on 
H. R. 6000—Pt. 2, January 23-February 13, 1950. (Washington: Supt. Docs. 1950. Pp. 
974.) 


World population trends, 1920-1947. U. N. Dept. of Social Affairs population stud. no. 3. 
(New York: Columbia Univ. Press. 1949. Pp. 21. 15c.) 


What an hours work would buy, 1914-1948. Stud. in labor statistics no. 3. (New York: 
Nat. Indus. Conference Board. 1950. Pp. 19.) 


Unclassified Items 
Barnard, C. I. The Rockefeller Foundation—a review for 1949. (New York: Rockefeller 
Foundation. 1949. Pp, 85.) 


GEE, W. Social science research methods. (New York: Appleton-Century-Crofts. 1950, Pp. 
390. $4.) 


STIGLER, G. J. Employment and compensation in education. Occas. paper 35. (New York: 
Nat. Bur. of Econ, Research. 1950. Pp. 77. $1.) 


PERIODICALS 


Economic Theory; General Economics 


ÅLCHIAN, A. A. Uncertainty, evolution, and economic theory. Jour. Pol. Econ., June, 1950. 
Pp, 11. 


Brescrani-Turroni, C. Recherches inductives sur la prevision des prix. Metroeconomica, 
Apr., 1949. Pp. 25. 


BRINKMAN, C., Uber Vilfredo Pareto. Jahrb. f. Sozialwissenschaft, vol. 1, no. 1, 1950. Pp. 11. 


BRONFENBRENNER, M. Imperfect competition on a long-run basis, Jour. Bus, Univ. Chi- 
cago, Apr., 1950, Pp. 13. 


Carsovas, C. D. The mathematical theory of monopoly in 1839: Charles Ellet, Jr. Jour. 
Pol. Econ., Apr., 1950. Pp. 9. 


CHIPMAN, J. S. Returns to scale and substitution. Canadian Jour. Econ. and Pol, Sci., May, 
1950. Pp. 7. 


Epwarps, E. O. The analysis of output under discrimination. Econometrica, Apr., 1950. Pp. 
10. 


GasLentz O. H. v.d. Der Marx’sche begriff der gesellschajtlichen produktionsverhdltuisse 
und die geselischaftliche wirklichkett. Schmollers Jahrb., vol. 70, no. 2, 1950. Pp, 18. 


Hacue, D. C. Economic theory and business behavior. Rev. Econ. Stud., vol. xyr (3), no. 
Al, Pp. 14. 


Harrier, H. Der erkenntniswert der oligopoltheorien. Jahrb. f. Nationalék. und Statistik, 
Mar., 1950. Pp. 18. 


Hyson, C. D, and Hyson, W. P. The economic law of market areas. Quart. Jour. Econ., 
May, 1950. Pp. 9. 


HoutHakker, H. S. Revealed preference and the utility function, Economica, May, 1950. 
Pp. 16; 


Kraus, O. Beiträge zur theorie der beschaftigung, des ertrages und der kapitalbiidung. 
Weltwirtsch. Archiv., vol. 64, no. 1, 1950. Pp. 19. 


. Sparen investieren und vollbeschaftigung. Jahrb. f. Nationaldok. und Statistik. Mar., 
1950. Pp. 18. 


LEONTIEF, W. Joseph A. Schumpeter (1883-1950). Econometrica, Apr., 1950, Pp. 8. 


LIEBENSTEIN, H. Bandwagon, snob, and Veblen effects in the theory of consumers’ demand. 
Quart. Jour. Econ., May, 1950. Pp. 25. 


MARKHAM, J. W. The concept of workable competition. Am. Econ, Rev., June, 1950. Pp. 13. 





MarscHak, J. Rational bekavior, uncertain prospects, and measurable utility. Econometrica, 
Apr., 1950. Pp. 31. 


May, K. The structure of classical value theories. Rev. Econ. Stud., vol. xvii (1), no. 42. 
Pp. 10. 


MORGENSTERN, O. Economics and the theory of games. Kyklos, vol. m1, fasc. 4, 1949. Pp. 15. 
Nasu, J. F., Jr. The bargaining problem. Econometrica, Apr., 1950. Pp. 8. 


Noves, C. R. What kind of psychology does economics need? Canadian Jour. Econ. and 
Pol. Sci., May, 1950. Pp. S. 


Peacock, A. T. Recent German contributions to economics. Economica, May, 1950. Pp, 13. 
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Perroux, F. Le macrodecisioni. Giorn. d. Econ. e Annali Econ., Sept.-Oct., 1949. Pp. 28. 


Ruccres, N. The welfare basis of the marginal cost pricing principle. Rev. Econ. Stud., vol. 
xvu (1), no. 42. Pp. 18. 


SOLTERER, J. The entrepreneur in economic theory. Rev. Social Econ., Mar., 1950, Pp. 10. 


SCHNEIDER, E. Joseph Alois Schumpeter in memoriam, Weltwirtsch. Archiv., vol. 64, no. 
1, 1950. Pp. 4. 


SCHUMPETER, J. A. Ciencia e ideologia. A translation from the Am. Econ. Rev., March, 
1949. El Trimestre Econ., Jan.-Mar., 1950. Pp. 22. 


SHACKLE, G. L. S. A non-additive measure of uncertainty. Rev. Econ. Stud. vol. xvu (1), 
no. 42, Pp. 5. 


. Some theoretical aspects of payment by results. Econ, Internazionale, Nov., 1949, 
Pp. 13. 


SHEEHAN, J. H. What is the function of the entrepreneur? Rev. Social. Econ., Mar., 1950. 
Pp. 5. 


Somers, H. M. The instantaneous theory of the multiplier: a comment. Canadian Jour. 
Econ. and Pol. Sci., May, 1950. Pp. 3. 


SprecEL, H. W. Who is the entrepreneur? Rev. Social Econ., Mar., 1950. Pp. 10. 





SpretHorr, A. Joseph Schumpeter, in memoriam. Kyklos, vol. uI, fasc. 4, 1949. Pp. 5. 


Starx, W. La storia dell’economica in relazione allo sviluppo sociale. L'industria, no. 1., 
1950. Pp. 54. 


VINING, R. Methodological issues in quantitative economics. Am. Econ. Rev., June, 1950. 
Pp. 18. 


WEeELpon, J. C. A note on measures of utility. Canadian Jour. Econ. and Pol. Sci, May, 
1950. Pp. 6. 


Worre, A. B. Nexrophysiclogical economics. Jour. Pol. Econ., Apr., 1950. Pp. 16. 


ZAUBERMAN, A. Economic thought in the Soviet Union. Rev. Econ. Stud., vol. xvi (3)), no. 
41. Pp. 11. 


ZEUTHEN, F. A note about capital values. Metroeconomica, Apr., 1949, Pp. 4, 


ZIEGENFUSS, VON W. Wirtschaftssoziologie und wir ischaftstheorie. Schmollers Jahrb., vol. 
70, no. 1., 1950. Pp. 18. 


Economic History; National Economics 
BERGSON, A. Soviet national income and product in 1937, Part I: National economic ac- 
counts in current rubles. Quart. Jour. Econ., May, 1950. Pp. 34. 
CHANDLER, G. Greece: relapse or recovery. Internat. Affairs, Apr., 1950. Pp. 15. 
Devons, E. British industrial production. Lloyds Bank Rev., Apr., 1950, Pp. 17. 


LreEFMANN-Kerw E. Die tendenz zur konkretisierung in der nationalékonomie. Uber die 
neucre patience der schwedischen wirtschaftswissenschaft. Zeitschr, f. die ges. Staats- 
wiss., vol. 106, no. 2, Pp. 30. 


Loouuts, J. G. Die wirtschaftliche lage der Philip pinischen Republik nach dem Zweiten 
weltkrieg. Weltwirtsch. Archiv., vol. 64, no. 1, 1950. Pp. 16. 


Ropertson, H., M. European economic developments in the 16th century. So, African Jour. 
Econ., Mar., 1950. Pp. 18. 


SHARP, S. L. and Merzcer, L. Industry and agriculture in Eastern Euvope—tl. Agriculture. 
For. Pol, Reports, April 1, 1950. Pp. 7. 
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SweEzy, P. M. The transition from feudalism to capitalism. With reply by M. Dobb. Sci. 
and Soc., spring, 1950. Pp. 34. 


THOoRNER, D. Prospects for economic development in southern Asia, For. Pol. Reports, 
Apr. 15, 1950, Pp. 10. 


Wane, W. W. Testing time for Britain. For. Pol. Reports, May 1, 1950. Pp. 10. 


Evolution de économie Indonesienne. Etudes et Conjuncture, blue ser., Mar.~Apr., 1950. Pp. 
37. 


Lea situation économique au Canada. Etudes et Conjuncture, blue ser., Jan.-Feb., 1950. Pp. 
26, 


La situation économique en U.S.S.R. a la fin de 1949. Etudes et Conjoncture, blue ser., 
Jan.-Feb., 1950. Pp. 26. 


Le plan septennal Iranien et ses rapports avec économie Iranienne. Etudes et Conjonc- 
ture, blue ser., Jan.-Feb., 1950. Pp. 21. 


Situation économique du Congo Belge. Etudes et Conjuncture, blue ser., Mar.-Apr., 1950. 
Pp. 42. 
Statistics and Econometrics 


ALLAIS, M. L’emplot des mathématiques en économique, Metroeconomica, Oct., 1949. Pp. 27. 


Bracs, E. F. The use of polynomials to represent cost functions. Rev. Econ. Stud., vol. 
xvr (3), no. 41. Pp, 12. 


Kendal, M. G. The statistical approach. Economica, May, 1950. Pp. 19. 


Rosen, J. On the calculation of cost-of-living index figures. Kyklos, vol. mi, fasc. 4, 1949. 
Pp, 27. 


SAMUELSON, P, A. Recent texts on mathematical statistics. Rev, Econ. and Stat., May, 
1950. Pp. 5. 


Tintner, G. Static ‘macro-economic models and their econometric verifications. Metroeco- 
nomica, Apr., 1949. Pp. 25. 


Wauocu, F. V. Inversion of the Leontief matrix by power series. Econometrica, Apr., 1950. 
Pp, 13. 


Economic Systems; Planning and Reform; Cooperation 
Dewey, D. Professor Schumpeter on socialism: the case of Britain. Jour. Pol. Econ., June, 
1950. Pp. 24. 


Kapp, K. W. Economic planning and freedom, Weltwirtsch. Archiv., vol. 64, no. 1, 1950. 
Pp. 23: 


Varca, E. L’évolution de économie et Véconomie politique. Econ. Internazionale, Nov., 
1949, Pp. 16. 


VON BECKERATH, E. Grösse und verfall des kapitalismus. Betrachtungen zu Schumpeters 
buch über, “Kapitalismus, Sozialismus und Demokratie.” Zeitschr. f. die ges. Staatswiss., 
vol, 106, no. 2, 1950. Pp. 29. 


National Income and Social Accounting 
AUKRUST, O. On the theory of social accounting. Rev. Econ. Stud., vol. xvi (3), no. 41. Pp. 
19, 


Cave, R. C. Prewar-postwar relationship between disposable income and consumption ex- 
penditures. Rev. Econ. and Stat., May, 1950. Pp. 5. 
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Morcan, J. N. Individual savings in 1947 and 1948. Am. Econ. Rev., June, 1950. Pp. 8. 


Ropes, E. C. Distribution of incomes in the United Kingdom in 1938 and 1947, Economica, 
May, 1950. Pp. 15. 


Seers, D., in association with Henderson, P. D. and Holland, D. G. The national income in 
1949, Bull. Oxford Univ, Inst. Stat., Mar., 1950, Pp. 7. 


SHaut, J. R. H. National income and social accounting, So. African Jour. Econ., Mar., 
1950. Pp. 11. 


The demand for consumers’ durable goods. Survey Current Bus., June, 1950. Pp. 6. 


Business Fluctuations; Prices 


DUESENBERRY, J. Tke mechanics of inflation. Rev. Econ. and Stat., May, 1950. Pp. 6. 
Editor of The Statist. Wholesale prices in 1948. Jour. Royal Stat. Soc., vol. cxm, part xv, 
1949, Pp. 15. 


GOLDENWEISER, E. A. Douglas Committee report. Am. Econ. Rev., June, 1950. Pp. 8. 


Harris, S. E. Effectiveness and coordination of monetary, credit, and fiscal policies. 
Metroeconomica, Oct., 1949, Pp. 15. 


Hoxrzman, F. D. Income determination in open inflation, Rev. Econ. and Stat., May, 1950. 
Pp. 9. 


Maraca, V. W. Internal determinants of the Canadian upswing. 1921-9, Canadian Jour. 
Econ. and Pol. Sci., May, 1950. Pp. 15. 


Marrama, V. La teoria della crisi alla luce dei recenti documenti. Gion. d. Econ. e. Annali 
Econ., Sept.-Oct., 1949. Pp. 19. 


PESMAZOGLU, J. S. Some international aspects of British cyclical fluctuations, 1870-1913. 
Rev. Econ. Stud., vol. xvi (3), no. 41. Pp. 27. 





. Some international aspects of German cyclical fluctuations, Weltwirtsch. Archiv, 
vol. 64, no. 1, 1950. Pp. 30. 


Picou, A. C. Over-employment, Economica, May, 1950. Pp. 4. 


PREDÖHL, A. Gesetz und gestalt—methodologische bemerkungen zu Schumpeters “Business 
Cycles.” Jahrb. f. Sozialwissenschaft, vol. 1., no, 1, 1950. Pp. 18. 


Resta, M. Sulla relazione tra produttivita sociale, elasticità di combinasione e struttura 
economica. Riv. Pol. Econ., May, 1950. Pp. 6. 


Roose, K. D. Federal Reserve policy and the recession of 1937-1938, Rev. Econ. and Stat., 
May, 1950. Pp. 7. 


Witson, E. B. Measuring business cycles. Quart. Jour. Econ., May, 1950. Pp. 8. 


Recent unemployment trends: Part I—Eariy postwar years. Mo. Lab. Rev., May, 1950, 
Pp. 12. 


Money and Banking; Short-Term Credit; Consumer Finance 


FETTER, F. W. Legal tender during the English and Irish bank restrictions. Jour. Pol. Econ., 
June, 1950. Pp. 13. 


Jounson, H. G. The case for increasing the price of gold in terms of all currencies: a 
contrary view. Canadian Jour. Econ. and Pol. Sci, May, 1950. Pp. 11. 


Rörxe, W. Il sipario di ferro della moneta. L’industria, no. 1., 1950, Pp. 12. 


Simmons, E. C. The monetary mechanism since the war, Jour. Pol. Econ., Apr., 1950. 
Pp. 18. 
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Warsvurton, C. Co-ordination of monetary, bank supervisory, and loan agencies of the 
federal government. Jour. Finance, June, 1950. Pp. 22. 


Business Finance; Investments and Security Markets; Insurance 


Bocen, J. I. The importance of equity financing in the American economy. Jour. Finance, 
June, 1950. Pp. 9. 


Emerson, F. D. and LATCHAM, F. C. SEC proxy regulation: steps toward more effective 
stockholder participation. Yale Law Jour., Apr., 1950. Pp. 43. 


Froman, L. A. Can individual investors be induced to furnish more equity capital. Jour. 
Finance, June, 1950. Pp. 9. 


Jones, H. Investment in equities by life insurance companies. Jour. Finance, June, 1950, 
Pp. 13. 


Wenot, P. F. Individual investment policy and the new economics, Jour. Finance, June, 
1950. Pp. 13. l 


Capital investment programs and sales expectations in 1950. Survey Current Bus., Apr., 
1950. Pp. 5. 


Capital requirements of new manufacturing firms. Survey Current Bus. Apr., 1950. Pp. 8. 


Public Finance 


ADER, E. B. State budgetary controls of federal grants-in-aid. Pub. Admin. Rev., spring, 
1950., vol. x, no. 2. Pp. 6. 


AncELopoutos, A. Le problème du financement des dépenses publiques. Pub. Finance, vol. 
v, no. 1, 1950. Pp. 7. 


Brown, R. C. State taxation of interstate commerce—what now? Michigan Law Rev. 
May, 1950. Pp. 24, 


BUEHLER, A. The spending tax. With résumé in French. Pub. Finance, vol. 5, no. 1., 1950. 
Pp. 15. 


Dovuctas, P. H. The federal budget. Jour. Finance, June, 1950. Pp. 19. 
Exprivce, D. H. Tax incentives for mineral enterprise. Jour. Pol. Econ., June, 1950. Pp. 19. 


GIRAUDEAU, R. La psychologie du contribuable frangais. With résumé in English. Pub. 
Finance, vol. v, no. 1., 1950. Pp. 25. 


Miller, P. The “Capital Asset” concept: a critique of capital gains taxation: I. Yale Law 
Jour., Apr., 1950. Pp, 49. 


Pen, J. The theory of public finance and the theory of saving. With résumé in French. 
Pub, Finance, vol. v, no. 1, 1950. Pp. 7. 


SCAMMELL, W. M. The changing aims of fiscal policy. Westminster Bank Rev., May, 1950. 
Pp. 7. 


STERN, W. M. United Kingdom public expenditure by votes of supply, 1793-1817. Eco- 
nomica, May, 1950. Pp. 15. 


Wies, P. Corporate taxation and depreciation. Bull. Oxford Univ. Inst. Stat., Apr., 1950. 
Pp. 10. 


The abuse of tax exemption, Fortune, May, 1950. Pp. 3. 


International Economics 


BrawatpH, E. Devaluation and economic policy. Index, Svenska Handelsbanken, Mar., 
1950. Pp. 9. 
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BRESCIANI-TURRONI, C. The problem of depressed areas and the financing of their economic 
development. Rev. Econ. Conditions in Italy, May, 1950. Pp. 11. 


BURTLE, J. L. and Lære, W. Devaluation and the cost of living in the United Kingdom. 
Rev. Econ. Stud., vol. xv (1), no. 42. Pp. 28. 


CAHAN, J. F. The recovery of German exports. Internat. Affairs, Apr., 1950. Pp. 8. 


D’ALAuRO, O. Commercio internazionale e concorrenza monopolistica. Econ. Internazionale, 
Nov., 1950. Pp. 30. 


D'ÀLBERGO, E. il fattore fiscale e le unioni economiche. Riv. di Pol. Econ., Jan., 1950, Pp. 
16. 


GRAAFF, J. ve V. On optimum tariff structures. Rev. Econ. Stud., vol. xvx (1), no. 42. Pp. 13. 


Gupin, E. and Kıncsrton, J. El tipo de equilibrio del cruzeiro. El Trimestre Econ., Jan.- 
Mar., 1950. Pp. 26. 


Haxim, G. Point Four and the Middle East. Middle East Jour., Apr., 1950. Pp. 13. 
Harrop, R. The dollar-sterling problem. Internat. Affairs, Apr., 1950. Pp. 14. 


Lonomore, K. M. American tourist expenditure and the European balance of payments. 
Bull. Oxford Univ. Inst. of Stat., Mar., 1950, Pp. 9. 


Mosst, R. La convertibilité des monnaies. L'industria, no. 1, 1950. Pp. 21. 


METZLER, L. A. Grahams theory of international values. Am. Econ. Rev., June, 1950. Pp. 
22. 


MLER, A. R. American Investments in the Far East. Far East. Survey, May 3, 1950. Pp. 11. 


Orcutt, G. H. Measurement of price elasticities in international trade. Rev. Econ. and 
Stat., May, 1950. Pp. 26. 


REUBENS, E. P. Foreign capital in economic development: a case study of Japan. Milbank 
Memorial Fund Quart., Apr., 1950. Pp. 18. 


Rippy, J. F. British income from Latin-American investments, 1939 and 1948. Jour. Bus. 
Univ. Chicago, Apr., 1950. Pp. 7. 


R6pxKe, W. Devisenzwangswirtschaft: das kardinalproblem der internationalen wirtschaft. 
Aussenwirtschaft, Mar., 1950. Pp. 15. 


Savosnick, K. M. National income, exchange rates and the balance of trade. Economica, 
May, 1950. Pp. 8. 


SHapirno, E. and Froomxin, J. N. Devaluation procedures and the role of the International 
Monetary Fund. Jour. Bus. Univ. Chicago, Apr., 1950. Pp. 7. 


Smita, H. R. The future of the international economy. Harvard Bus. Rev., May, 1950. 
Pp. 11. 


Smirnies, A. European unification and the dollar problem. Quart. Jour. Econ., May, 1950. 
Pp. 24. 


STOLPER, W. Notes on the dollar shortage. Am. Econ, Rev., June, 1950. Pp. 16. 


THACKERAY, F. G. Elasticity of demand for U. K. imports. Bull. Oxford Univ. Inst. Stat., 
Apr., 1950. Pp. 6. 


TINBERGEN, J. The equilisation of factor prices between free-trade areas. Metroeconomica, 
Apr., 1949, Pp. 9. 


VALERIO, G. L’E.R.P. e gli investimenti in Italia. Riv. di Pol. Econ., Jan., 1950. Pp. 13. 
The balance of payments position of the United States. Fed. Res. Bull., Apr., 1950. Pp. 11. 


Documents index; documents and publications of the United Nations and specialized 
agencies. Prepared monthly by the United Nations Library. (Lake Success: U.N. Sales 
and Circulation Section. Annual subscription, $7.50.) 
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Foreign transactions of the U, S. government in 1949. Survey Current Bus., Apr., 1950. 
Pp. 4. 


Problèmes actuels du commerce extérieur, Etudes et Conjoncture, red ser., Jan.-Feb., 1950. 
Pp. 14. 


Business Administration 
FREEDMAN, H. S. Scientific management in small business. Harvard Bus. Rev., May, 1950. 
Pp. 21. 
Hamr, M., Projective techniques in marketing research. Jour. Marketing, Apr., 1950. Pp. 8. 


Levy, 8. The scope and limitations of accounting practice in federal income taxation. Jour. 
Accountancy, June, 1950. Pp. 10. 


Mirzer, W. The recruitment of the American business elite. Quart. Jour, Econ., May, 1950. 
Pp. 12. 


Sales and investment trends of new manufacturing firms. Survey Current Bus., June, 1950. 
Pp. 6. 


The size distribution of the postwar business population. Survey Current Bus., May, 1950. 
Pp. 9. 


Industrial Organization and Markets; Public Regulation of Business 
Berry, T. S. The effect of business conditions on early judicial decisions concerning re- 
straint of trade. Jour. Econ. Hist., May, 1950. Pp. 15. 


Epwarps, C. D, Trends in enforcement of the antimonopoly laws. Jour. Marketing, Apr., 
1950. Pp. 9. 


Freminc, W. Business and anti-trust laws. Harvard Bus. Rev., May, 1950. Pp. 6. 


GarmMany, J. W. The Unions priority rating system during the war. So. African Jour. 
Econ., Mar., 1950, Pp. 15. 


Grorcr, E. B. and Lanpry, R. J. The problem of controlling resource flows in wartime. 
Am. Econ. Rev., June, 1950. Pp. 26. 


Hession, C. H. The economics of mandatory fair trade. Jour. Marketing, Apr., 1950. Pp. 14. 


Macuivr, F. and Penrose, E. The patent controversy in the nineteenth century, Jour. 
Econ. Hist., May, 1950. Pp. 29. 


Mactaurtin, W. R. Patents and technical progress—a study of television. Jour. Pol. Econ., 
Apr., 1950. Pp. 16. 


Manr, A. Monopolistiche preispolitik im konjunkturzyklus. Metroeconomica, Oct., 1949. 
Pp-17. 


Parr, G. U. Consequenze della formazione dei sindacati. Riv. di Pol. Econ., Apr., 1950, 
Pp. 13. 


The British Monopolies Act of 1948: a contrast with American policy and practice. Yale 
Law Jour., Apr., 1950. Pp. 29. 


Public Utilities; Transportation; Communications 


TroxEL, E. Reserve plant capacity of public utilities. Land Econ., May, 1950. Pp. 17. 


Industry Studies 


FRIEDELBAUM, S. H. The British iron and steel industry: 1929-49, Jour. Bus. Univ, Chicago, 
Apr., 1950. Pp. 16. 
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The European steel industry-production trends and the world market. World Today, June, 
1950. Pp. 10. 


Land Economics; Agricultural Economics; Economic Geography 


Jounson, D. G. Resource allocation under share contracts. Jour. Pol. Econ., Apr., 1950, Pp. 
13. 


KELLETT, W. G. G. International rubber statistics. Jour. Royal Stat. Soc., vol. CXIO, part IV, 
1949. Pp. 17. 


Krarr, W. Food and farming in Germany. IL., Farming and land reform. Internat. Affairs, 
Apr., 1950. Pp. 13. 


Parsa, F. W. Economics of rent restriction. Lloyds Bank Rev., Apr., 1950. Pp. 17. 
SCHECHTER, H. B, An analysis of commercial construction. Land Econ., May, 1950. Pp. 21. 


Le revenu de Vagriculture en 1948-1949. Etudes et Conjoncture, red ser, Jan.-Feb., 1950. 
Pp. 31. 


Labor 


CLARK, C. The distribution of labour between industries and between locations. Land Econ., 
May, 1950. Pp. 9. 


Cox, A. and Duntrop, J. T. The duty to bargain collectively during the term of an existing 
agreement. Harvard Law Rev., vol. 63, no. 7. Pp. 37. 


Davis, R. G. Governmental employees and the right to strike. Social Forces, Mar., 1950. 
Pp. 8. 


Deakin, A. The international trade union movement, Internat. Affairs, Apr., 1950, Pp. 15. 
Dennison, S. R. Wages in full employment. Lloyds Bank Rev., Apr., 1950. Pp. 20. 


GARBARINO, J. W. A theory of interindustry wage structure variation. Quart. Jour. Econ., 
May, 1950. Pp. 24. 


GLADSTONE, P. and Jamieson, S, Unionism in the fishing industry of British Columbia. Ca- 
nadian Jour. Econ. and Pol. Sci., May, 1950. Pp. 26. 


Rees, A. Labor unions and the price system. Jour. Pol. Econ., June, 1950. Pp. 10. 


Ross, A. M. and Gorpner, W. The interindustry wage structure: forces affecting the in- 
terindustry wage structure, Quart. Jour. Econ., May, 1950. Pp. 28. 


Suvurtz, G. P. and Mvers, C. A. Union wage decisions and employment. Am. Econ. Rev., 
June 1950. Pp. 19. 


Analysis of work stoppages during 1949, Mo. Lab. Rev., May, 1950. Pp. 9. 
Employee pensions in collective bargaining. Yale Law Jour., Apr., 1950. Pp. 37. 
Labor market developments. Fed. Res. Bull., May, 1950. Pp. 10. 


Population; Social Welfare and Living Standards 


CHEVALIER, L. Bilan dune immigration. Population, Jan.-Mar., 1950. Pp. 12. 


Fotsom, M. B. Promises and problems of social security, II., Employment insurance. Dun’s 
Rev., Apr., 1950. Pp. 3. 


FruMKIN, G. Pologne: dix années d’histoire démographique. Population, Oct.~Dec., 1949. 
Pp. 18. 


HorstEeE, E. W. Population pressure and the future of western civilization in Europe. Am. 
Jour. Soc., May, 1950. Pp. 10. 
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Livi, L. Sur la mesure de la mobilité sociale—Résultats d'un sondage effectué sur la popula- 
tion italienne. Population, Jan.~Mar., 1950, Pp. 12. 

MALLaALievu, W. C. Joseph Chamberlain and workmen’s compensation, Jour. Econ. Hist., 
May, 1950. Pp. 13. 

Nicwotson, J. L. Variations in working class family expenditure (with discussion). Jour. 
Royal Stat. Soc., vol. cxu——part 1v, 1949. Pp. 40. 

RouriicH, G. F. National health insurance in Japan. Internat. Lab. Rev., Apr., 1950. Pp. 
30. 

Ross, A. M. The new industrial pensions. Rev. Econ, and Stat., May, 1950. Pp. 6. 

STANCLIFFE, B. N. Social services in Canada. Pub. Admin., summer, 1950. Pp. 8. 


SCHWARTZ, E. L. Employer initiative in pension programs, Harvard Bus. Rev., May, 1950. 
Pp. 12. 
Unclassified Items 
ÅLPERT, P. The work of the Economic and Social Council in the field of the social sciences. 
Internat. Soc. Sci. Bull., spring, 1950. Pp. 11. 
Wooten, B. Terminology in the social sciences. Internat. Soc. Sci. Bull, 1950. Pp. 9. 


NOTES 


SIXTY-THIRD ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Palmer House, Chicago, Ilinois, December 27-30, 1950 


hs this issue of the Review goes to press, plans for the program for 1950 are hardly 
a stage to warrant publication of a partial list of specific topics, hours and speakers; 
t the main content is assured by acceptances received, especially for main papers. Even 
en this appears in print, there may still be enough fluidity to admit incorporation of 
sers, especially discussion papers, on some of the topics, if members will submit sug- 
tions promptly to the president. A provisional program will, as usual, be mailed to 
» members, with the ballot for officers, about November first. It may be noted that with 
: formation of more and more branch, or special-interest, associations within the field of 
| ÅMERICAN Economic Association, the president or his helpers have less and less 
itrol over the program (subject to potential participants!) and it becomes increasingly 
product of negotiation, if not of entirely independent action, on the part of several 
ranizations and groups. From the standpoint of the AMERICAN Economic ASSOCIATION 
alf, effort is being exerted to have the 1950 meeting concentrate on the relations between 
vate initiative and political action and on international economic relations. In the latter 
‘a especial emphasis is placed on relations between the more and the less “advanced.” 
Fields in which from one to several program sessions will be held, in part jointly with 
ler organizations, are listed below. Other topics are being developed by these kindred 
ups, and will in some cases be jointly sponsored. The Econometric Society should be 
cially mentioned for numerous sessions of the most general type and appeal, with 
aers that are more technical; and the American Statistical Society, Section on Economic 
d Business Statistics, has an extensive program fitting the same description. 


I. The Position of the Consumer, His Freedom and “Sovereignty” 
II. Health and Other Hazards as a Political Problem 
ITI. Housing as a Political Problem 
IV. Political Problems of Agriculture 
V. Political Action for Economic Stability (Report on “The Problem of Economic 
Instability” by a Subcommittee of the Committee on Public Issues of the 
AMERICAN ECONOMIC ASSOCIATION published in this issue of the Review) 
VI. Action to Curb Monopoly 
VII. Economic Problems of War 
VIII. Problems in Taxation and Fiscal Policy (with American Finance Association) 
IX. Foreign Economic Relations, Theory and Policy 
X. Behind the Iron Curtain, Conditions and Meanings 
XI. Wealth and Poverty and World Order; Facts and Causes of Contrasts; Motive, 
Obstacle and Method in Amelioration 
Papers on Differential Economic Growth 
XII. Economic Theory; Capital, from Accounting and General Analysis Points of 
View; Institutional Economics 
XIII. Problems of Transportation and Public Utilities 
XIV. Who Wants Free Competition? Business? Labor? The Farmer? 
Business Meeting; Reports on Activities. 


FACULTY RESEARCH FELLOWSHIPS 


Beginning with the academic year 1950-51, the Social Science Research Council will 
offer a five-year program of Faculty Research Fellowships designed to enable younger 
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members of social science faculties of universities and colleges, who have superior qualifica- 
tions for research, to devote a substantial part of their time to self-directed research 
early in their professional careers, while remaining in residence at their own institutions 
and carrying on a restricted amount of teaching. Appointments will normally be made 
for three-year terms, during which fellows .will devote at least half of their working 
time to their own research. Inquiries and requests for forms for preliminary nominations 
may be addressed to Elbridge Sibley, Executive Associate, Social Science Research Council, 
726 Jackson Place N.W., Washington 6, D.C. 


PUBLICATIONS 


The Jahrbiicher fir Nationalökonomie und Statistik has been revived under the editor- 
ship of Professor Friedrich Liitge of Munich and Professor Erich Preiser of Heidelberg. 
The publisher is Piscator~Verlag, Stuttgart, Germany. 

The journal Weltwirtschafiliches Archiv, publication of which was discontinued in 
March, 1945, has been reissued by the Institut fiir Weltwirtschaft, of the University of 
Kiel, under the editorship of Professor Fritz Baade. Summaries of articles appear in 
English, French, Spanish and Italian. 


Death 
Charles G. Woodward, February 1, 1950. 


Appointments and Resignations 

Ralph S. Alexander has been promoted to professor of marketing, Graduate School of 
Business, Columbia University. 

William R. Allen has been appointed assistant instructor in economics at Duke University. 

Carl A. Anderson has been promoted from instructor to assistant professor of accounting 
at the University of Florida. 

J. D. Anderson has been promoted from instructor to assistant professor of economics 
at the University of Florida. 

Kenneth J. Arrow has been promoted to associate professor of economics at Stanford 
University. 

Edward C. Atwood, Jr., has been appointed instructor in economics at Denison Univer- 
sity. 

Nathan A. Baily has been promoted to associate professor of economics at the American 
University. 

E. M. Ballon has been promoted to assistant professor of business administration at the 
University of Toronto. 

Ernest A. Beasley has been appointed instructor in the School of Business Administration, 
University of Miami. 

V. W. Bladen has been named director of the new Institute of Business Administration at 
the University of Toronto. 

Ralph H. Blodgett, formerly of the University of Illinois, has joined the staff of the 
University of Florida as professor of economics. 


Arthur I. Bloomfield, chief of the Balance of Payments Division of the Federal Reserve 
Bank of New York spent the early part of this year in Seoul, Korea, where he served as 
advisor to the Bank of Korea and the Ministry of Finance. 


Philip S. Borden has been appointed instructor in marketing in the School of Economics 
and Business, State College of Washington. 

Robert L. Bornholdt has joined the research department of the Federal Reserve Bank of 
St. Louis. 

George H. Borts has been appointed assistant professor of economics at Brown Univer- 
sity for the current academic year. 
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Raymond T. Bowman has been promoted to professor of economics at the Wharton 
School of Finance and Commerce. 


Samuel J. Brandenburg, who has been chairman of the department of economics and so- 
ciology at Clark University since 1923, has retired from active service. 


Wiliam H. Bright has been appointed instructor in business administration at Los An- 
geles State College. 


Paul F. Brissenden will be on leave from the Graduate School of Business, Columbia 
University, in the winter session to serve as visiting lecturer at the University of Hawaii. 


Henry D. Brohm has been promoted from the rank of associate professor to professor in 
the department of business organization and operation, University of Florida. 


Martin Bronfenbrenner has resumed teaching at the University of Wisconsin after hav- 
ing been on leave as economist with the Shoup Taxation Mission in Japan. 


Harry G. Brown has been named professor emeritus of economics upon retirement from 
teaching at the University of Missouri, 


John T. Cannon has been promoted from instructor to assistant professor in the School 
of Business, University of Kansas. 


D. D. Carroll, who has resigned as dean of the School of Commerce, University of 
North Carolina is continuing bis work as professor of economics. 


Thomas H. Carroll, of Syracuse University, has accepted the position as dean of the 
School of Business Administration at the University of North Carolina. 


W. Ellison Chalmers has been named director of the University of Illinois Institute of 
Labor and Industrial Relations. 


Jay F. Christ retired in June as associate professor of business law from the School of 
Business, University of Chicago. 

Russell L. Chrysler, formerly of the University of Cincinnati, has been appointed asso- 
ciate professor of marketing at Los Angeles State College. 


Paul C. Cohen has resigned from Northwestern University to take a position with the 
Department of Commerce. 


Paul W. Cook, of the University of Chicago, has accepted an appointment as instructor 
in economics at Northwestern University. 


Edward K. Cratsley has resigned from St. Lawrence University to be vice president and 
professor of economics at Swarthmore College. 


Calvin Crumbaker retired in June as head of the department of economics at the 
University of Oregon. 


Kenneth J. Curran has been appointed professor of economics and business administration 
and head of the department at Colorado College. 


A. W. Currie, associate professor of political economy, has been appointed associate pro- 
fessor of business administration, University of Toronto. 


James F. Cusick is on sabbatical leave from Dartmouth College in the current semester. 


Randle E. Dahl has been appointed professor of industrial relations in the School of 
Business Administration at Fenn College. 


Ernest Dale has been appointed assistant professor of industrial relations, Graduate 
School of Business, Columbia University. 


Maurice E. Dance has been appointed assistant professor of economics and labor at Los 
Angeles State College. 


Marion R. Daugherty has been appointed assistant professor of economics at Loyola 
University, Chicago. 

Donald J. Dewey has been appointed assistant professor of economics at Duke Univer- 
sity. 


Arch M. Dooley has been appointed lecturer in business administration at the University 
of North Carolina. 


740 THE AMERICAN ECONOMIC REVIEW 


Laurence P. Dowd, of the University of Michigan, has been appointed assistant professor 
of economics at the University of Washington. 


Robert Doyle has been appointed instructor in economics at Loyola University, Chicago. 
Edgar O. Edwards has been appointed instructor in economics at Princeton University. 


William J. Fellner, of the University of California, is visiting lecturer in economics at 
Harvard Universty durng the current academc year. 


John C. Fetzer, of Rutgers University, has been appointed professor of economics and 
chairman of the department of economics in the School of Business Administration, Uni- 
versity of Miami. 


Paul Fisher, of Dartmouth College, spent the summer in Germany making a study of 
Work’s Councils for the Department of State and is continuing his investigations in France 
under a grant from the Social Science Research Council. 


Joe S. Floyd, Jr., of the University of North Carolina, has been appointed assistant pro- 
fessor of finance in the department of business organization and operation at the Uni- 
versity of Florida. l 


Sylvester Frizol has been appointed associate professor of economics at Loyola Univer- 
sity, Chicago. 

Donald A. Garrett has been appointed associate professor of economics at the University 
of Arkansas, 


Cornelius W. Gillam has been appointed instructor in business law in the School of 
Business of the University of Chicago. i 


Marion H. Gillim, of Mount Holyoke College, is on leave the current academic year to 
serve with the Census of the Americas Division of the Bureau of Labor Statistics. 


David Green, Jr., has been appointed instructor in business administration in the School 
of Business, University of Chicago. 


George C. Grosscup, Jr., of the University of Vermont, has accepted an appointment as 
associate professor of business, Miami University. 


John G. Gurley has been appointed instructor in economics at Princeton University. 


A 


Warren J. Gustus, of Brown University, has accepted a position a$ instructor in eco- 
nomics at Northwestern University. 


Bernard F. Haley, of Stanford University, will spend the fall and winter travelling in 
Europe. 


Donald J. Hart has resigned as associate professor of economics at Carroll College to 
become dean of the School of Business Administration at the University of Idaho. 


Penelope C. Hartland has been granted a leave of absence from Brown University for 
the current year to accept a research appointment at the National Bureau of Economic 
Research. 


Clarence Heer, of the University of North Carolina, was on leave during the winter of 
1950 to serve as budgetary consultant with the Economic Cooperation Administration in 
Korea. 


S. G. Hennessey has been promoted from assistant professor of political economy to as- 
sociate professor of business administration at the University of Toronto. 

William Heuson has been promoted to assistant professor of finance in the School of 
Business Administration, University of Miami. 

Donald Holm has been appointed assistant professor of management at the University of 
Missouri. 

William C. Hood has been appointed assistant professor of political economy at the Uni- 
versity of Toronto. 


Rate Howell has been promoted from instructor to assistant professor of business law 
in the School of Economics and Business, State College of Washington. 
g 
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D. D. Humphrey, of Duke University will be on leave the second semester of the cur- 
rent academic year to direct a study for the Twentieth Century Fund, dealing with the 
role of United States Imports in the Dollar Gap. Calvin B. Hoover will serve as co- 
director of this study. : 

Robert M. James has been appointed assistant professor of accounting at the University 
of North Carolina. 


Jobn E. Jeuck has been promoted from assistant professor to associate professor of mar- 
keting in the School of Business, University of Chicago. 


Robert W. Johnson has been named lecturer in finance in the School of Business Ad- 
ministration, University of Buffalo. 


Victor S. Karabasz has resigned from the Wharton School of Finance and Commerce to 
join the staff of the School of Business Administration, University of Miami. 

George Katona has been promoted to professor of economics at the University of Michi- 
gan. 

M. Thomas Kennedy has been promoted from assistant professor to associate professor 
of industry at the Wharton School of Finance and Commerce. 


Harry T. Koplin has been appointed instructor in economics at the University of Oregon. 

Juanita M. Kreps has resigned as assistant professor of economics at Denison University. 

Herman A. Lebovitz is director of the division of business administration in the Mc- 
Kenzie School, Chattanooga. 

Wayne Leeman has been appointed assistant professor of economics at the University of 
Missouri. 

Don D. Lescohier is on leave from the University of Wisconsin in the current term for 
research study. 

Harold M. Levinson has been promoted to the rank of assistant professor of economics 
at the University of Michigan. 

Marvin M. Lillie has been appointed lecturer in accounting in the School of Business 
Administration, University of Buffalo. 

John M. Lishan has been appointed instructor in economics at Brown University. 

Ta-Chung Liu has been reappointed visiting lecturer in mathematical economic theory 
at the Johns Hopkins University for the current academic year. 

K. C. Livingston has been appointed lecturer in business administration at the Univer- 
sity of Toronto. 

James H. Lorie has been promoted from assistant professor to associate professor of 
marketing in the School of Business, University of Chicago. 

Rodney L. Luther, of Cornell University, has been appointed associate professor in the 
division of business and economics at Los Angeles State College. 

C. Ward Macy, of Coe College, has been appointed chairman of the department of 
economics at the University of Oregon. 

George P. Martin has been appointed instructor in finance at the University of Southern 
California at Los Angeles. 

Edward S. Mason succeeds the late Joseph A. Schumpeter as George F. Baker professor 
of economics at Harvard University. 

Leonard G. Mathy, of the University of Washington, has been appointed associate pro- 
fessor of economics at Los Angeles State College. 

C. A. Matthews has been promoted from assistant professor to associate professor of 
finance at the University of Florida. 

Arthur D. Maxwell has been promoted from assistant professor to associate professor 
of accounting, Wharton School of Finance and Commerce. 

Stephen L. McDonald has been appointed assistant professor of economics at the Uni- 
versity of Texas. 
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F. Eugene Melder has been appointed associate professor of economics and sociology at 
Clark University. 


Gilbert M. Mellin has resigned from the University of Pittsburgh to accept a position as 
assistant professor of economics at Tulane University. 


Raymond F. Mikesell, of the University of Virginia, has joined the staff of Gordon Gray, 
special assistant to the President, to prepare recommendations relating to the adjustment of 
the balance of payments of the United States. 


John P. Miller has been promoted to the rank of professor of economics at Yale Univer- 
sity. 

Grant C. Moon, of the University of Kansas, has joined the staff of the School of Busi- 
ness, University of South Dakota, as assistant professor of marketing. 

Donald A. Moore has resigned from Brown University to accept an appointment at 
Michigan State College. 


Leon N. Moses, of Harvard University, is instructor in economics at Northwestern Uni- 
versity. 


E. W. Mounce has been promoted from associate professor to professor of law and labor 
relations, College of Business and Public Administration at the University of Maryland. 


Austin S. Murphy, formerly of the New York State Department of Labor, has become 
dean of the School of Business Administration of Seton Hall College. 


S. G. Murray, formerly lecturer in political economy, has been appointed lecturer in 
business administration at the University of Toronto. 


Richard A. Musgrave has been promoted to the rank of professor of economics at the 
University of Michigan. 


Paul E. Nelson, Jr., has been appointed assistant professor of economics at Denison 
University. 


William H. Nicholls, of Vanderbilt University, spent the summer in Turkey as economist 
to the Barker Mission, sponsored by the International Bank for Reconstruction and De- 
velopment. 


John C. Norby, of the University of Minnesota, has been appointed assistant professor 
of economics at Los Angeles State College. 


Paul H. Nystrom, who was made professor emeritus in June in the Graduate School of 
Business, Columbia University, is special lecturer in marketing in the current academic year. 


Ralph H. Oakes, formerly of Marquette University, is now professor of marketing at 
Loyola University of the South. 


John T. O’Neil, associate professor of finance, has been appointed assistant dean of the 
School of Business, University of North Carolina. 


Richard N. Owens, of George Washington University, is visiting professor at the Uni- 
versity of California, Berkeley, in the current academic year. 


Andreas G. Papandreou, of the University of Minnesota, has accepted an appointment as 
associate professor of economics at Northwestern University. 


John Parkany has been appointed instructor in economics at Loyola University, Chicago. 


Harold C. Passner has been appointed assistant professor of economics at Princeton Uni- 
versity. 


Ernest M. Patterson, who has retired from teaching at the Wharton School of Finance 
and Commerce, has been named professor emeritus of economics. 


Norman Pauling, of the University of Texas, has been awarded a Fulbright grant for a 
year’s study in New Zealand. 


Bernard D. Perkins has been promoted from assistant professor to associate professor of 
accounting at the University of South Dakota. 


Francois J. Perroux has been appointed exchange professor from France at Harvard Uni- 
versity for the first half of the current academic year. 
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Robert J. Pogson, of the University of Texas, has accepted a position in the depart- 
ment of economics of the Autonomous University of El Salvador. 

Gerald F. Price has resigned from the University of Pittsburgh to accept an appoint- 
ment as instructor at the University of Colorado. 

Daniel W. Raaf has resigned from Brown University to join the staff of the University 
of Washington. 

Benjamin U. Ratchford is deputy chief of the economic mission sent to Turkey under 
the sponsorship of the International Bank for Reconstruction and Development. 

Stanley Reiter, formerly of the University of Chicago, has been appointed instructor in 
economics at Stanford University. 

Robert A. Rennie, of the Johns Hopkins University, was a member of the Barker Mission 
sent to Turkey by the International Bank for Reconstruction and Development. 

John E. Reynolds has taken a position with the Bank for International Settlements in 
Basle, Switzerland. 
Edward Rubin has been appointed lecturer in business law at Los Angeles State College. 

J. C. Sawatsky has been appointed assistant professor of business administration at the 
University of Toronto. 

Glenn A. Scott has been appointed professor of business statistics and chairman of the 
new department of business statistics at the University of Miami. 

Thorsten Sellin is on leave of absence from the Wharton School of Finance and Com- 
merce to serve as secretary-general of the International Penal and Penitentiary Commission, 
Bern, Switzerland. 

Floyd R. Simpson, of Carleton College, is professor of economics and head of the division 
of business and economics at Los Angeles State College. 

David W. Slater, formerly of the University of Chicago, has been appointed instructor in 
economics at Stanford University. 

Harlan M. Smith has resigned from Brown University to become assistant professor in 
the School of Business Administration, University of Minnesota. 

R. Elberton Smith has resigned from Northwestern University to accept an assignment 
with the War Department in Washington, D.C. . 

William P. Snavely has been promoted to assistant professor of economics at the Uni- 
versity of Connecticut. 

John P. Stanford has been appointed instructor in insurance and finance in the School of 
Economics and Business, the State College of Washington. 

Harry Stark has been appointed lecturer in economics in the School of Business Admin- 
istration of the University of Miami. 

George J. Staubus has been appointed instructor in business administration in the School 
of Business of the University of Chicago. 

M. L. Stokes has resigned from Wilson College to become chairman of the department of 
economics and political science at Gettysburg College. 

Paul J. Strayer has been promoted to associate professor of economics at Princeton Uni- 
versity. 

Daniel B. Suits has been promoted to assistant professor of economics at the University 
of Michigan. 


Paul E. Sultan has been appointed lecturer in industrial relations in the School of Busi- 
ness Administration, University of Buffalo. ' 


Boris C. Swerling has resigned from Brown University to accept an appointment at the 
Food Research Institute, Stanford University. 

Joseph R. Tarbet has been promoted from instructor to assistant professor of accounting 
in the School of Economics and Business, State College of Washington. 


Virginia G. Tauchar has been appointed assistant professor of economics at Mount 
Holyoke College. 
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George C. Thompson has been promoted to assistant professor of accounting in the 
Graduate School of Business, Columbia University. 

W. S. Thomson has been appointed assistant professor in business administration at the 
University of Toronto. 

James Tobin has been appointed associate professor of economics at Yale University. 

F. C. Toombs has been appointed special lecturer in business administration at the Uni- 
versity of Toronto. 

Robert H, Tucker has retired from active teaching and has been appointed professor of 
economics emeritus at Washington and Lee University. 

Eugene Upshaw has been appointed coordinator of personnel relations in the College of 
Business Administration, University of Tennessee. 

Jacob Viner has been named Walker professor of economics and international finance at 
Princeton University. 

Arthur Volk has been promoted from instructor to professor of accounting at the Univer- 
sity of South Dakota. 

Charles W. Voris has been appointed instructor in business organization in the School 
of Economics and Business, State College of Washington. 

Leonard L. Watkins, professor of economics at the University of Michigan, has been 
granted a leave of absence for the second semester of the current academic year. 

Bernard D. Weinryb is professor in Middle [astern economics at the Institute for 
the Middle East, Dropsie College, Philadelphia, and lecturer in economic history at 
Brooklyn College. 

Sidney Weintraub, of St. John’s University, Brooklyn, N.Y. has been appointed visiting 
professor of economics at the Wharton School of Finance and Commerce. 

Charles A. Welsh is on leave from American University until September for a special 
assignment at the Library of Congress. 

Samuel G. Wennberg, of the University of Missouri, has been awarded a Fulbright Fel- 
lowship and will lecture in the School of Business at the University of Bergen, Norway. 

Robert B. Wentworth has been appointed assistant professor of marketing in the College 
of Business Administration, University of Tennessee. 

Lawrence L. Werboff, of Stanford University, has accepted an appointment as instruc- 
tor in economics at Northwestern University. 

A. M. Whitehill, Jr., of the University of North Carolina, has been awarded a Fulbright 
appointment as visiting lecturer at the University of Bergen, Norway. 

Arthur A. Wichmann, of Northwestern University, has accepted a position as associate 
professor of economics at the University of Wichita. 

Walter W. Wilcox has resigned from the University of Wisconsin to be senior specialist 
in agriculture on the staff of the Legislative Reference Service of the Library of Congress. 

Margaret S. Wilson has been appointed instructor in economics and sociology at Mount 
Holyoke College. 

Robert L. Winestone, of Northwestern University, has accepted an appointment as as- 
sistant professor of economics at Coe College. : 

Howard W. Wissner, formerly of Alabama Polytechnic Institute, has joined the faculty 
of Tulane University as associate professor of economics. 

A. M. Woodruff, Jr., has been appointed professor of real estate at the University of 
Pittsburgh. 

John W. Wyatt has been promoted from instructor to assistant professor of business 
law at the University of Florida. 

Reuben A. Zubrow, formerly of Indiana University, is an assistant professor of eco- 
nomics at the University of Colorado. 


FORTY-SEVENTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 574. Annual lists 
thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and theses still in preparation. The last date given 
is the probable date of completion. In cases where the publishers of completed dissertations 
were given, this information has been reported. 

The list represents the status of the several theses on June 15, 1950, except for a few 
items later reported as completed or published. 


Economic Theory; General Economics 


Degrees Conferred 


KENNETH J. Arrow, Ph.D., Columbia, 1950. Measurement of economic stability. 

Rosert M, Biccs, Ph.D., Michigan, 1950. The classical theory of capital: its origins, de- 
velopment, and modifications. 

Howarp A. Bourne, Ph.D., Chicago, 1949. The economic concets of Emil Brunner 
and Reinhold Niebuhr. 

Joun A. Burrrick, Ph.D., Yale, 1950. Criteria for investment policy in a democratic state. 

ALFRED F. CEALK, Ph.D., Texas, 1950. Impact of natural law theories on the formation of 
political economy. 

ROBERT DorrMan, Ph.D., California, 1950. Applications of linear programming to the 
theory of the firm. 

Wayne A. Leeman, Ph.D., Wisconsin, 1950. Methodology, psychology, and valuation in 
economic theory. 

Joun V. Macrert, Jr., Ph.D., Illinois, 1950. The Christian church’s critique of contempo- 
rary capitalism: an analysis in the light of economic theory. 

Sipney D. Merx, Ph.D., Columbia. The theory of fluctuations in contemporary eco- 
nomics. 

CLARENCE E. PHILBROOK, Ph.D., Chicago, 1949. The policy implications of the theoretical 
controversy over the effects of rigid wage rates. 

EucENE RotweEin, Ph.D., Chicago, 1950. The political economy and economic philosophy 
of David Hume. 

Jerome F. Scowier, Ph.D., St. Louis, 1950, Production function, Euler’s theorem, and the 
theory of distribution. 

Greratp K., SmHarxey, Ph.D., Southern California, 1950. An analytical and descriptive study 
of interest rates, theories, and policies in the United States from 1933 to 1948, 

CHARLES J. Stoxes, Ph.D., Boston, 1950. The development and use of the consumer’s sur- 
plus in economic analysis. 

SAMUEL Wricox, Ph.D., Virginia, 1950. Veblen’s criticisms of the Austrians and the Classi- 
cists. 


Theses Completed and Accepted 


Harorp S. Diamonp, B.S., College of the City of New York, 1937; M.A., Columbia, 1939. 
Studies in innovation theory. Columbia. 

Leo E. Dosrtansxy, B.S., New York, 1941; M.A., New York, 1943. The social philo- 
sophical system of Thorsten Veblen. 1951. New York, 
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Theses in Preparation 


LAWRENCE ABBOTT, B.A. Harvard, 1924. Competition in quality. 1951. Columbia. 

Exwarp AMES, B.A., Harvard, 1942; M.A., 1947; M.P.A., 1947. Induction and probability 
in economic decisions. 1951. Harvard. - 

DANIEL ARRILL, B.S.S., College of the City of New York, 1942; M.A., Columbia, 1948. The 
terms of trade, a theoretical and statistical analysis. 1952. Columbia. 

Carirsre W. Baskin, B.S., South Carolina, 1942; M.A., Virginia, 1947. History of the 
literature relating to Christian principles in economic thought. 1952. Virginia. 

A. L. BARRETT, B.A., Georgia, 1937; M.A., Virginia, 1947. Theory of economic democracy. 
1951. Virginia. 2 

NatHAn Broom, B.S.S, College of the City of New York, 1942; M.A., Columbia, 1948. 
The nature of innovation in America, 1790-1865. 1952. Columbia. 

Jor E. Brown, B.S., Texas College of Arts and Industries, 1939; M.S., 1941. Population 
theory and the value problem: an institutional economic analysis. 1951. Texas. 

ROBERT CAMPBELL. The emergence of classical economics: Sir James Stewart and Adam 
Smith. 1951. California. 

Leste E. Carsert, B.A., British Columbia, 1946; M.A., Columbia, 1947. Studies in the 
theory of consumption and expenditures. 1952. Columbia. 

Tra C. Casttes, B.S., Louisiana State, 1934; M.A., Columbia, 1948. A study of economic 
ideas in North Carolina, 1760-1860. 1952. North Caroli. 

Marcaret M. CHARLESWORTH, B.Com., Queensland, Australia, 1942; M.S., Wisconsin, 1948. 
Incidence and effects of taxation under monopolistic competition. 1951. Wisconsin. 

Joan S. Cuirman, B.A., McGill, 1947; M.A., 1948. Intersectional income analysis, 1950. 
Johns Hopkins. 

GEORGE F. DIMMLER, B.A., California, 1936; M.A., Columbia, 1941. The transaction as a 
unit of economic analysis. 1951. Columbia. 

Gorpon DONALD, JR, B.A., Princeton, 1939; M.A., Chicago, 1942. The theory of marginal 
productivity and its application to the cotton textile industry in the United States. 1950. 
Chicago. 

Rev. CoRNELIUS A. ELLER, S.J., B.A, Woodstock, 1936; M.A., Georgetown, 1940; S.T.L., 
Woodstock, 1944, A synthesis and criticism of the major economic doctrines contained 
in the writings of John A. Hobson. 1950, St. Louis. 

A. C. FLORA, JR, B.A., South Carolina, 1943; M.A., 1949. Economic thought in South 
Carolina, 1815-1860. 1952. North Carolina. 

DANIEL R. Fusrexp, B.A., George Washington, 1942; M.A., Columbia, 1947. The economic 
thought of Franklin D. Roosevelt to 1933. 1951. Columbia. 

Donatp A. GARRETT, M.A., Colorado, 1946. The theory and significance of the indifference 
analysis. Indiana. 

Patrick W. Geartry, B.A., St. Paul Seminary, 1941; M.A., Catholic, 1947. Economic and 
social philosophy of Monsignor John A. Ryan, 1951. Catholic. 

Francis C. GENOVESE, B.A., Toronto, 1942; M.A., 1946. A going concern theory of profits. 
1951. Wisconsin. 

Pamwr J. W. GLAESSNER, B.A., Cambridge, 1940; M.A., 1944. Economic development 
and the inflationary potential. 1951. Columbia. 

Donatp F. Gorpon, B.A., Saskatchewan, 1944; M.A., Toronto, 1946. Some aspects of the 
theory of distribution employment and income. 1949. Cornell. 

Howarp H. GREENBAUM, B.S., Columbia, 1939; M.S., 1945. Fund analysis as a tool in 
economic research. 1951. Columbia. 

Morton C. Grossman, B.A., Pennsylvania, 1943; M.S., Ohio, 1947, Development theory 
and implications, 1951. Wisconsin. 

SHERMAN GUNDERSON, Columbia, 1936. An appraisal of the economic theory and policy 
recommendations of John R. Commons. 1950. Jowa State. 

Incrip E. Hamne, B.A, Hunter, 1945; MA, oe 1946. Joint costs. 1951. 
Pennsylvania. 

Davin B. Hamirton, B.A. Pittsburgh, 1940; MA, 1941. Economic theories and social 
change. 1950. Texas, 
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Epvwin W. Hawczaryg, B.A., Brown, 1941; M.A., 1947. The interest rate in welfare 
economics, 1951. Northwestern. 

ABRAHAM Hrrscu, B.B.A., College of the City of New York, 1943; M.A., Columbia, 1947. 
The business cycle research of Wesley C. Mitchell and the National Bureau of Economic 
Research. 1952. Columbia. 

Donarp S. Horm, M.A., Indiana, 1950. A history and analysis of the entrepreneurial con- 
cept in economic and related literature. 1950. Indiana. 

J. Roperr Karp, B.A., Brooklyn College, 1944; M.A., Princeton, 1947. Studies in the 
structure of interest rates. 1951. Princeton. 

Murra? C. Kemr, B.Com., Melbourne, 1946; B.A., 1947; M.A., 1949. A macro-economic 
theory of distribution. 1951. Johns Hopkins. 

ALEXANDER KuTCHEROFF, B.A., Wesleyan, 1946. Chernyshevsky’s social and economic phi- 
losophy. 1951. Columbia. 

E. E. Liepparsxy. National science policy and technological progress. 1951. Illinois. 

Francis H, LoEwENHEM, B.A., Cincinnati, 1947; M.A., 1948. Bismarck’s economic thought 

and policies before the Empire. 1952. Columbia. 

Josera P. McKenna, B.S., Harvard, 1946; M.A., 1950. Demand for consumer durable 
goods. 1950. Harvard. 

Joan W. McKinney, B.A., Southern Methodist, 1937; M.A., Columbia, 1947. The 
financing of innovation. 1951. Columbia. 

MicuarL McPuetin, B.A., Woodstock, 1935; M.A., 1936; S.T.L., 1942. Meaning and 
requirements of economic order. 1950, Harvard. 

Tuomas Maver, B.A., Queens, 1949; M.A., Columbia, 1949. Studies in macroeconomics. 
1952. Columbia. 

Morris MENDELSON, B.A., Queens University, 1946. Some aspects of consumer behavior. 1950. 
Cornell. 

Carey P. Moprin, B.A., College of William and Mary, 1946; M.A., Princeton, 1948. Ac- 
counting theory and practice in the light of economic theory. 1951. Princeton. 

Dean W. Morse, B.A., Harvard, 1941. Theories of economic development. 1951. Columbia. 

Cart A. Norpstrom, B.A., Antioch, 1946; M.A, Columbia, 1949. The rate of economic 
development. 1952. Columbia. 

ROBERT Ossorn, JR., B.A., Princeton, 1943; M.A., 1948. The concept of mobility in eco- 
nomic theory. 1951. Princeton: 

WALTER G. O’Donne tt, LL.B., Cleveland, 1930; B.A., Western Reserve, 1932; M.A., 1943. 
An institutional theory of value. 1951. Columbii. 

Rate W. PFOUTS, B.A., Kansas, 1942; M.A. 1947. The piace of consumer’s surplus in 
welfare economics. 1951. North Carolina. 

STANLEY REITER, B.A., Queens, 1947; M.A., Chicago, 1950. Production: returns to scale, 
and the internal structure of the firm. 1951. Chicago. 

ALAN L, Rirrer, B.A., DePauw, 1935. The application of the theory of imperfect compe- 
tition to the determination of wages. 1951. Wisconsin. 

Rosert Rouse, Iowa, 1949. A reappraisal of the stagnation thesis. 1950. Towa State. 

Jacos SCHMOOKLER, B.A,, Temple, 1940; M.A., Pennsylvania, 1947. The relation of 
invention to economic development. 1951. Pennsylvania. 


Warren L. Surg, M.A, Michigan, 1949. The relation between macroeconomics and 
microeconomics. 1951. Michigan. 

Grorce W., Stotnirz, B.A., College of the City of New York, 1939; M.A., Princeton, 
1942, Dynamic theory of the firm. 1951. Princeton. 

Ropert H. Srrorz, B.A., Chicago, 1942. Some problems in the pure theory of income 
redistribution: a study in welfare economics. 1950. Chicago. 

Paut E. Sutran, B.A., British Columbia, 1946. Wage and employment relationships. 1950. 
Cornell. 

Tu Tu, MS., National Central University, Nanking, 1945. The pricing system in a 
planned economy. 1950, Ilinois. 

Epcar L. Turcron, B.A. California, 1942; M.A., 1948, On the theory of Socialist develop- 
ment. 1952. Columbia. 
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Marcom C. URQUHART, B.A., Alberta, 1940. Capital accumulation, technological change, 
and economic progress: a study of economic change with special reference to the func- 
tional distribution of income, 1951. Chicago. 

Rosert F. Vorrtman, B.S., North Texas State College, 1946; M.A., Texas, 1948. The 
theories of economic development of Marx and the institutionalists applied to the de- 
velopment of ancient civilizations. 

Bernarp W. Wayne, Ph.B., Northwestern, 1942. The neo-historismus of Werner Sombart. 
1950. Chicago. 

Ricwarp S. Wecxkstetn, B.A., Wisconsin, 1947, A unification of recent interest theory. 
1951. Yale. 

Rocer J. Wurms, Jr., B.A, Reed, 1939. Freedom of entry. 1952. Columbia. 

Murray Wotrson, B.S., College of the City of New York, 1948. Marx and modern eco- 
nomics. 1952. Wisconsin. 


Economic History; National Economics 


Degrees Conferred 


jonn W. CmsaoLm, Ph.D., Louisiana State, 1950. The economics of the salt industry 
in the State of Louisiana. 

Mervin A. Eccers, Ph.D., Yale, 1950. Development of the Japanese economy, 1850-1900. 

Wirrram HALLER, JR, Ph.D., Columbia, 1950. The Puritan frontier: town-planning in 
New England colonial development, 1630-1660. 

Forest G. Hitz, Ph.D., Columbia, 1950. The role of the Army Engineers in the planning 
and encouragement of internal developments. 

S. S. Liou, Ph.D., Minnesota, 1950. Possibilities of improving the Chinese agricultural 
situation through industrialization. 

Wiitram W. Locxwoop, Ph.D., Harvard, 1950. The economic development of Japan: 
growth and structural change, 1868-1938. 

Davipson B. McKispin, Ph.D., Chicago, 1949, Percival Farquhar: American promoter in 
Latin America, 1900-1914. 

Apranam H. Sapove, Ph.D., Harvard, 1950. Transport improvement and the Appalachian 
barrier : a case study in economic innovation, 

CHARLES S. SHEPPARD, Ph.D., Columbia, 1950. The depressed area of South Wales. 

Wurm P. Swavety, Ph.D., Virginia, 1950. Postwar developments in Italy with special 
reference to the future standard of living. 


Theses Completed and Accepted 


LreonarpD H. Bripces, B.J., Texas, 1940; M.A., Columbia, 1947. Life of Charlemagne Tower. 
Columbia. 

DorotHy Grecc, B.A., Texas, 1943; M.A., 1945. The exploitation of the steamboat: the 
case of Col. John Stevens, 1950. Columbia, 

Frances C. Hutner, B.A., Middlebury, 1940; M.A., Columbia, 1943. The Farr Alpaca 
Co.: a case study in business history. 1950. Columbia. 


Theses in Preparation 


Lreonarp J. ARRINGTON, B.A., Idaho, 1939. Mormon economic policies 1847-1907: a study 
of the role of the church in the development of a region. 1951. North Carolina. 

FREDERICK K. Axssott, B.S, Columbia, 1941; M.A. 1947. The Baldwins and internal 
improvements (1780-1830). 1952. Columbia. ‘ 

Wririam J. R. Apamson, B.A., Colgate, 1938; M.A., Columbia, 1948. The resort to gov- 
ernment by business in England from the fall of the Corn Laws to the passing of 
limited liability. 1952. Columbia, 

Martin ALBAUM, B.A., College of the City of New York, 1947; M.A., Columbia, 1949. 
Economic individualism in eighteenth-century France. 1952. Columbia. 
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RoseMarY M. ARNOLD, B.A., Hunter, 1938. Markets and pricing in native economies 
of West Africa: an institutional analysis. 1952. Columbia. 

Saur Benison, B.A., Queens, 1941. History of the Eastern Railway Pools, 1877-1897. 
1950. Columbia. 

Roman Berwnaut, B.A., Columbia, 1947; M.A., 1949. The grain problem in the Soviet 
Union, 1926-30. 1951. Columbia. 

GEORGE BILLIAs. Land bank of Massachusetts, 1740. 1952. Columbia. 

Rospert C. Brack, III, B.A., Williams, 1937; M.A., Denver, 1947. Railroads of the Con- 
federacy in the Civil War. 1952. Columbia. 

Jack BLICKSILVER, B.A., Queens, 1948. A study of the defenders and defense of big busi- 
ness and the concentration of wealth in America, 1865-1900. 1951. Northwestern. 

VirGINIA W. Buckner, B.A., Texas, 1941; M.A., 1942. Agricultural depression in the 
United States during the last quarter of the 19th century. 1951. Columbia. 

Davip D. Burks, B.A., Carleton, 1945. The dawn of manufacturing in Mexico. 1951. 
Chicago. 

Janet G. CHAPMAN, B.A., Swarthmore, 1943. Real wages in the Soviet Union, 1928-48. 
1951. Columbia. 

THEODORE CoHEN, B.S.S., College of the City of New York, 1938; M.A., Columbia, 1939. 
Merchant capital in feudal Japan. 1952. Columbia. 

STANLEY H. Conn, B.A., Reed, 1947; M.A., Chicago, 1949. The role of the fiscal system 
in the Soviet economy. 1951. Chicago. l 

H. JEROME CRANMER, B.A., Drew, 1947; M.A., Columbia, 1949. Internal improvements 
in New Jersey. 1951. Columbia. 

Harry S. Crowe, B.A., Manitoba 1947; M.A., Toronto, 1948. The state and economic life 
in Canada. 1952. Columbia. 

RoBert W. DAvENPorT, B.A., Washington, 1943; Fletcher School, 1944. Soviet economic 
relations with Iran. 1952. Columbia. 

Cart N. Decrer, B.A., Upsala, 1942; M.A., Columbia, 1947. Labor and politics in New 
York City, 1850-1861. 1952. Columbia. 

Harry M. Dixon, B.S., Illinois, 1940. Economic history of the eastern interior coal field. 
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Artin D. PEPMUELLER, M.A., Iowa, 1945. An analysis of Latin American exchange 
control systems, 1930-1950. 1951. Iowa State. 
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Joun M. Prau, B.A., Chicago, 1947; M.A., 1948. American investments in Western 
Europe, 1918-1940. 1951. Chicago. 

NEAL Porter, B.A., Minnesota, 1937; M.A., 1940. Geneva trade agreements and the 
International Trade Organization. 1950. Chicago. 
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Apert J. Rarseck, B.A., Columbia, 1942; M.A., 1943. America’s influence on inter- 
national business cycles. 1951. Columbia, 

Orro R. Retscoer, B.A, Michigan, 1946; M.A., Columbia, 1948. Studies in Soviet 
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Wiutson E. Scumupt, B.S., Maryland, 1947; M.A., Pittsburgh, 1948. Multiple exchange 
rates in Latin America. 1951. Virginia. 
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GILBERT W. NUTTER, Ph.D., Chicago, 1949. A quantitative study of the extent of enter- 
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Evcar S. Baciey, U.C.L.A., 1936. The application of the federal antitrust laws to some 
aspects of market structure. 1950. Jowa State. 
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of the good roads movement in Illinois, 1900-1920. 1951. Chicago. 
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_ EDWIN FRANCIS GAY 
Thirty first Pr esidënt of the Ameri ican Economic Association, 1929 


Edwin F: Gay was born-in Detroit, } Michigan; October 27, 1867, and 
died-in Pasadena on-Febritary 8: 1946. After preparatory schooling here 
and in’ Switzerlaxid: he -entered the University: of Michigan, where he re- 
ceived his A.B. degr ee.in 1890. He then went to Europe for a twelve-year 
period of intensive study and research at Leipzig, Gétfingen, Zurich, Ber- 
lin, and the British Museum. He wrote his doctoral dissertation under 
Custay Schmoller and received his Ph.D. degree from: the University of 
Berlin in 1902. The title of his doctor’s dissertation was “Zur Geschichte 
- der Einhegungen in England.” , Returning to this country he became in- 
structor in economic history at Harvard in 1902, was promoted to assistant 
professor after one year, and to a full professorship in 1906. In 1908 he 
was chosen to become the first dean of the Harvard Business School, 
which post he held until 1919, when he became president of the New York 
Evening Post. In 1920 he became editor as well and held both positions 
until returning to Harvard as professor of economic history, 1924-36. Dur- 
ing the war period he served as director of the Division of Planning and 
' Statistics and as head of the Imports Bureau of the War Trade Board. 
With Professor Wesley C. Mitchell he participated in the planning and 
organization of the. National Bureau of Economic Research’and served as 
its first president. He also played a leading role in the organization of the 
Council on Foreign Relations and the establishment of Foreign Affairs. 
After retiring from Harvard in 1936 he became member of the research 
staff at Huntington Library and served as director from 1941 until his 
death. 

The mere enumeration of the variety of posts held by Professor Gay 
indicates his broad intellectual interests and his versatility as scholar, 
teacher, executive, and administrator. His own publications were few in 
number, but the work which he inspired, promoted, and directed reflects 
his lasting influence on his students and his development of economic 
history in this country. In 1932 he was honored with a Festschrift entitled 
Facts and Factors in Economic History. He was the leading founder of 
the Journal of Economic and Business History in 1928. The title of his 
American Economic Association presidential address was “Historical 
Records.” He was very active in the affairs of the Association and as rep- 
resentative of the Association on the American Council of Learned So- 
cieties he became an influential leader in that Council. Numerous insti- 
tutions have honored Edwin F. Gay with a doctor's degree: LL.D., Har- 
vard, 1918, Michigan, 1920, Northwestern, 1927, Tulane, 1935, Occidental, 
1940; Litt.D., Manchester University, England, 1933. A memorial to Edwin 
Francis Gay, by E. J. Hamilton, may be found in the American Economic 
Review, June, 1947 (pages 411-413). 


Number 81 of a series of photographs, of past presidents of the Association. 
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RELATIVE PRICE CHANGES AND AGGREGATE 
CONSUMER DEMAND 


By GARDNER ACKLEY AND DANIEL B. Surrs* 


The present paper attempts to bridge a small part of the gap, increas- 
ingly recognized these days, between aggregate and partial analysis: 
between the emphasis on income changes in the former and upon 
relative cost-price changes in the latter. Essentially the problem is 
whether and by what means changes in relative prices of different kinds 
of consumer goods may influence aggregate demand for consumer goods 
and hence (with less than full employment) real income and employ- 
ment, or (with full employment) the degree of inflation. Briefly, our 
answer to the question is that such influence is indeed possible: that 
there is no a priori basis in our ordinary theory of consumer behavior 
to exclude the possibility. We further briefly attempt to apply this 
analysis to the questions, long discussed in theoretical literature, of the 
effects on Income and employment of technological change and harvest 
variations, and suggest its relevance to the current discussion as to the 
nature and stability of the consumption function.! 

Throughout the first three sections only verbal argument and (large- 
ly in the footnotes) simple algebra are used. Section IV is in effect a 
mathematical appendix, which expresses the argument in both more 
precise and more’general form. 


* The authors are, respectively, associate professor and assistant professor of economics at 
the University of Michigan. 


i ‘The substance of parts of the argument, although independently developed by the authors, 
has been briefly considered in two recent analyses, Mention should be made particularly of a 
brief section (pp. 299-302) of an article by Dr. Lawrence R. Klein, “A Post-Mortem on Tran- 
sition Predictions of National Product,” Journal of Political Economy, Vol. LIV, No. 4 (Aug., 
1946), pp. 289-308. Professor William Fellner, in his “Employment Theory and Business 
Cycles,” Chapter 2 of A Survey of Contemporary Economics (H. S. Ellis, Ed., Blakiston, 1948) 
considers essentially the same problem (pp. 84-86), but his solution runs in terms of elasticities, 
a device which we feel substantially less well adapted to clear exposition of the problem. 


786 THE AMERICAN ECONOMIC REVIEW 


I 


The usual simplest formulation of aggregative income equilibrium 
is based upon the assumption that real consumer expenditures are a 
stable function of real income, where “real” consumption and income 
are found by correcting their money values for changes in the level of 
consumer prices. Since real consumption is assumed to be a stable 
: function of real income, the absolute level of consumer prices is of no 
consequence, except for “indirect” effects, via interest rates, expecta- 
tions, real value of consumer money balances, etc., all of which are ig- 
nored in this formulation and which we shall continue to ignore. The 
“consumption function” can therefore be stated directly in real terms, as 


(1) c= my+n 
We add the definition 
(2) yret+? 


where y, c, and 7 are real, additive values of income, consumption and 
investment respectively, m is a constant (the “marginal propensity to 
consume”) which is greater than zero and less than one, and v is a 
constant greater than or equal to zero. From these relationships we de- 
rive the usual formulation: 


(3) y= =< 


F 1—m™ 





The level of real income thus depends upon the level of real investment 
expenditures, which we shall hereafter assume constant in order to 
concentrate upon the consumer sphere. 

It is clear that the above formulation must either (1) ignore the effects 
on aggregate consumer demand of changes in the relative prices of 
different consumer goods; or (2) assume that such effects do not exist; or 
(3) assume that relative prices are stable functions of the level of real 
income, in which case any relative price effects are concealed in the 
broader formulation. 

Traditional analysis of demands for individual commodities, on the 
other hand, is largely concerned with the effects of relative price changes, 
although, more recently, the income effect on demand has been specifi- 
cally recognized. The usual analysis assumes that the quantity de- 
manded of a consumer good depends upon (a) its price relative to prices 
of other goods, and (b) consumer real income. A fall in its price relative 
to prices of other goods will increase the quantity demanded, if real 
income is unchanged; or (for all except inferior goods) a rise in real 
income will increase demand, relative prices remaining unchanged. 
For simplicity, let us divide all consumer commodities into two groups 


ACKLEY, SUITS: PRICE CHANGES AND CONSUMER DEMAND 787 


(for example, durables and non-durables, or farm products and non- 
farm products, or “luxuries” and “necessities”), which we will designate 
as two “commodities,” “A” and “B,” for convenience. The price in- 
dexes for these two commodity groups we will call the “prices” of these 
two “commodities.” We can then say that for each of the two commodi- 
ties, amount demanded depends upon its relative price and upon con- 
sumer real income.” If we express these quantities demanded in “real 
income” units, so that they are additive, we have 


a 


(4) c=a+6 
(5) a = far, y) 
(6) b = flr, y) 
where 
a=quantity demanded of commodity A (expressed in “real income” 
b -quantity demanded of commodity B (expressed in “real income” 
units 


r =the ratio of the price of A to the price of B 


We assume, initially, that the two prices are completely rigid, with the 
supply of each commodity perfectly elastic at the existing rigid price. 
The assumption is further explicitly made that the producers of both A 
and B have identical consumption patterns, so that a redistribution of 
income from producers of one commodity to producers of the other will 
have no effect on the demand for either. This assumption, like the earlier 
one of constant real investment, is made only for simplicity in exposi- 
tion. Likewise, it would be possible, but more complicated, to work in 
terms of actual prices, expenditures and incomes expressed in money 
terms, and a real income which is found by the explict deflation of 
money income. (This is the procedure in Section IV.) 

The possible conflict of these two approaches, the aggregative and the 
partial, can be seen by analyzing the results of a change in the price 


2 The ordinary demand function expresses quantity demanded as a function of the com- 
modity’s own (absolute) price, the (absolute) prices of other goods, and money income. A 
change, say, a rise, in its own absolute price, all else unchanged, will, we assume, have two 
effects: a substitution effect—because it raises this price relatively to others, consumers will 
tend to buy less of this good, and more of other goods; and an income effect—because it raises 
the level of prices with a constant money income, it reduces real income and tends to reduce 
the quantities demanded of all commodities. We recognize these separate effects more clearly 
by making quantity demanded a function of relative price and real income. With only two 
goods, the relative price of the one is the inverse of the relative price of the other. For simplicity, 
we define one relative price, 7, and make both quantities functions of it. We ignore various 
kinds of possible money illusions by assuming (for example) that a 25 per cent rise in A’s 
price, B’s price unchanged, will have the same substitution effect as a 20 per cent fall in 
B’s price, A’s price unchanged; and that a 25 per cent rise in money income, prices unchanged, 
will have the same income effect as a 20 per cent drop in prices, money income unchanged. 


788 THE AMERICAN ECONOMIC REVIEW 


ratio, 7, say, for example, a rise in the price of A relative to that of B. 
Since, as we have seen, relative prices do not appear in the usual “‘con- 
sumption function” (equation 1), the change in relative prices will not 
affect aggregate real consumption, nor (equation 3) the level of real 
income. Look now at the second formulation (equations 4, 5, and 6). 
The rise in 7 would, ordinarily, reduce the quantity of A demanded, 
but would increase the quantity demanded of B. This is the familiar 
“substitution effect” of a price change. If this reduction and this in- 
crease In quantities demanded were exactly offsetting, the size of total 
real consumer demand (and hence total real income) would obviously 
be unchanged. The only effect would be a rise in the production of B 
and a fall in the production of A. Equation (1) would still hold. There 
would be no inconsistency between the two approaches. 

If, on the other hand, the effects did not exactly offset each other, so 
that, for example, the decline in demand for A was greater than the 
increase in demand for B, there would be an initial change both in the 
commodity composition of demand (and income) and, as well, in its 
size. This change in the size of Income would then react further upon 
the demands for each of the two commodities, with various possible 
results, to be explored in Part II. 

For the moment, however, we should merely note that if these effects 
were not precisely offsetting, equation (1) would not hold: we could not 
appropriately assume that aggregate real consumption was independent 
of relative prices. 

Is there any basis for the assumption that aggregate real consumption 
is independent of relative prices? One such basis might seem to appear 
in our customary preference analysis. The usual analysis of consumer 
preferences for two commodities (or for one commodity versus all others 
lumped together) assumes that the only effect of a change in the ratio 
of prices (when real income is held constant) is to change the propor- 
tions in which the two commodities are consumed. But this is based 
on the assumption that there are only two uses of income that yield 
satisfaction. Assume that saving (spending on neither) is a third use of 
income that yields satisfaction. When we recognize this, we can no longer 
use the customary two-dimensional preference analysis. Although 
three-dimensional graphical analysis is clumsy, we shall attempt to 
make our point by use of Figure 1, which shows three possible uses of 
income: expenditure on A, on B, and saving. Recognizing the possi- 
bility that any part of income from 100 per cent to zero can be saved,’ 
the usual ‘expenditure line” AB becomes expenditure plane ABC, each 
point in which represents a possible combination of expenditure on A, 
on B, and saving, which is possible out of a given money income with 


3 For simplicity, we ignore the possibility of dissaving. 
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given prices for A and B. If OC (total income) is saved, nothing can be 
spent on A or B. If OF is saved, the rest of income will buy (given the 
prices) amounts FD of A or FE of B, or any combination along line DE. 
If nothing is saved, income will buy amounts OA or OB, or any combi- 
nation along line AB. 

Curve I I’, drawn in plane OA B (zero saving), shows different combi- 
nations of purchases of A and B that yield given total satisfaction. If 
all income had to be spent, the amounts bought would be ao and bo, 
because this is the highest indifference curve that can be touched with 


Saving 





B 


FIGURE 1 


the given money income and prices. Nes iT represents greater utility, 
but cannot be reached. 

But acutally I J’ and i? are merely sections (in plane OA B) through 
indifierence surfaces which represent different combinations of A, B, 
and saving that yield a given total satisfaction. These surfaces are con- 
vex to the origin in all three dimensions, as suggested by Figure 2, show- 
ing that decreasing disposition of income in any one of the three dimen- 
sions can be compensated for only by more than proportionally increas- 
ing disposition in one of the other. 

Returning to Figure 1, we show that the Aigher indifference surface, 
ti, of which sections are shown both in planes OAB and DEF, can be 
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`: touched by expenditure plane ABC. Hence (assuming this to be the 
highest surface which plane ABC can touch), actual expenditures are 
a, and bı, with OF saved. 

Now, what happens if the price ratio changes, but real income re- 
mains unchanged?* The change in price ratio means that plane ABC 
in Figure 1 twists on point C. The exact manner in which it twists de- 
pends on the nature of the price index used to measure the constancy 
of the price level and hence of real income. For each possible definition 
of the price index, there is one and only one new expenditure plane when 
relative prices change in any specified way. This new expenditure plane 
will now be tangent to some one of the possible indifference surfaces (if 
the index number were “perfect,” probably to the same one as before), 
but there is clearly no requirement that it be tangent at the same level 
of saving as before. 





FIGURE 2 


To be sure, certain shapes of three dimensional indifference surfaces 
can be imagined in which a change in relative prices which leaves real 
income unchanged (in terms of some price index number) will leave sav- 
ing unchanged, but these constitute a special case, and there appears to 
be no a priort reason to eliminate the others. 

Suppose our two commodity groups are food and all other. Let us 
assume that the demand for food is relatively inelastic with respect to 
relative price changes—that is, either a substantial fall or rise in food 
prices relative to others will not substantially increase or decrease real 
food consumption at any given level of real income. Are we necessarily, 
then, to assume that demand for other goods will respond to the change 
in relative prices in just such fashion as will leave total real demand 
unchanged at a given level of real income? Suppose, for example, that 

4 We can here most conveniently imagine this occurring through a decrease in one price 


and a rise in the other to the extent necessary to keep the general price level (measured by some 
index number) constant, with constant money income, 
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the prices of other goods rise substantially relative to food prices. 
There will be a tendency for consumers in general to buy only slightly 
more food than before. Is there any a priori reason to suppose that (at 
least in the short run®) real demand for other goods will tend to decrease 
only to the same slight extent that real demand for food has increased? 
There might, for instance, be a tendency for real demand for other goods 
to fall substantially, even provided the level of real income remained un- 
changed. 

And this, of course, is the next step in our argument. If these tendencies 
are not exactly offsetting, real income (created by and equal to real 
expenditure) will not remain unchanged. 

To put it otherwise, we may ask what happens to aggregate real 
expenditure when relative prices change, real income remaining con- 
stant. The answer, of course, is that aggregate real expenditures will 
remain unchanged, because only if they do, can real income remain con- 
stant. One expenditure can only rise or fall at the expense of the other; 
hence our use of the word “tendency” above. But certainly, aggregative 
analysis, which makes income a primary variable, should free itself from 
an assumption appropriate only to the condition of a fixed total income. 

What happens, then, when a change in relative prices occur? If the 
tendencies described above are not exactly offsetting—.e., if in Figure 1 
we move out of plane FDH—total real expenditure and income will 
change. In the following section we discuss the nature and extent of 
that change. 


II 


Assuming, for the sake of argument, that aggregate consumer de- 
mand does depend on relative prices, what are the consequences of this 
view? Take first the question, long discussed in the literature, regarding 
the effects on income and employment of technological change. Assume 
that, from an initial position of price and income equilibrium, one of 
our two commodities experiences a technological change which reduces 
cost. Assume further, as we have implicitly done up to now, that both 
industries are characterized by constant cost and perfect competition, 
that the level of money cost for each is fixed by contractual rates of fac- 
tor remuneration. Assume that the level of cost for one (and hence its 
price) is reduced by technological improvement. We shall further ignore 
the possible effects of this change upon investment, for it is the effects on 
consumer demand that have been controversial. The literature concern- 
ing technological unemployment is full of confusion on this point. It is 
agreed that the commodity whose cost and price have been reduced 

$ Whether in the long run there may be a tendency for total consumption to approximate a 


constant percentage of income, regardless of relative prices—and perhaps regardless of in- 
come—is a question upon which we do not enter. 
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by technological innovation will experience increased demand and there- 
fore output. Whether aggregate money income originating in that in- 
dustry will rise or fall is said to depend upon whether the elasticity of 
demand for its product is greater or less than unity. (It will be seen below 
that even these are only partial truths.) But the effect on other commodi- 
ties is the crucial one. This is ignored by some. By others it is dismissed 
with the statement that whether or not aggregate money incomes origi- 
nating in the rest of the economy will rise or fall depends on whether the 
money expenditure on the product of the first industry falls or rises 
(apparently assuming a fixed total money expenditure). The answer to 
the question is begged by some through the assumption, in some form, 
of Say’s law, which says żotal output and employment will remain un- 
changed (presumably at full employment levels). Still other answers bog 
down in confusion. 

If it is assumed that aggregate consumption is independent of relative 
prices, then it is clear that the price reduction resulting from the tech- 
nological change must leave real income unchanged unless real invest- 
ment increases. So long as people wish to save a given portion of any 
increase in real income, real income cannot increase unless real invest- 
ment does. The price level will change, money income will change, 
but real aggregate demand is unaffected. If the improvement is labor- 
saving, aggregate employment will probably fall (unless the industry 
affected by the technological change has a substantially higher ratio 
of employment to output than prevails generally). 

The answer in terms of our model is that real income will remain un- 
changed if the effect of a change in the price ratio is to reduce one de- 
mand by exactly the extent that it increases the other. In other words, 
if the slope (in terms of relative price) of the demand curve for the one 
commodity is exactly the same as the price slope of the other demand 
curve, there will be no effect.’ But if these slopes are unequal, then even 
at a given level of income, more or less will be demanded than before, 
thus causing income to change, and causing further changes in spending 
on each commodity as a result of the change in income. The total change 
in income will be an original “injection” (caused by the difference in 


6 Using linear demand functions, we can write 
(5a) a= ay + Ay + ao 
(6a) b = Bir + Boy + Bo 


as the demand functions. The condition for zero effect on income (t.e. a+b constant as r 
changes) is that a= — 8u : 

The necessary relationship between the “ordinary” price slopes of the two demand curves 
is more complicated. Ordinarily we think of the slope of the demand curve as the rate at which 
quantity demanded changes as the commodity’s own absolute price changes, other prices and 
money income held constant. There is, however, a determinate relationship between this slope 
and the rate at which quantity demanded changes as the relative price changes, real income 
held constant. 
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price slopes of the demand curves) times a multiplier, the size of which 
depends on the rate at which spending on the two commodities together 
changes as income changes.’ 

The interesting result of this analysis is the conclusion that a tech- 
nological improvement which reduces the price of one commodity may 
actually increase the demand for other commodities; on the other hand, 
it may actually lead to a reduction in the output of the commodity 
whose price has fallen, and a fortiori in the output of other commodities. 

To see how these extreme effects might arise, we can break down the 
effect of the price change into two parts—a “‘price effect,” and an ‘‘in- 
come effect.” The price effect is simple: it is merely the price slope of 
the demand curve for that commodity. If, through innovation, the price 
of television sets is reduced relative to other goods, the immediate price 
effect is a rise in demand for television sets by an amount equal to the 
change in relative price times the price slope of the demand curve for 
television sets. 

The income effect is more complicated. We have seen that income 
will change by the amount of the price change times the difference be- 
tween the price slopes times the total multiplier. As income changes, 
demand for each commodity will change by an amount equal to the 
change in income times the income slope of that commodity’s demand 
curve (individual commodity marginal propensity to consume).® Sup- 


? Add to the equations in the preceding note, the definition 


(7) y=at ob. 
(assuming investment at zero, for simplicity) 
Then 
(8) ae TIES [Car + Bi) + ao + Bol 
~~ &2 p2 
The change in y will be ics 
œi 1 
9 Ay = Afr- 
(9) y ETAR 
8 The “price effect” on commodity A is equal to a; Ar. The change in income will be 
: ay + Bi 
Í — ae — Bo 
The “income effect” on the demand for commodity A is therefore 
År “te 

1 on Bo 
and the total effect 
(10) Aa = Ar + aeAr ese PL 

: 1 — ae — Be 

which reduces to 
(11) Aa = Ar ay œp + ateBy 

1 — ae — Bo 


It can be shown that the sign of A a depends upon the sign of Ar, and on whether 
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pose that the fall in the price of television sets increases the demand 
therefor (at a given level of income) by less than it decreases the de- 
mand for other goods. The injection is then negative and total income 
will fall. If the marginal propensity to consume television sets as in- 
come changes is sufficiently large, the demand for television sets may 
actually decline. (The preceding footnote summarizes the conditions 
necessary for this result.) The interested reader can trace out the condi- 
tions necessary for the fall in television prices to increase demand for 
other commodities. This will require that the necessarily unfavorable 
price effect on the demand for the other commodities be offset by a 
favorable income effect. 

More elaborate analysis, which we do not take space to develop, is 
possible. For example, introduction of supply conditions other than of 
constant cost and perfect competition merely means that the redistri- 
bution of demand between the commodities may further affect the price 
ratio, and hence the magnitude of the results. Likewise, further analysis 
should take account of (among others) the effects on investment, of 
possible differences in propensities to consume between income recipients 
in the several industries as well as between the various factors of produc- 
tion within the industries (whose relative income shares would be al- 
tered), and so on. We believe, however, that the above analysis contrib- 
utes at least something to the analysis of the problem of technological 
change. 

The question whether good harvests (caused by favorable natural 
clrcumstances) are favorable to industrial employment has also long 
been debated in business cycle literature.” Again, effects on investment, 
interest rates, etc., must be taken into account for a complete analysis, 
but the effect on consumer demand has been one of the controversial 
points. 

If aggregate demand is independent of relative prices, the rise in 
agricultural output must be at the expense of an equivalent fall in 
manufactured output. Although nature’s bounty has supplied an in- 
crease in one component of real income, the community whose aggregate 
consumption is a stable function of its real income alone cannot sustain 
any rise in total real income and consumption unless real investment 
increases. Hence, with constant real investment,” manufactured outupt 
must fall as much as agricultural output rises. The only rôle of relative 
price changes will be to accomplish this redistribution of a constant real 


° For a review of some of the literature, see G. Haberler, Prosperity and Depression (League 
of Nations, 3rd ed., 1941) Chap. 7, or J. A. Estey, Business Cycles, (Prentice-Hall, 1941) 
Chap. 9. 

10 By assuming constant real investment, we have, of course, ruled out one important possi- 
bility, namely that there will be enlarged inventory demand—speculative investment in stocks 
of agricultural goods—as a result of the fall in their price relative to their expected future price. 
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income between the two commodities. But have price changes no other 
rôle than that of distributing a fixed total real demand among the several 
commodities? Might not the community under some circumstances 
prefer an enlarged volume of current real consumption when there is 
an autonomous increase in one of the two components of real income? 

In terms of the present model, we can get at the essence of the prob- 
lem by assuming that agriculture is characterized by completely inelas- 
tic supply, but the supply curve is shifted to the right, by favorable 
weather conditions; industry is characterized by perfectly elastic sup- 
ply, at a given average unit cost. For agriculture, price adjusts in 
response to demand, supply given; for industry, price equals (constant) 
average cost, and supply adjusts to amount demanded at that price. 

Here it is the price ratio, r, which is the variable. As agricultural 
output expands in response to favorable weather conditions, the price 
of agricultural products, and hence 7, must fall until all of the expanded 
supply can be sold. How far must the price ratio fall for the amount 
demanded to increase sufficiently? Here again we have both the direct 
price effect and the income effect to consider. 

If there were only the price effect to consider, the price of agricultural 
goods would have to fall until all of the added output was absorbed, at 
the expense of an equivalent decline in manufactured output. But if the 
price slopes of demand for agricultural and industrial goods were not 
equal, the change in relative prices would also affect income, and thereby 
demand both for farm and non-farm goods. Circumstances in which the 
increase in farm output will actually increase manufactured output 
can be imagined." It can be shown (see footnote 11) that this result de- 

1 Let A a represent the expansion in agricultural output. If income were unchanged, Aa 
would equal a; (price slope of demand for A) ‘times Ar (where Ar is the necessary change 


in price ratio). But the change in price ratio will also effect income, as we have seen above, 
either favorably or unfavorably. Income will change by 


œi + Bi 


1 — ae — f2 


Ar 


This change in income will in turn affect demand for A by ex (the marginal propensity to con- 
sume farm products) times the change in income. Equilibrium will thus be achieved when 


(10) Aa = mAr +- adr ath 
1 — az — Be 

or 

(12) FO PE es OE 


ær — aß + æfi 


(Since stability conditions rule out the case in which a rise in output of A will raise its relative 
price, it is clear that the denominator of the expression on the right must be negative.) The 
effect on income will then be 


a1 + Bi 


13 Ay = Ae ————____—- 
(3) i á a, — af + af 
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pends on a particular constellation of relative values of the two price 
slopes of demand and the two marginal propensities to consume each 
good as income changes. 


Til 


We turn, finally, to the relevance of these considerations for the an- 
alysis and measurement of the “consumption function.” It should be 
clear that whenever we omit relative prices from our explanation of 
aggregate consumption we are implicitly assuming either that the price 
slopes of demand curves are such that a change in relative prices creates 
no “injection,” or, alternatively, that relative prices of different cate- 


Since the denominator of this expression is negative, income will increase, remain unchanged 
or decrease depending on whether 


sazi 
Bi 
Now we can find the effect on demand for and output of B. It is equal to the (unfavorable) 
price effect: 
BiAr = BAe - i wm ots ~ Ba 


a) ~~ ab + æf 
plus the (favorable or unfavorable) income effect: 
an -+ Bi 
Ad =m 
f ay — afz + afr 


which reduces to 
Bi + ab — a8; 
ay — a Bo + æfi 


This expression can be shown to be SO according as 


(14) Ab = Aa 


The change in 5 will be more likely to be positive 


(1) the greater —a,, relative to fı 


(2) the greater aw2+f2 
(3) the greater Bo relative to ae 


The economic significance of the foregoing is suggested in the following summary: 

1. Unless —a1, is greater than fi, the change in relative prices will reduce demand for manu- 
factured goods by more than it increases demand for agricultural goods, the injection will be 
negative, and an unfavorable income effect on demand for manufactured goods will be added 
to the necessarily unfavorable price effect. 

2. If —ai, is greater than fı, income will rise, but the net effect on the demand for manu- 
factured goods will be unfavorable if the favorable income effect is insufficient to outweigh the 
unfavorable price effect. The net effect is more likely to be favorable: 

(i) the greater —a relative to 8 (this increases the size of the injection and hence the in- 
crease in income); 
(ii) the greater a, or B, (this increases the size of the total multiplier and hence the in- 
crease in income); 
(iii) the greater £z relative to as, given the sum ae+-e (this means that relatively more of 
the added income is concentrated on the purchase of manufactured goods). 
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gories of consumers goods bear a stable relationship to changes in in- 
come. In the latter case, our consumption function shows both a direct 
income effect of income.change, plus the further effects generated by the 
resulting systematic change in relative prices. 

The assumption that real consumer demand is in fact safely to be 
considered a stable function of real income (with perhaps corrections 
for population and the addition of a trend term), has been subject to 
much attack of late. The experience of the postwar years has serlously 
deflated our previous faith that here was a fundamental relationship 
that we could depend on, and even use for precise forecasting purposes. 
This disappointment has led to the search for other factors to help 
explain consumer demand, including particularly the influence of 
accumulated saving, or perhaps accumulated saving that is in liquid 
form. Is it not possible, however, that relative prices may be an import- 
ant missing factor in our explanation of consumption? One import- 
ant feature of the postwar situation was indeed a substantial distortion 
in the relative prices of different classes of consumer goods. 

Statistically derived consumption functions are ordinarily of the 
form 


C Y 
(15) — = m— +n 
. p p 


where C and Y are dollar aggregate consumption and income respective- 
ly (preferably on a per capita basis), and $ the price level of consumer 
goods. The derived estimate of dollar consumption expenditures then 
iS 

(16) C = mY + np 


If we include as well the possible effect of relative price changes, we 
would instead have for each important group of consumer commodities 
separate statistically derived consumption functions of the form: 


G Y 
(17a) —* = Qo eis oe a 
PA $ P 
C i‘ 
(17b) Tenia Te 
ps $ p 
etc. 


From these we derive estimates of dollar consumption on each com- 
modity group: 


y 2 
£ ia 


(18a) Ca = œa + a ? 
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ry 





(18b) -> Ce = opg + Bi 


etc. 
Aggregate dollar consumption would then be estimated as: 
(19) C= Ca + Crt.. 


or 


2 2 
ay cw r(atttatt.\tatiratte 
Pp 4 P Pp 


+aopa + Bog te 


If pa/p, pa/p, etc., remained stable and equal to unity (z.c., if relative 
prices remained unchanged), the total marginal propensity to consume 
would equal ~+: +....It is very possible that a C so estimated 
might prove to give a significantly better “fit” to the data (including 
that for postwar) than other techniques have done. More important, 
it might be discovered that the total coefficient of Y would prove to be 
substantially lower (or higher) than that obtained by fitting a model 
which assumes aggregate consumption a function of real Income alone. 
For it appears to be quite possible that systematic changes in relative 
prices which occur during upswings and downswings in activity might 
account for some part of the fluctuation in aggregate consumption— 
a possibility which is ruled out by the customary consumption model 
used in statistical studies. This factor conceivably might help account 
for the puzzling difference between apparent long-run and short-run 
marginal propensities to consume. (Long-run price relationships may be 
more or less stable than short-run or cyclical price relationships.) 
Still more important, it would provide an additional réle for wage-cost- 
price analysis in forecasting and policy-making concerning aggregate 
behavior. 

It would appear to be particularly important to use some technique 
of the sort suggested above when explicit consideration is being given to 
relationships among sectors of the economy. For example, economists at 
the Cowles Commission have constructed a model of an economy 
with two sectors—food and non-food.” 

In this model, aggregate real consumption is assumed to depend on 
real consumer income alone and to be independent of relative prices (as 
in our equation 15), but real consumption of food depends both upon real 
consumer income and upon the relative price of food (as in our equation 

12 See particularly M. A. Girschick and T. Haavelmo, “Statistical Analysis of the Demand 
for Food: Examples of Simultaneous Estimation of Structural Equations,” Econometrica, Vol. 
15 (1947), pp. 79-110; and T. Haavelmo, “Quantitative Research in Agricultural Economics: 


The Interdependence between Agriculture and the National Economy,” Jour. Farm. Econ., 
Vol. XXTX (1947), pp. 910-24. 
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17a). This obviously makes the demand for non-food a simple residual, 
involving the assumption that changes in relative prices have no effect 
upon total demand. Yet it is discovered that a change in food prices 
will influence total income! The reason turns out to be that the change 
in food prices changes the general index of consumer prices. With as- 
sumed constant dollar investment expenditures, this changes the real con- 
sumer income derived from investment. But this effect would follow 
even if no demand equation for food were included in the model—the 
division of the economy into its two sectors is entirely redundant for 
consideration of this particular problem. 

There would appear to be a wide range of problems to which the pres- 
ent analysis might be applicable, for example, the following: 

1. When, in the postwar period, substantial quantities of food were 
shipped abroad, was the inflationary influence limited to the obvious 
increase in aggregate demand, or did the rise in the relative price of food 
itself increase or decrease the inflationary pressure? 

2. When we subsidize one kind of consumption—for example, food 
or housing—do we increase or decrease aggregate demand as a function 
of real income? 

3. In considering farm income supports versus farm price supports, 
how do the different relative prices affect aggregate demand? 

4, When relative prices are changing rapidly (regardless of direction), 
is aggregate consumption increased because demand expands more 
rapidly to the relative cheapening of some commodities than it contracts 
in response to the relative price increases of the other? 

Although the present analysis sheds no direct light on these ques- 
tions (nor on those of technological change or harvest variation), we be- 
lieve it has been useful to point out that there is no necessity to make, 
nor any justification for making, the easy assumption that relative price 
changes are without effect. To be sure, such relative price changes as do 
normally occur may in fact be neutral in their effect; but until this is 
demonstrated, there is no justification in assuming so, particularly in 
dealing with situations whose essential character involves a change in 
relative prices. 


IV 


The mathematical formulation of the problem can be made complete- 
ly general, but for simplicity we confine ourselves to an economy of two 
goods. The analysis can be carried out in terms of either money or real 
income, the latter requiring the introduction of appropriate aggregative 
index numbers. In order to proceed systematically we shall first deal in 
terms of actual quantities of goods and money incomes and then extend 
the formulation to real terms. 
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Let a and b represent the amounts of A and B consumed, fz, pè their 
respective prices, and Y, money income. We may then describe the 
economy by the two demand functions: 

a= A (da; Po; Y) 
b = B( pa; Pr, Y) 
We also have the definition 


Y = apa + bpa + I 


where J is the money amount of saving-offsetting deficit. 

If the supplies of A and B are perfectly elastic, the system of equations 
determines equilibrium values for a, b, and Y provided the Jacobian 
does not vanish. In this case 


(1) 


i.e., the value of the Jacobian is the marginal propensity to save, s, 
and we may assume O<s<1 in a stable economy. 

Let the equilibrium values, determined by the system be ao, bo, Vo. 
The effect on the equilibrium values of an increase in one of the param- 
eters, I, pa, fs, may be found by differentiating the equations (1) with 
respect to the parameter in question. Differentiating with respect to 
I yields: 


Odo dA OY 5 

ðI ðY öl 

dbo dB a¥o 

Riese, (2) 
ar oY ar 

OV 5 ee Abo 4. i 

a art ar 


This set of three simultaneous equations may then be solved for the 
three unknown partial derivatives to give: 


a¥o Í 1 
a a4 OB s 
1 Pay” Pay 
OG ðA 1 (3) 
al oY s 
dbo OB 1 
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The income multiplier is seen to be equal to the reciprocal of the mar- 
ginal propensity to save in conformance with the usual formulation. 
Furthermore, the rate at which the consumption of the respective goods 
responds to the increase in J is the product of the rate at which their 
consumption increases aS income increases into the rate at which 
income increases as J increases, a result which is intuitively obvious. 
Differentiating the equations (1) with respect to pa yield 
Ody 0A OY dA 


4- 
Op. OY pa Öpa 
ðbo OB ðYo OB 


















































db, OV dba Ope = 
Ya Ody Ode 
db. = Pa db. sy Er + ao 
Solving for the partial derivatives, we have 
ðA ðB 
3Y, o + Pa Op. + po ap. 7 
bba 1 — n ee = 
oY oY 
Gan OA hh 0A (5) 
5p, OY s Əh 
Obe ðB hk ðB 
ap, aY s op 
where 
ðA ðB 
h = aan a E, 


The results (3) indicate that the usual multiplier formulations hold 
for a system in which prices are maintained constant with infinitely 
elastic supplies. The equations (5) show that, money deficit being 
given, a change in the supply price of one of the goods will alter output 
and money income in a fashion analogous to the usual income multiplier 
formulation. It is evident from (5) that the response of money income 
to the price increase depends upon the magnitude of #, which expresses 
a composite of effects arising out of the price change. It follows from 
the definition of F that an increase in pa, everything else—including a 
itself—remaining equal, tends to raise money income in proportion to 
the amount of A consumed. On the other hand, at a given level of money 
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income, the price change tends to increase the consumption of B and 
decrease the consumption of A. If these several components of k just 
cancel out, money income will remain unaltered and the sole effect of 
the price rise will be to redistribute consumption between A and B. If 
however, these components do not cancel out, % will represent an initial 
disturbance of the amount of consumption expenditure. As such, it 
becomes a (positive or negative) “injection” of spending and is subject to 
the income multiplier. 

It can also be seen from (5) that the total effect of the price change 
on the consumption of A and B depends not only on the income effect 
but also upon the direct effect of the price change itself. 

Thus far we have limited ourselves to functions directly derivable 
from the behavior of individual consuming units. If a suitable index 
number is employed, similar results may be obtained in terms of real 
income. 

Let &, b, Y, I, represent comparable, additive real values of a, b, F, 
I, and define 

Pa 


P= 


Po 


The behavior of the system may then be described in real terms by the 
equations 


a= A(r, Y) 
b= Bir, Y) (6) 
Y=é+64+I1 


Differentiating with respect to J, as before, we derive the following 
relations 


OV» 1 1 1 
al 7 i ðA ôB 1 — ae — Bo 5 
oY oY 
dG 1 (7) 
-n m m 
ol § 
dbo 1 , 
a a 
where, 
OA JB 
SS az —— = fx S = 1 — a — Bo 
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Differentiating with respect to r yields 


dA OB 

dA, ðr ðr ay -+ Bs h 
Or 1 — a, — Bo 1 — ae — Be § 
3T; h (8) 
=- eS Oe op 

Or 

dbo h 

— = Bo — + hı 

Or 

where, 
aA ðB 


a iy re Bi, h = oy + Bi 

With only slight modifications the techniques employed above may 
be applied to the analysis of the effect of an increase in output of a good 
whose supply is completely inelastic. If the supply of A is inelastic, @ 
becomes a parameter of the system, and 7 becomes a variable determined 
by the system. We may then differentiate the equations of (6) with re- 
spect to ë and solve for the partials to obtain: 


BE _ œ -+ By 
~ dd ty — 0382 + af 
or 1 — y — Bo 


ss aa | (9) 
0d œar — a182 + aeBy 


Abo” Bi + ap: — aß 
ðä ay — aib + aĝ: 


If the common denominator of the fractions on the right is positive, 
the second equation in (9) indicates that an increase in the output of 
A will result in an increase in its relative price. This could occur only 
if the economy were initially in a position of unstable equilibrium. We 
may therefore limit our attention to the case where the denominator is 
negative. From the first equation in (9) it is evident that real income 
rises or falls with an increase in @ as (1, is less than or greater than —a, 
i.e., aS —o/B, is greater than or less than 1. Whether the output of B 
rises or falls depends on the magnitude of —a, and (i, relative to az 
and 62. The output of B rises or falls as 1 —a2/Pe is less than or greater 
than —e;/ fi. 

Furthermore, since 

1 — Œ Be > 0 
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and 
1 — Xo 
Be 


it follows that if the output of B rises in response to the increased 
output of A, then 


> 1 





and the total income will rises —a fact which is intuitively obvious. 
But if the output of B falls in response to an increase in the output of A, 








i<-—< 
By Be 
Or 
Oy 1 — Q? 
~—<1 
Bi Bo 


and whether total real income rises or falls depends upon whether 
—ay/B, is greater or less than 1, t.e., whether œa; +£ is negative or posi- 
tive. Comparing the first equation in (9) with the first equation in (8), 
we see that these conditions are that the real injection Å, generated by 
an increase in 7, should be negative or positive. But, since an increase 
in ë causes a fall in 7, we may say that real income will rise or fall as 
the real injection generated by the price effect resulting from the in- 
crease in ĝis positive or negative. 


THE EFFECT OF FOREIGN INVESTMENT ON 
THE BALANCE OF PAYMENTS! 


By Evsey D. Domar* 


With the end of the Marshall Plan in sight, foreign investment, as 
distinguished from grants, may acquire increasing importance. The flow 
of American public and private funds overseas could bridge the still 
lingering dollar gap, create employment at home and—probably most 
important—assist in the development of less advanced countries. So 
envisaged, a continuous policy of this kind might be agreeable to all 
concerned if it did not appear to suffer from one basic defect: since 
loans and investments are usually subject to the payment of amortiza- 
tion and interest (or dividends),” the inflow of funds so produced is ex- 
pected after a relatively short interval to exceed the outflow—a phe- 
nomenon which seems to be embarrassing to both the borrower and the 
lender. On the other hand, the waiving of interest and amortization, 
that is, the transformation of loans into grants, as a long-run policy, 
might offend international dignity and be so upsetting to the “sound 
business” sense of our Congress that the payment of amortization and 
interest may be the lesser of the two evils. 

The purpose of this paper is not to argue about political implications 
or the propriety of interest and amortization, but to investigate the 
relationship between the inflow and-outflow of funds which a continuous 
policy of foreign investment and lending will produce.* Perhaps the 
problem will disappear with time as it did for Britain a hundred years 
ago. But its real or imagined significance today justifies a study. 

The argument is developed in three stages: a general discussion of the 


* The author is associate professor of political economy at the Johns Hopkins University. 


1 This study was suggested by Walter S. Salant in the fall of 1949. While writing his paper on 
“The Domestic Effects of Capital Export Under the Point Four Program,” Am. Econ. Rev., 
Papers and Proceedings, Vol. 40, No. 2 (May, 1950), pp. 495-510, he saw the essential similarity 
between his problem and my earlier study of the public debt (see note 11). At his suggestion I 
started working out the mathematics of foreign lending, which gradually expanded into this 
lengthy document. Salant’s subsequent comments were most helpful. He is not to be blamed, 
of course, for any of my errors or conclusions, The paper gained greatly both in content and in 
form from suggestions made by Miss Faye M. Goldware of the Johns Hopkins University. 

2 Tt is true, however, that many private investments are not subject to a formal amortization 
schedule. 


3 Throughout the paper an excess of the inflow over the outflow of funds produced by foreign 
investment is identified with an import balance. Foreign investment and lending are used 
synonymously, and interest includes interest and dividends. 
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subject and the conclusions are in Section I; a more detailed examina- 
tion of the problem with numerical examples not involving higher 
mathematics, in Section II; finally, the actual derivations on which the 
paper is based are given in the Mathematical Appendix. 


I 


The belief that amortization and interest payments must first ap- 
proach and then exceed the flow of new investment is widely held among 
economists; indeed, it is one of those rare subjects on which agreement 
is almost complete. We all have been taught and have taught how a 
country passes from the young creditor stage with an export balance 
on goods and services to a mature creditor position and an import 
balance—a view which can be traced back at least to Marshall and 
Cairnes, and which was supported empirically by the British experience 
of the last century.* In recent discussions of the effects of investment 
on the balance of payments the traditional position was on the whole 
reaffirmed.’ By its very nature this question invites formal analysis, 
yet the answer to it must have seemed so obvious that such inquiry has 
been limited, as far as I know, to a few numerical examples. The most 
thorough of these was worked out by Randall Hinshaw in 1946.° He set 
out to find the annual amount of new loans required to maintain an 
annual export surplus of one billion dollars (with and without amortiza- 
tion), and discovered that new loans would have to grow at some com- 
pound interest rate—a requirement he was sure could not be fulfilled. 
The formulation of the problem in this narrow form and the attempt to 
solve it solely by numerical examples hardly did it justice. Absolute 
magnitudes which grow at compound interest rates are always frighten- 
ing, and it was probably a computation of this sort that prompted 
Professor Viner to declare that 


... Debt service on amortization and interest account reaches and ex- 
ceeds the annual amount of a constant gross outflow of new capital 


4 Alfred Marshall, Money Credit and Commerce (London, 1923), pp. 135-37. John E. Cairnes, 
Some Leading Principles of Political Economy Newly Expounded (New York, 1874), pp. 359- 
63. In recent literature, the clearest statement of this view I found was in Stephen Enke and 
Virgil Salera, International Economics (New York, 1947), pp. 637-43. 


6 See, for instance, Norman S. Buchanan, International Investment and Domestic Welfare 
(New York, 1945), pp. 166-80, 206-39; also his “International Investment: Some Post-War 
Problems and Issues,” Canadian Jour. Econ. and Pol. Sci., Vol. 10 (May, 1944), pp. 139-49; 
Norman S. Buchanan and Friedrich A. Lutz, Rebuilding the World Economy (New York, 1947), 
pp. 210-30; Hal B. Lary, “The Domestic Effects of Foreign Investment,” Am. Econ. Rev., 
Papers and Proceedings, Vol. 36, No. 2 (May, 1946), pp. 672-86; Randall Hinshaw, ‘Foreign 
Investment and American Employment,” same source, pp. 661-71. The views expressed by 
Raymond F. Mikesell and John Parke Young in their discussion of Hinshaw’s paper (pp. 710- 
13, 715-16) were refreshingly unorthodox. So were those of August Maffry in his “Foreign 
Trade in the Post-War Economy,” Survey of Current Business, Vol. 24 (Nov., 1944), pp. 5~14. 

€ Op. cil., pp. 666-67. Hinshaw’s tables were later reproduced by Buchanan and Lutz, op. 
cit., pp. 213-14. Buchanan presented several hypothetical numerical examples in his Inter- 
national Investment and Domestic Welfare, pp. 167-72, and so did Lary, loc. cit. 
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after a period surprisingly short for those like myself who are still 
capable of being startled by the wondrous working of compound inter- 
est. For American employment to be sustained for any length of time 
by American capital export there would be needed an outward gross 
flow of capital increasing each year at an increasing rate of increase 
and eventually reaching fantastic levels.’ 


These levels may be fantastic, yet our economy has been growing in 
precisely this manner for quite a few years, and—with sufficient wisdom 
and boldness in our economic policies—may continue doing so for some 
time to come. Fifty years ago it would have been unbelievable that the 
maintenance of full employment in 1950 (with due allowance for price 
changes) would require a gross national product of some $270 billion. 
Certainly startling would have seemed $80 billion of combined govern- 
ment expenditures (on goods and services) and gross private capital 
formation. Even today the $200 billion of gross private capital outlay 
needed (with present saving habits and government expenditures) to sus- 
tain full employment over the next five years seems staggering.® And a 
gross-national product of one trillion dollars in the year 2000 is hard to 
take seriously, though this would merely imply no more than a repeti- 
tion during the next fifty years of our past performance (an annual rate 
of growth of about 3 per cent).° 

As far as the required rate of growth is concerned, foreign investment 
does not give rise to any problems intrinsically different from those 
created by domestic investment, public or private. In all of them the 
presence of certain conditions regarding the relative magnitude of the 
investment and its productivity or yield leads to a compound interest 
solution, and in all of them the absolute magnitudes involved, unless 
the assumed conditions change, become “fantastically” high with time." 

It is shown in Section H that the ratio of the inflow of funds, 7.e., in- 
terest and amortization, to the outflow, 7.e., new investment, will 
gradually approach as a limit the expression 


: amortization rate + interest rate 





amortization rate + rate of growth 


at 


7 Jacob Viner, “International Finance in the Postwar World,” Jour. Pol. Econ., Vol. 55, No. 
2 (April, 1947), pp. 105-6. 

8 The Economic Report of the President and the Annual Economic Review by the Council of 
Economic Advisers, January 1, 1950, particularly pp. 6-7, 80-88. This was of course written 
before the Korean War. 


® See “The President’s Report on the State of the Union,” Congressional Record, Vol. 96 
(January 4, 1950), p. 64. 


10 See my “Expansion and Employment,” Am. Ecen. Reo., Vol. 37, No. 1 (March, 1947), pp. 
34-55; “The Problem of Capital Accumulation,” same source, Vol. 38, No. 5 (Dec., 1948), pp. 
777-94; and the debt article referred to in note 11. The basic similarity of foreign and domestic 
investment was also pointed out by John Parke Young, loc. cit., and by Walter S. Salant, foc. 
Cit. à 


808 THE AMERICAN ECONOMIC REVIEW 


where amortization 1s computed in accordance with the so-called net 
value method (see p. 811) and the rate of growth indicates the relative 
(i.e., percentage) growth of new investment. 

With its rate of growth in the denominator, it follows that the faster 
new investment grows the smaller will be the ratio between the inflow 
and the outflow of funds—a conclusion strikingly similar to that reached 
in my study of the public debt. Whether or not an import balance 
(i.e. an excess of inflow of funds over the outflow) will at all appear 
depends on the relative magnitudes of the rate of growth and of the interest 
vate. If the rate of growth exceeds the interest rate, this ratio will be less 
than one, and an import balance will never arise. If, on the other hand, 
the rate of growth falls below the rate of interest, an import balance 
will become inevitable, its timing depending on the magnitudes of the 
three variables involved (see pp. 814-15). In any case, the ratio between 
the inflow and the outflow will be gradually stabilized unless of course 
the variables themselves change. 

That sufficiently rapid growth of new investment can indefinitely 
postpone the emergence of an import balance is certainly not a new dis- 
covery, and it hardly needs proof. But that such growth can continue 
for a prolonged period of time is not readily accepted, and concern is 
expressed about the state of our balance of payments when lending 
falls off. Domestic investment evokes a similar reaction. Even a Marxist 
may agree that fullemployment can be maintained if private investment 
is large enough, and his logical opposite from the N.A.M. may admit 
the same about “deficit spending” by the government; yet both will 
argue that the respectively obnoxious methods cannot be practiced for 
Jong, and both will expect a depression when spending from one source 
or the other falls off. A depression may indeed arrive, but why must it 
be taken for granted that economic processes are finite? 

If we can invest abroad for three years without injuring our economy 
or the borrowers’, and for five years without running into trouble, why 
not for any number of years? If absolute figures make us feel uncom- 
fortable, why not think in terms of some fraction of our growing (it is 
expected) national product? One or two per cent of the latter devoted 
to foreign investment each year will automatically result in an increasing 
stream of investment which will be ample and not at all frightening. 

A paper such as this may convey the impression that an import 
balance is inherently undesirable; to many it appears as the main ob- 
stacle to a successful foreign investment program. There must be some- 
thing very odd about our economic system if an import balance fully 
paid for is unwelcome, but so long as this oddity persists, remedies, or 
at least consolations, should be suggested. The simplest and most obvi- 


il “The ‘Burden of the Debt’ and the National Income,” Am. Econ. Rev., Vol. 34, No. 4 
(Dec., 1944), pp. 798-827. 
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ous remedy lies not in abstaining from foreign investment which the 
world needs so badly, but in reducing the interest rate on public 
lending to a minimum consistent with the preservation of international 
dignity; surely we don’t need the interest as income. If the rate of growth 
of all foreign investment could exceed its yield the problem would be 
solved, yet speaking realistically, for the annual growth of the national 
product or of new investment to exceed three per cent may be too much 
to hope for, and a yield below three per cent on all foreign investment in 
our institutional conditions is not easily achieved. A restriction of this 
type can hardly be imposed on private investment, but there is really 
no compelling reason why our government should charge as much as 
three or four per cent on its foreign loans.” A reduction of this rate to 
two per cent or less would offset the higher yields on private investment 
and perhaps bring about a rough equality between the rates of growth 
and interest.¥ 

It should at least be possible to equalize the rates of growth and in- 
terest on public investment alone by the simple expedient of raising 
the rate of growth of new loans to the level of the interest rate charged. 
The inflow and outflow of government funds will then gradually balance, 
and a revolving fund will come into existence from which new loans 
can be made at an increasing (absolute) rate, and yet without any addi- 
tional Congressional appropriations!“ Now assisting in the development 
of one project and now of another, these loans could become a major 
instrument of a wise foreign economic policy. 


IT 


The relationship between the inflow and outflow of funds produced 
by foreign investment can be expressed in various ways, of which the 
difference and the ratio are the simplest and the most obvious. It seems 
to me that in this, as in most long-term economic problems, the differ- 
ence—an absolute number—is neither significant nor meaningful, par- 
ticularly in a growing economy like ours. We shall deal with the ratio— 
the ratio of the inflow of funds (amortization plus interest) to the out- 
flow (new or gross investment), and indicate it by R35 


2 The Export-Import Bank charges between 23 and 6 per cent, the majority of the loans 
carrying 33-4 per cent. The International Bank for Reconstruction and Development charges 
about 3-4 per cent, plus a commission of 1 per cent. On the other hand, our 1945 loan to 
Britain was subject to only 2 per cent. See Export-Import Bank of Washington Eighth Semi- 
annual Report to Congress for the Period January-June, 1949 (Washington, 1949), pp. 23-45; 
the other sources are given in note 19, 

i3 The possibility of defaults should also be taken into account. 


44 To take full advantage of this situation the present provision in the Export-Import Bank 
Act according to which its lending power is limited by an amount equal to three and one-half 
times its authorized capital stock would have to be revised. 


16 The strict believer in differences can compute them from the data in the Mathematical 
Appendix. 
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The following symbols are used: 


A—annual amortization charge 
G—annual new or gross investment 
J—annual interest charge 
A+I . : 
R= G —ratio of the inflow of funds to the outflow 
Ry—the limit of R as time approaches infinity (Case 1) 
Ry—the final value of R (Cases 2 and 3) 
a—annual amortization rate (Cases 1 and 2) 
+—annual interest rate 
k—length of the amortization period in years (Cases 2 and 3) 
y—relative (i.e., percentage) annual rate of growth of G. 





The problem can be finally formulated as follows: suppose G (gross or 
new investment) grows at a relative rate of r per year (including the 
case when 7=0 and G is constant); it is subject to amortization at the 
rate of a (per year), and an annual interest rate of 7 is charged against 
the outstanding debt. How will the ratio R between the inflow (4 +F) 
and the outflow (G) of funds behave??® 

We thus have three independent variables, 7, 7, and 4a," and one de- 
pendent, R, though should the reader be interested in A/G (the ratio 
of amortization charges to gross investment), in (G—A)/G (the ratio of 
net to gross investment) or in some other combination of 4, J, and G, 
these can be computed from R. Of our independent variables, z is the 
simplest in application and in behavior and hardly requires an explana- 
tion. In our derivations it is treated as a constant, but both the formulas 
given in the text and the numerical examples show how a change of 7 
affects R. 

r, the relative (or percentage) rate of growth of G is apt to raise more 
eyebrows; but it is a most useful instrument well worth its keep. Like 
i, y will be treated as a constant in derivations, and again both the 
formulas and the numerical examples will show the effects of its changes 
on R. For the skeptical reader, special cases with r=0, that is, with G 
remaining constant, will be provided.” 

a, the amortization rate, is rather troublesome because amortization 
can be computed in a variety of ways. It can be expressed as a constant 
fraction of the original value of each investment or of the debt outstand- 
ing; or the total debt service, including both interest and amortization, 

16 The case when G falls off after a few years is not considered here. That the inflow of funds 
will soon exceed the outflow is, of course, obvious. 
17 In Case 2, we can also use the length of the amortization period—k = {1/a. 


18 Some of the formulas hold true for a negative r, though this case has to be treated carefully 
to avoid nonsensical results, 
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can be treated in one manner or another, not to mention other possi- 
bilities. We shall consider here the three simplest cases: 

Case 1. Amortization is a constant fraction of the net debt outstand- 
ing—the net value method. 

Case 2. Amortization is a constant fraction of the original value of 
each loan—the original value method. 

Case 3. Amortization avd interest on each loan are paid off in a series 
of equal annual installments—the equal installment method.” 

The results of these three cases are, I believe, sufficiently significant 
to indicate the general solution of the problem. ”° 


Case 1. The Net Value Method 


Amortization is computed here as an a fraction of the debt outstanding. 
If a=10 per cent, the amortization on a single loan of $100 will be $10 
after the first year; 10 per cent of the remainder of $90=$9 after the 
second year; $8.10 after the third year; and so on. If loans of $100 are 
made each year, the first amortization payment will be $10, the second, 
.10(100 —10+100)=$19; the third, .10(190 —19-+4100) =$27.10, etc. 
The loans are never really paid off, though with the passage of time, 
the unpaid balance of each particular loan becomes very small.” I 
doubt if this method is frequently, if at all, used in practice, but it has 
great analytical virtues: a and 7 are applied here to the same magnitude, 
t.e., to the net debt, and this additiveness of e and 7 simplifies both the 
mathematics and the results.” 

As the lending process goes on, R, the inflow-outflow ratio rises from 
the zero point (our problem being considered in isolation from other 
components of the balance of payments and from any previous lending), 
and gradually approaches as its limit, indicated by Rz, the expression 


18 In recent international lending, both the second and the third methods have been used. 
Thus the 1945 loan to Britain is to be amortized (beginning in 1951) according to the third 
method; so are the loans granted by the International Bank for Reconstruction and Develop- 
ment to the Finlands Bank (August 1, 1949), Dominion of India (August 18, 1949) and 
Corporation de Fomento de la Produccion of Chile (March 25, 1948). On the other hand, loans 
granted by the Bank to the Dominion of India (September 29, 1949), the Kingdom of Belgium 
(March 1, 1949), and to N. V. Stoomvaart Maatschappij “Nederland” (July 15, 1948) belong 
to Case 2, These are, of course, just a few examples. My general impression is that method 3 is 
used more frequently than method 2. For a number of loans extended by the Bank, the amorti- 
zation period is divided into parts, and within each part one or the other method is used. Some 
amortization schedules follow neither method. Frequently, amortization and interest payments 
do not begin for several years after the loan is granted. Each loan agreement is published by 
the Bank. For the conditions of our loan to Britain see the Federal Reserve Bulletin, Vol. 32 
(Jan, 1946), pp. 16-19. 


20 T have not worked out the case when a and 7 differ among the various loans made. Some 
averaging method will have to be used then. 

2 This process is similar to that in Keynes’ multiplier, where subsequent additions to income 
never cease but eventually become very small. 

2 The nature of this amortization method calls for the use of continuous series which are 
easier to handle than the discrete. 
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A-+-T] a -+ i” 
(1) Bee yn 


The presence of ż¿ in the numerator is of course to be expected; 7 is 
the best behaved of all our variables. How y found its way into the de- 
nominator is perhaps less obvious. A and J, being functions of the out- 
standing debt, depend not only on the current investment but also on 
the sum of all preceding ones, so that if G grows rapidly, its current 
magnitude is large relative to that sum. Therefore Rz is correspondingly 
smaller. 

a is our most troublesome but also our most interesting variable. In 
expression (1), it appears in both the numerator and the denominator. 
It plays a dual rôle: on the one hand, a larger a increases A and there- 
fore Rz, but on the other, a larger a also decreases the outstanding debt 
and hence, both A and J. Its final effect on Rz will depend on the relative 


TABLE I.—Casz 1: THE VALUES OF Rz FOR GIVEN MAGNITUDES OF a, 7 AND 7 
(in percentages) 


Per Cent a= 10% 
4 0 i 2 3 4 6 

r 
0 100 110 120 130 140 160 
1 91 100 109 118 127 145 
2 83 92 100 108 117 133 
3 77 85 92 100 108 123 
4 71 79 86 93 100 114 
6 63 69 75 81 88 100 

Per Cent a= 5% 


/ 


0 100 120 140 160 180 220 
1 83 100 117 133 150 183 
2 71 86 100 114 129 157 
3 63 75 88 100 113 138 
4 56 67 78 89 100 122 
6 45 55 64 73 82 100 


23 When : 
pea Rises tise 
The following can be easily established: É 
A a I i G—A r 


m F, E 


G cis G r? G a+r’ 








for any 7>0. 
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magnitudes of r and 2. 

Table I gives the numerical magnitudes of Ry for several combina- 
tions of a, r and ż. Rz ranges there from a minimum of 45 to a maximum 
of 220 per cent, rising with an increasing 7 and falling with an increasing 
y—a behavior which naturally follows from expression (1). But the 
effect of a on Rz is less clear. When a=10 per cent, Rr’s minimum is 
63 per cent, and its maximum is 160 per cent. A lower a (5 per cent) 
reduces the minimum to 45 per cent, but also raises the maximum to 
220 per cent. Examination of Tables I and II and of expression (1) 
reveals the following three possibilities: 

1. If r=z, Ry 1s 100 per cent, irrespective of the magnitude of a. As 
time goes on, the inflow of funds will exactly equal the outflow. 

2. If r >t, Riis below 100 per cent, but above i/r. A smaller a moves 
Rz toward its minimum of z/r, while a larger a pushes it up toward its 
maximum of 100 per cent. If a small Rz is desirable, and it is possible 
to achieve an 7>72, a should be kept as low as possible, 7.e., the loans 
should be amortized slowly over a long period of time. 


TABLE II.-—CASE 1: THE EFFECT oF VARYING MAGNITUDES OF a ON Ry 


(in percentages) 
~ 20% 10% 5% 2% 1% 0 
(1) r>i 
v= 4%, 92 86 78 67 60 50 
t=2% 
(2) r<z 
r=2% 118 133 157 200 233 300 
t=6% 





3. Ifr<z, Riis above 100 per cent, but below z/r. The rôle of ais 
now reversed. A higher a pulls Rz down toward its minimum of 100 
per cent, while a lower @ raises it toward its maximum of t/r. If a small 
Rzis desired in the present case, a should be increased; that is, amorti- 
zation should be speeded up. This conclusion contradicts the traditional 
recommendation; but let us withhold judgment as yet. 

The case of r <t has been so taken for granted in the literature that 
the other two possibilities have been almost completely ignored. There 
is no denying of course that in this case the inflow of funds will eventu- 
ally exceed the outflow. To the foreign investment enthusiasts we may 
offer the following consolations: first, they need not surrender so readily 
the possibility of r>7; second, even if <7, Rz (with given r, 7, and a) 
does not increase indefinitely, but approaches a not unreasonable 
asymptote, as given by expression (1). And finally, all these values of 
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TABLE JIJ.—Casr 1: NUMBER OF YEARS REQUIRED FOR R TO REAC 100 Per CENT 





WHEN 7=0 
Per Cent 
Z 0 1 2 3 4, 6 
a 
20 Infinite 15 12 10 9 7 
10 Infinite 24 18 ~ 15 13 10 
5 Infinite 36 25 20 16 12 
2 l Infinite 55 35 26 20 14 
1 Infinite 69 41 + 29 22 15 
0 Impossible 100 50 33 25 17 


Ry are limits which are not reached for quite some time. Table III gives 
the number of years required by R to reach 100 per cent on the extreme 
assumption that z =0. A period of 20-30 years is by no means excluded. . 
Perhaps by that time we shall be able to accept an import surplus with 
greater ease.” 


R 
I6Or 
140} 


- 
É -” — 
e 
_ r: 2%, i=6%,0"I0% 
120 a ’ Oy D 


tele) 


r=4%, i= 2%,a= 10% 


80 


PERCENT 


sol 





YEARS 


CHART 1—THE BEHAVIOR OF R OVER TME IN Case 1. 


There is something puzzling about Table III. It is based on the as- 
sumption that r =0. Hence we have the case of r <t. A higher a should 
result in a lower Rz, and speaking intuitively, a high a should prolong 


24-In Cases 2 and 3, where different amortization methods are used, the final values of R 
are reached more rapidly. 
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the period needed by R for reaching 100 per cent. Yet the table shows 
that exactly the opposite holds true. 

What has been said here about the effects of a refers to Rz, and as far 
as it is concerned, a does play a stabilizing rôle in the sense that a high 
a invariably moves it towards 100 per cent. But to solve the puzzle of 
Table ITI we should trace the actual behavior of R over time. This is 
done in Table IV and Chart 1. 


TABLE IV.—Case 1: THE BEHAVIOR OF R OVER TIME FOR GIVEN MAGNITUDES OF 4, 7, AND t 
(in percentages) 


1 2 3 4 
y r>i r<i 
my r= 4% i=2% r= 2% i=6% 
a=10% a=5% a=10% a=5% 
1 ie! 7 15 11 
2 21 13 28 21 
3 29 18 40 30 
4 37 24 51 38 
5 43 28 60 46 
10 65 46 93a 79 
15 75 58 111 102 
20 81 65 121 118 
25 83 70 127 130 
50 86 77 133 152 
At the limit 86 78 133 157 


2 In Column 3, R reaches 100 per cent after 11.6 years; in Column 4, after 14.5 years. 


The first two columns of Table IV where r >+ do not reveal anything 
new. But Columns 3 and 4, and their respective curves in Chart 1 where 
r <i, are most interesting. As expected, a higher a (Column 3 and Curve 
3) gives a lower Rz. But for a rather long initial period Curve 3 is above 
Curve 4: during this period, a higher a increases R.” So when 7 <i, the 
traditional method of reducing R by means of a small a holds true at 
the beginning but brings on a punishment at the end. 

All these conclusions were reached on the basis of an amortization 
method which, for all its analytical virtues, is not common in practice. 
Let us now turn to a more practical case. 


Case 2. The Original Value Method 


Every investment is completely amortized in a series of k annual 
payments, each equal to an a fraction of the original value of the in- 
vestment, so that &—the length of the amortization period—equals 


23 This period during which a higher a increases R varies directly with r and inversely with 
a and 7, 
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1/a. The interest, as usual, is charged against the outstanding debt. 
Therefore a and 7 are no longer additive (in the sense of Case 1), and 
this is one of the reasons why both the mathematics and the final results 
of the present case are rather clumsy.” 

Starting from the zero point, R is moved by the lending process to its 
following final value, Rr: 











A+I 4  aļlr—i) | 1 | 
2 Rp = See | Pee 
(2) P an a i TEIT 
or, if the reader prefers to use k instead of 1/a, 

Atr d ka 1 i 
3 Rp = a ae | 
8) : ee a+ n+ 


However clumsy, expressions (2) and (3) have one great advantage 
over their counterpart (1) of Case 1. The latter expressed Rz, that is, 
the limit of R, and it held true only after a long period of time (theo- 
retically—at infinity). Formulas (2) and (3) come into effect immedi- 
ately after the expiration of the first (k+1) years, and from then on 
the value of R remains unchanged. The reader with an aversion to 
“limits” and “infinities” will now stand on firmer ground. 

As in Case 1, a, 7 and r were assumed to be constant in the derivation 
of (2) and (3), and again they can be allowed to vary in the interpreta- 
tion of these expressions. This interpretation is by no means easy: 
with z present in two places, once with a plus sign and again with a 
minus, @ appearing both in the numerator and, as an exponent, in the 
denominator, and 7 jumping all over the place, not much can be done 
without formal mathematics. Yet the examination of these expressions 
can yleld a few clues which can then be tested by numerical examples 
given in Tables V-VII. 

Let us call ¿/r in (2) or (3) “the left part,” and the remainder, “the 
right part.” It is clear that the right part is positive for r>7z, and 
negative for r <7, and that it vanishes for z =7. We should again examine 
the three alternatives: 

1. If r=12, Rp equals 100 per cent, irrespective of the magnitude of a 
(or k). 

28 Tt is assumed both in the formulas and in the tables that amortization and interest charges 


begin in the second year, and that interest for any given year is computed from the debt of the 
preceding year. 


*? For the special case r=0, we have 








k+i 
Resak (k + 5 
2 
which is not immediately obvious from (2) or (3). Our other ratios are as follows: 
A 1 1 I i G-A 1 1 
me ieai 1 —-———— |; —r = —; =j——|1———-~ 0. 
G A To. ee a A ar Ioi 
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2. If r>i, the right side, being positive, is added to i/r. Therefore, 
i/r is the minimum of Rr, and 100 per cent is its maximum (see Ap- - 
pendix). As shown in Tables V and VI, a low a (or a high &), that is, a 
long amortization period, moves Rr to its minimum, while a high a 
raises it to its maximum. 


Tapie V.—Case 2: Tae VALUES OF Rp For GivEN MAGNITUDES OF @ (OR k}, r ANDi 


(in percentages) 
k=10 years 
Per Cent a=10% 
i 0 1 2 3 4 6 

r 

0 100 106 111 117 122 133 
1 95 100 105 111 116 126 
2 90 95 100 105 110 120 
3 85 90 95 100 105 115 
4 81 86 91 95 100 109 
6 74 78 82 87 91 100 

k=20 years 
Per Cent a=5%, 
i 0 1 2 3 4 6 

r 

0 100 111 121 132 142 163 
i 90 100 110 120 129 149 
2 82 9i 100 109 118 136 
3 74 83 91 100 109 126 
4 68 76 84 92 100 116 
6 57 64 72 79 86 100 


3. If z<i, the right side, now negative, is subtracted from ¿/r. The 
latter is therefore the maximum of Rr, while 100 per cent is its minimum. 
Rapid amortization pulls Rr down, while a small a pushes it up. ` 

Thus all conclusions of Case 1 are met again. Comparison of Table V 
with the corresponding Table I of Case 1 shows their essential similarity, 
and the same is true for Tables IJ and VI. We notice that when r >i, 
the magnitudes of Rr in Case 2 exceed those of R zin Case 1, while fory <z, 
the situation is reversed. In Case 2, a is applied to the original value of 
each loan. In Case 1, on the other hand, a is applied to the net debt, 
which is diminished by successive amortization charges. Thus the same 
rate (say, 10 per cent), results in more effective amortization in Case 2 
as compared with Case 1. 
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TABLE VI.—CasE 2: THE EFFECT OF VARYING MAGNITUDES OF a (OR k) ON Rp 
(in percentages) 


No Amor- 
k 5 years 10 years 20 years 50 years 100 years tization 
a 20% 10% 5% 2% 1% 0 
(1) r>7 
r= 47, 95 91 84 71 62 50 
4=2 2% 
(2) r<z 
r= 2% 111 120 136 174 214 300 
i=6% 


The behavior of R over time is shown in Table VII and Chart 2. The ° 
similarity with Table IV and Chart 1 of Case 1 is striking; again Curve 
4 intersects Curve 3:8 when + <i, a higher a gives a lower Rr, but a 


TABLE VII.—Casr 2: Toe BEHAVIOR oF R OVER TIME ror GIVEN MAGNITUDES or a (or $), 
r AND? 


(in percentages) 


1 2 3 4 
r>4 r<t 
Years r=4%, 4=2%, r=2F, t= 6% 

k= 10 years k=20 years k=10 years k=20 years 

a=10% a=5% a=10% a=5% 

{ ot aah ome ins 

2 12 7 16 11 

3 22 13 30 21 

4 33 19 44 31 

5 43 25 58 40 

10 84 49 112? 80 

15 91» 68 1203 111 
20 91 82 120 133 
Final Value 91 84 120 136 


a The final values in Columns 1 and 3 are reached in the 11th year. 


b In Column 3, R reaches 100 per cent between the 8th and the 9th years; in Column 4, in 
the 13th year. 


higher R for an initial span of time. We should note once more, however, 


that Rp is reached not at infinity, but after the expiration of (k+1) 
years. 


28 Tt even intersects Curve 1. For a while a lower a can hold R down more effectively than a 
higher r does, 
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40] 
100;—— 


80; 


PERCENT 





“” 
Casi 


60 - . 
i -27 r=4%, 22%, 0:5 % 


YEARS 


CHART 2.-—THE BEHAVIOR OF R OvER TIME IN CASE 2. 
Note: The scale of this chart is twice as large as that of Chart 1. 


Case 3. The Equal Installment Method 


Here the principal and interest of each loan are paid off in a series of 
k equal annual installments. While the method as such is different from 
that discussed in Case 2 and the appearance of the algebraic formulas 
given in the Appendix betrays little similarity, all limits are identical 
in the two cases, and the numerical results are similar to such an extent 
that a separate discussion of Case 3 can be dispensed with.?? 


Because of the close similarity between the results of the three cases, 
we can make greater use of the formula of Case 1 than its impracti- 
cality would appear to justify. Precise numerical answers should, of 
course, be computed in accordance with the amortization method 
actually used, but the expression 


at+z 
a+r 


(1) Ry = 





29 This is true if we look at the problem, as we did here, from the lender’s over-all point of 
view. To the particular borrower, the choice of amortization method may be of considerable 
importance. 
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is a satisfactory working approximation of the limiting (or final) value 
of K for many practical purposes. Its simplicity will compensate us for 
the loss in rigor. 

Expression (1) is an approximation to the general solution of our 
problem. In the general case, Rz can be larger, smaller or equal to 100 
per cent. The traditional assumption that Rz inevitably exceeds 100 
per cent is only a special case of (1), when z <t. There may be excellent 
reasons for assuming that <i, but it is well to remember that it is» 
only a special case. 


MATHEMATICAL APPENDIX 


Symbols 
All flows and rates are per annum. 


A-~amortization charge 
D—net debt outstanding 
G—gross investment or lending 
{—interest charge 
A+I ; , 
R= 4 —ratio of inflow to outflow 


R,=Lim R (Case 1) 
i 


Rr=R, for n>k (Cases 2 and 3) - 
a—amortization rate (Cases 1 and 2) 
a—service rate including amortization and interest (Case 3) 
4+—interest rate 
k—length of amortization period (Cases 2 and 3) 
n—time in years (Cases 2 and 3) 
r—relative rate of growth 
t—time in years (Case 1) 
u=1+r (Cases 2 and 3) 
v==1-+7 (Case 3). 


In all cases, the initial value of G=1. All variables are assumed to be 
positive, though this requirement is not always necessary. 





Case 1. The Net Value Method—Continuous Series 
By definition of this method, 


(1.1) A= Da 


and 


(1.2) ——=G— A, 
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Hence, 
dD 

(1.3) — = G — Da. 
di 

Taking 

(1.4) G = é, 


the solution of the differential equation (1.3) takes the form 














(1.5) D = (et — gt). 
(a+r) 
Since A4+J =(a+i)D, we next obtain 
A+ a+i 
(1.6) R a T = ak = eer : 
G (a+r) 
and 
a+z 
(1.7) Ry, = Lim R = 
i= a+r 
It is obvious that 
i 
(1.8) — g RLS 1 for r= t, 
y 
4 
(1.9) is R, S — for rasi; 
F . 
also that 
ðR: ðR ÖRE r—ł 
<0, —— > 0; — =—— 
ar ði ĝa (a+r)? 


which is positive for r>i and negative for r <t. 
The following properties of R can be established: 


(1.10) — > 0, ` 


(1.11) Se: 


OR B (a -+ ila + rit — (i — r) [ett — 1] 
ða (a + r)en 


For r>i, (OR/da) >0. If r <i, (@R/da) >0 for small ż, and (@R/da) <0 
for large t. The ¢ for which (@R/da) =0 is given by the equation 


(1.12) 


+) 
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elti a 1 a+i 
(1.13) AT 
(a -+ r)i i—r 
which can be solved to any desired degree of approximation. Its fol- 
lowing properties can be proved: 
Of ði Of 
= <0, — > 0, and — < 0. 
ði or ða 
To find ¢ required to make R=1 in the case r <i, we set (1.6) equal 
to 1 and get 


(1.14) 





a+ 2 
t= eee 

(a +r) i— r 
It can be shown that in (1.14), 


Ot ði ðt 
=x O, e > U, and — < 0. 
01 Or ða 


Case 2. The Original Value Method—Discrete Sertes 
It is important to note that in this Case a =1/k. It is assumed that 
amortization begins with the second period. The symbol # is always 


used in the sense n >k. 
We first find Da. 


Periods G A 
1 1 m= 
alu — 1) 
2 u a = m; 
u— 1 
alu? — 1) 
3 u? ali + u) e 
u — I 
alu? — 1) 
4 us a(l + u -+ u?) e; 
#4 — 1 
aluti — 1) 
k yt: a(i -+ u + u? -+ s oane + 2) = Ea 
l 1b — 
alu* — 1) 
(k + 1) u” ae a ied args a T = . 
e u — 


After (k+1) periods, the first investment made in period 1, and al- 
ready amortized for k periods between the second and (k+1)-st period 
inclusive, is fully written off. Its amortization is not recorded any more. 
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au(u* — 1) 
“u—l1 


Similarly, after (+2) periods, amortization of the second investment 
is not recorded any more. 


(k + 3) ube alu? + ub +--+ + utt) 


And in general, 


(k + 2) uktl alu + w+ +--+ ut) = 


au? (u* — 1) 
= u—i 


awT kyk — 1) 








21 A N a 
(2.1) TIER 
k 
QD J Ave : [ut ut? + we + ++ + hl I — 1)| 
j=l (u T 1) 
a w(u*—-? — 1) | 
= nn me Ro 1j; 
(u — 5 “u— 1 i 
n k — 1 
(2.3) Sa EE E 
j=k+1 (— 1) 
E alut — 1)(u™-* — 1) l 
(a 
n a ulu — 1) (u* — 1)(u™-* — =] 
2.4 A; = —— | m — k A 1 YH 
m 2 mer u— i oe (u — 1) 
ant — auk — u+ 1 
(c) 


because ak = 1. 


u” — 1 au” — aut — u+ 1 
2.5 D, = EENE, ee EEA 
(2.5) 2 G~ 4) = mae 


(u — 1)? 


— 


Since we assumed that amortization on any investment made in a 
given period does not begin until the next period, it is logical to assume 
that the interest charges in any period are related to the debt of the 
preceding period, so that 


(2.6) Lay == Dai. 


For convenience, we shall compute the inflow to outflow ratio for the 
(7-+1)st period. 


Antt + I n+l 


Rayi = G 
ati 


6 
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au E(u — 1) (ut ~ u” — au” + aurt) 


Zá 1 ps 1 2 
(2.7) Seats Scheid 
qt” 
_ il(u — 1) + alu ~ 1 — 4) alu — 1 — i) 
< (u — 1)? u*(w — 1)? 


_ 4 Fc diese (1 =) 
Spd (u — 1)? ur} 


Substituting r=u—1, we finally obtain — 
(2.8) 7 i A (r — aE i | 
" y kP (1+7)? 


Since (2.8) does not contain n, Rr remains constant for any n> k. 
For the special case r=0, it can be shown that 








k+1 
09 pene ED, 
To establish the upper and lower limits of Rr, we first find 
4 
(2.10) Lim Ry = —; 
-> 00 a 
next, since 
4 1 
(2.11) rats —|1 — Gane = z, (more exactly, loge (1 + 7)), 
(2.12) Lim Ry = 1. 
k~»0 
Therefore, 
4 
(2.13) —< Rr S l, for r = 1, 
7 
4 
(2.14) 1sRkrs—) forr si. 


The following properties of Rpr can be established: 


Rp ôRrp ORp , ORF 
>0, — <0, —— <0 forr >i, and —— > 0 forr <i. 
ði ðr ðk ðk 





The substitution of e-™ for (1-+r)* simplifies some of the derivations. 
These results follow closely those of Case 1. 
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Case 3. The Equal Installment Method—Discrete Series 


The symbol v is always used in the sense of n >k. 

According to this method, the principal and interest of each invest- 
ment are paid off in a series of & equal annual installments beginning 
with the second year, each payment being equal to an a fraction of the 
original investment. These annual payments form an annuity, the pres- 
ent value of which should equal the original value of the investment. 
If the latter is G, each annual payment equals aG, and with the standard 
formula for the present value of an annuity, we obtain 


aG(v* — 1) 
(3.1) G = —_——— 
v*(y — J) 
where 
(3.2) ge Í +i 
From (3.1) 
3.3) vk(y — 1) 
; E gaa 


To avoid duplication in deriving A-+-J, we shall make use of the re- 
sults obtained in Case 2, by substituting the service rate a for the 
amortization rate a, and hence A -+7 for A. Such a transformation of 
expression (2.1) in Case 2 gives 


ou? k-i(yk — 1) 





(3.4) (A+ ]).= ; 
u — 1 
and 
v¥(y — 1) 
(3 5) ee ee =) & eal ee 
u*(u — 1) ut(u — 1) 
w* — 1 
or 
i 
i(1 + 4)* fees 1 
(3.6) Rp = as hae es ee ; 
r(1 + r) r 
(1 +r) —1 1 
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It can be shown that for the special case r=0, 





i kv*(v — 1) ak 
3.7 Rp = ——— = m 
(3.7) ye — 1 1 
(1 +1)” 
As in Case 2 we have 
t 
(3.8) — < Rp = 1, for 7 = ty 
7 
2 
(3.9) 1 < Rp < ae | for A < 4. 
7 


The derivatives of Rr in respect to 7, i and k have the same signs as 
the corresponding ones in Case 2. 


STABILIZATION OF PERSONAL INCOMES 
A LIMITED FISCAL POLICY 


By PAUL J. STRAYER* 


The limitations of fiscal policy are accepted by many of its most 
enthusiastic supporters. Its vulnerability to political abuse is also wide- 
ly recognized. What is needed today is a fiscal policy that will do the 
limited job possible with the least danger of abuse. It is believed that 
the development of standards and rules that can be applied impartially 
offers the greatest hope for the future. This paper suggests a plan 
designed to meet these conditions. The plan proposed does not assure 
complete stability but does guarantee that after a swing in one direction 
has occurred, positive action to prevent its magnification will be taken 
without delay. 

In common with all fiscal policy proposals the personal income sta- 
bilization plan suggested in this paper is designed to stabilize effective 
demand. The means are also common to all fiscal policy: that is, the 
variation of public outlays and collections counter-cyclically so that 
the government uses its powers to offset fluctuations in effective demand 
in the private economy. There are, however, many possible methods of 
financing payments to the public to sustain effective demand or to 
reduce effective demand of the public. The method common to most 
fiscal policy plans is to increase or decrease the public debt in the hands 
of the banking system thus increasing or decreasing the total money 
supply. Indeed, the emphasis on this aspect of fiscal policy has been 
out of proportion and has led many to believe that anti-depression fiscal 
policy and the sale of bonds to the banks are inseparable. Most plans 
require the entire federal budget to be controlled in a counter-cyclical 


* The author is associate professor of economics at Princeton University. 


* The Bibliography on Full Employment prepared for the Senate Committee on Banking 
and Currency by the Library of Congress in 1945 listed 10 titles of books and 27 titles of 
articles or pamphlets under the headings, “Fiscal Policy (Except Taxation)” and “Tax 
Policy.” This list was by no means exhaustive and since 1945 the volume of publications 
on the subject has continued at a high rate. 

The indebtedness of the author to this literature is so great that complete documentation 
is impossible. The influence of Kenneth Boulding’s The Economics of Peace (New York, 
1946), Frank D. Graham’s Social Goals and Economic Institutions (Princeton, 1942) and 
John H. G, Pierson’s Full Employment and Free Enterprise (Washington, 1947) is so 
great, however, that they must be mentioned separately. 
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fashion and revenue and expenditure balance only over the cycle, if at 
all.” 

Both the use of the banking system to create new money and the 
divorce of changes in current expenditure from changes in the level of 
taxation are unnecessary and undesirable. Such procedures give op- 
ponents of a positive government policy a real basis for objection as 
they invite future trouble. The management of a money and credit 
system is unnecessarily complicated, and periodic subsidies given to 
the banks by use of debt to create new money are unnecessary.” The 
possibility of pressure group raids on the national economy is greatly 
increased by even a temporary divorce of increased expenditure from 
increased taxation. As the need to economize becomes more urgent in a 
full-employment economy, it is important to avoid any action which 
may increase irresponsible demands upon government in the operation 
of a stabilization program. 


Outline of Plan 


It is suggested that the management and financing of a stabilization 
= policy should be separated from the regular budget and conventional 
budget policy. To do this requires the creation of a separate stabiliza- 
tion fund that can be increased by surplus receipts as necessary to 
reduce personal income and expenditures and drawn upon as necessary 
to meet the need for increasing personal income and effective demand 
in periods of depression. Removed from the existing budgetary frame- 
work, the stabilization fund should be established under rules that 
would permit realistic economic consideration to prevail without harm 
to the political system or without complication of the operation of nor- 
mal functions of the banking system. Exclusion of expenditures of the 
fund or receipts of the fund from the regular budget requires the by- 
passing of established procedures. The stabilization fund must be 
administered independently and never considered as a source of funds 
for normal government expenditures. 

One of the major objectives of the separation of the fund from the 
budget would be the establishment of the legitimacy of straightforward 
increases in the money supply and vice versa. The concern of many 
economists over the growth of the size of transfer payments to service 
the debt could also be removed by the use of the fund. The essence of 
the proposal is to give to government, outside of the budget, authority 
to increase or decrease the size of the money supply as necessary to 


*The extreme case is presented in A. P. Lerner, “Functional Finance and the Federal 
Debt,” Social Research, Vol. 10, No, 1 (Feb., 1943), pp. 38-51. 

*See Henry C. Simons, “On Debt Policy” and “Debt Policy and Banking Policy,” in 
Economic Policy for a Free Society (Chicago, 1948), pp. 220-30 and 231-39, 
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expand or contract the effective demand in the economy without engag- 
ing in debt operations. One of the aspects of fiscal policy that frightens 
the public, the fear that debt will continue to grow indefinitely, would 
be effectively removed. A new fear of excessive money creation might 
replace it, but this exists today and can be met only by effective 
discipline. 

It is proposed to grant to the stabilization agency the power to issue 
money according to definite rules and procedures. This money should 
be issued in the form of greenbacks or in the form of notes of the 
stabilization fund which could be given to the banking system to back 
an increase in deposits. When necessary, the retirement of greenbacks 
or notes would follow a reverse procedure and on return to the fund 
would be removed entirely from the monetary or credit system. 

The greenbacks or notes would not carry any interest and would not 
be backed by any asset. Assurance of the acceptability of the special 
currency would require the complete convertibility of stabilization fund 
issue with all other forms of money. When issued, a large part would 
find its way into the reserves of the banking system and when retired, 
most of the money removed from circulation would reduce the reserve 
position of the banks. Under current fractional reserve banking policies, 
the effects of an increase or decrease’in greenbacks on the credit base 
might well reinforce the direct effects of the cash payments or with- 
drawals. If, on the other hand, the uncertainty of the repercussions of 
such a system was considered too great and the possibility of excessive 
expansion or contraction of credit were feared, the imposition of a 100 
per cent reserve plan would prevent the possible multiplication of effects 
through the credit system. 

The conception of the fund as a monetary authority with power to 
increase or decrease the supply of money at will should not be inter- 
preted as a belief that purely monetary measures can be counted upon 
to stabilize personal income payments. The essence of the plan is that 
the money paid out should be given to persons who would spend it or 
that the money removed from circulation should be taken directly out 
of current income as it is received so that the largest part of this sum 
would be taken from what would have been spent. In other words, the 
proposal requires direct cash grants to the public or cash receipts from 
the public. 

Finally, it should be made clear that there is no necessity that the 
fund should balance over any period of time. The probability of the 
need for increasing total money supply if the price level is to be main- 
tained at a constant level over time arises out of the fact of increasing 
productivity and an expanding labor force. An increase in the monetary 
supply has been made possible in the past by the expansion of the 
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debt structure, both public and private. To check excessive issue, how- 
ever, new money could not be issued unless some rule or guide, de- 
scribed below, showed the need. This might be supplemented by a re- 
striction of the power to issue money at the outset. Issue beyond a 
stated limit would require legislative action and a review of the opera- 
tion of the fund would be required periodically. In the unlikely event 
that the fund was having to build up its balances over the years there 
might be a temptation to use these funds in an inflationary manner. To 
prevent such action, the fund should be limited in its power to retain 
large balances indefinitely. 

The danger of political abuse common to any fiscal plan for stabiliza- 
tion is revealed in this outline of the fund and its relation to the regular 
budget. Will the strict discipline required be preserved in face of either 
boom or depression? Is there danger that, by cutting the creation of 
new money away from debt issue, the sense of responsibility or check 
to excess money issue will be removed and rampant “greenbackism” will 
follow? No conclusive answer to these questions can be given, but 
there are so many ways for inflation to be caused and the experience 
of the war has so confused and dulled public reaction to debt that it 
may be argued that a clean division between new money creation and 
debt is an advantage. At least, if an irresponsible government issued 
new money in excess, the explanation for the ensuing difficulties would 
be clear and not confused as it tends to be today. 

A great advantage of the system proposed is the separation of sta- 
bilization policy from decisions about the level of normal government 
expenditures and taxation. If fundamental maladjustments continue in 
spite of the fiscal policy suggested, the necessity for other remedies will 
be made clear. For example, if descrepancies between planned saving 
and investment should continue as the stagnationists predict, it would 
be better to find some means of bringing about a reduction in savings 
or increase in private investment than to use a public works program 
of doubtful value to maintain an artificial balance. Finally, the divorce 
of both the deflationary and inflationary controls from any specific 
interest group is in great contrast to the typical public works, farm 
price support or other traditional methods of stabiliation which tend to 
established vested interests. 


Rules or Guides for Fiscal Policy 


The reaction against the exclusive use of fluctuations in employment 
as the signal for compensatory action is growing.* As an alternative 


‘See Charles E. Lindblom, Unions and Capitalism (New Haven, 1949); G. L. Bach, 
“Monetary-Fiscal Policy, Debt Policy, and the Price Level,” Am. Econ. Rev., Vol. XXXVII, 
No. 2 (May, 1947), pp. 228-42. Milton Friedman, “A Monetary and Fiscal Framework for 
Economic Stability,” Am. Econ. Rev., Vol. XXXVIII, No. 3 (June, 1948), pp. 245-64. 
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rule a large group has argued strongly for the rule of neutral money or 
price stability as the most nearly satisfactory.” This has much to com- 
mend it and can be accepted as a goal worth-while in its own right. 
Certainly, the stabilization of the price level and the creation of a gen- 
eral expectation that the level of prices remain stable in the future 
would be an achievement of no small proportion. The difficulty ad- 
mitted by many of its advocates is that the use of this rule assumes that 
it is possible to measure by some index of. prices the need and timing 
of action. They also assume that price stability can prevent a major 
swing in income and employment. The danger is that, under present 
conditions, fairly widespread unemployment can get under way before 
even a sensitive index of prices will reflect it. On the other side, there is 
the danger of action to counter an inflationary movement before it is 
really required if the index is too sensitive or poorly selected.° 

The great advantage of the rule of price stabilization is that it is 
generally accepted as a reasonable rule and might gain wide popular 
acceptance. The possibility of overcompensation can be minimized by 
establishing a band or range within which prices may vary before action 
to correct the movement is undertaken. This can be done, however, only 
at the price of increasing the possibility of movements gaining momen- 
tum so that the job of restoring normal conditions becomes more and 
more difficult. In sum, it can be said that the rule of price stabilization 
as a guide for fiscal policy has many advantages over the rule of “full 
employment” but that it is far from an adequate solution of the 
problem. 

The basic reason for fluctuations in prices is the realization or expec- 
tation of excess or deficiency in demand. This arises because of in- 
creases or decreases in the rate of spending, including investment. If 
the fiscal policy of the government is to be effective in both stabilization 
of prices and employment, some rule closer to the root of the matter is 
required. Still another weakness of the price rule is that it does not 
measure the extent of the corrective fiscal action that is required. 

In view of the difficulties mentioned above, it is proposed that a 
better rule to guide the operation of an automatic fiscal policy would be 
the stabilization of personal incomes. 

. The “personal income” figure reported by the Department of Com- 
merce’ has the advantage of reflecting rapidly most changes in under- 


5G. L. Bach, Milton Friedman and Henry Simons are all strong advocates of this 
position. 

8 The difficulty in devising an appropriate index is recognized by Simons. See Economic 
Policy for a Free Society, pp. 329, 335. 

1 The definition used by the Department of Commerce is as follows: “Personal Income 
is the current income received by persons from all sources, inclusive of transfers from 
government and business but exclusive of transfers among persons. Not only individuals 
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lying conditions and measuring in a manner generally understood, the 
severity of the changes taking place. For example, either a sharp de- 
cline in capital goods production and employment or a decline in con- 
sumer goods production and employment would immediately affect 
personal income totals. This is in contrast to the response of a price 
index which might or might not reflect such a change in the short run. 
On the other hand, price changes, particularly in an upward direction, 
might not be reflected immediately in the income payment figure. If 
sustained, however, they must affect total income payments unless offset 
by unemployment. In such a situation fiscal policy cannot be used to 
eliminate unemployment without encouraging inflation. 

The greatest weakness of such a standard is the inadequacy of the 
basic statistical series as published by the Department of Commerce. 
This may improve over the years, but a margin of error will exist in the 
current estimates as long as a complex market system of thousands of 
individual business units and millions of individual transactions con- 
tinues. An example of the inadequacy of this figure is found in the 
record for the first half of 1949 when personal incomes did not fall 
as rapidly as expected in face of sharply rising unemployment, declining 
output and sales, and declining bank loans. A possible explanation of 
this phenomenon is that, throughout the boom, black and gray market 
transactions were not reported or included in the estimate and that the 
decline in this sort of income was not recorded in 1949. The error is 
not serious, however, if the direction of the change is correct and the 
largest part of the error is the result of a most unusual combination of 
circumstances. It is concluded that the evidence available favors the 
use of the personal income guide for counter-cyclical policy while ad- 
mitting that it does not perfectly measure all fluctuations in the 
economy. 

Reference to the existing price and personal income series for the 
years from 1929 to the start of the war verify this position. In most 
years the movement of the personal income series shows a more exten- 
sive movement on a percentage basis than the wholesale price index and 
in only two years moves in a direction counter to the wholesale series. 
These years are 1933, when the personal income figure continued to 
fall while the wholesale price index rose, and 1939, when the personal 
incomes rose while the wholesale price index fell for the year as a whole. 


(including owners of unincorporated enterprises), but nonprofit institutions, private trust 
funds, private pension and welfare funds are classified as ‘persons.’ Personal income is 
measured as the sum of wage and salary receipts, other labor income, proprietors’ and rental 
income, interest and dividends, and transfer payments.” National Income and Product 
Statistics, Supplement to Survey of Current Business, U. S. Dept. of Commerce (Washington, 
July, 1947), p. 8. 
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The consumer price index of the Bureau of Labor Statistics moves so 
slowly as compared to the personal income series that the extent to 
which decisive action could be justified by reference to it is to be 
doubted. For example, when the depression of 1937 hit, the consumer 
price index fell only 1.9 points from 102.7 to 100.8 while the personal 
incomes dropped from 74 billion to 68.3 billion in the same period." 

Fluctuations in investment and durable goods purchases will lead to 
some variation in conditions in spite of all attempts to stabilize personal 
incomes, but such variations might well be tolerated if they could be 
prevented from becoming cumulative. This is the sole claim of the in- 
come stabilization criterion. It has the advantage of not claiming for 
fiscal policy more than it can legitimately accomplish. If, for example, 
inflation sets in because of monopolistic wage and price boosts, anti- 
inflationary fiscal action may have to be taken as the result of the 
application of the income criterion. If, after such action is taken, un- 
employment should develop, fiscal policy cannot be reversed without 
encouraging inflation. It is the monopolists who are pricing themselves 
out of the market. If this point could be made clear, appropriate action 
to deal with the problem directly might be made easier. There is danger 
that investment would still fluctuate so much that a policy of income 
subsidy would have to be supplemented by a large-scale public works 
program which might well become so entrenched that hope of maintain- 
ing the market as thé basic determinant of the character and level of 
investment would have to be abandoned. This is less likely, however, 
than when a counter-cyclical works program is relied upon as the 
primary stabilizer.’ 

It is essential to re-emphasize that no fiscal reform will serve to 
correct entirely the tendency of the economy to fluctuate and that the 
role of fiscal policy is no greater than that of monetary, credit, price, or 
other policies that deal with the fundamental causes of fluctuations. In 
particular, there is danger that overemphasis of fiscal policy will lead to 
the neglect of more fundamental ills and the abdication of government 
from its responsibility for a thorough consideration of all aspects of the 
economy. If wage-price relationships are out of line, there is no hope 
that fiscal policy can do more than give the system a chance to iron out 
the difficulty without paying the price of a major depression. Similarly, 


* Bureau of Labor Statistics, “Consumers’ Price Index for Moderate Income Families in 
<- Large Cities.” Department of Commerce, National Income, Supplement to Survey of 
Current Business, July, 1947. 


? See Paul J. Strayer, “Public Expenditure Policy,” Am. Econ, Rev., Vol. XX XIX, No. 2 
(March, 1947), pp. 383-404, 

Also see Albert L. Meyers, “Some Implications of Full-Employment Policy,” Jour, Pol. 
Econ., Vol. LIV, No. 3 (June, 1946), pp. 258-65. 
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if private credit is unduly expanded, fiscal policy can close the gap 
temporarily. But if wage-price relationships or credit policies are neg- 
lected and continue to operate adversely, the result will be either infla- 
tion or a growth in direct government controls that will make the main- 
tenance of a market economy impossible. The experience of 1947-1948 
re-emphasizes the danger of uncoordinated government policy. With 
the cash surplus of the federal government running at record levels an 
easy-credit policy, based upon the commitment to support the govern- 
ment bond market, prevented fiscal policy from exercising its full in- 
fluence as a substantial check on the inflation.” 

The rule of personal income stabilization can be translated easily into 
a formula for guidance of a stabilization agency. It has the further 
advantage of making a direct connection between the standard used and 
the remedy applied. A tentative suggestion is to use a formula that will 
require counter-cyclical action when the current monthly or quarterly 
‘personal income” figure, calculated at an annual rate, deviates more 
than 5 billion in either direction from the estimated normal stabilization 
level. Experiment and experience may dictate that the limits should be 
narrowed or broadened, but the principle of placing both a floor and a 
ceiling on the fluctuations of “personal incomes” is sound and will 
limit the possibility of cumulative movements in either direction. In 
the event that either the higher or lower limit is approached but not 
exceeded, no serious damage will have been done. However, if a new 
high plateau or equilibrium has been reached, some recognition of 
this fact should be made to avoid the danger that a drop will not be 
checked in time. The practical solution suggested is to require action to 
support consumer income if a decline of 5 billions takes place and in the 
previous quarter payments have been more than 2 billions above 
normal. 

The use of the concept of a “normal” base period aggregate personal 
income for the purpose of stabilization policy raises several issues. First, 
some estimate of the ideal or normal volume of income payments must 
be made. This raises many problems if exact results are deemed im- 
portant but, in view of the extreme fluctuations in the past, almost any 
figure that is maintained over a considerable period of time will be 
better than none. The distortions in the price structure at the present 
time, the abnormality of the changes in income in the war and postwar 
period, and the difficulty involved in downward price adjustments, 
suggest that it is probably better to err on the high side than the low 
if the plan is to be put into effect in the near future. 

The second issue of importance in determination of a standard of 


L. V. Chandler, “Federal Reserve Policy and Federal Debt,” Am. Econ. Rev., Voi. 
XXXIX, No. 2 (March, 1949), pp. 405-29. 
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normal income payments is the allowance to be made for growth arising 
from increases in productivity, population increases, and so forth. It is 
assumed to be undesirable to maintain a constant aggregate dollar in- 
come in face of these factors of growth and thus force a constant down- 
ward adjustment of prices. The question of the desirable rate of in- 
crease in aggregate incomes and the frequency of upward adjustment of 
total income is raised. Complications arise in view of the tendency for 
increases in productivity, and even population (in recent years), to be 
bunched and uneven over time. A tentative solution is to make an arbi- 
trary projection based upon the best data available and to make regular 
adjustments for expansion based on this projection, ignoring the com- 
plications cited above. The degree of error would not be very great as 
the most optimistic projections currently used do not assume a growth 
rate of more than 3 per cent a year and one of the most important 
factors leading to unevenness in growth in the past would be removed 
if a higher degree of stabilization were achieved. As experience is 
gained, adjustments may be made if desirable. 

Once the nature of the basis for action has been agreed upon, there 
remains the problem of the determination of the size of tax or cash pay- 
ment necessary to achieve the desired degree of response in total income 
payments. Knowledge of the different expenditure patterns and saving 
habits of different income classes and occupational groups in the popu- 
lation makes the determination of the aggregate amount of tax or cash 
payment required to achieve a given result a function of the distribution 
of the tax or cash payment, the extent of deviation of the distribution 
of the increased or decreased personal income payments from normal, 
and a host of other forces, including psychological factors, availability 
of goods, or other influences not subject to precise analysis.** Projection 
of past experience may not prove of much value in view of the fact that, 
if the program had any success, one of the major reasons for the varying _ 
behavior of individuals over the cycle would be removed. 

At the outset a conservative policy is adocated: Do not let the aggre- 
gate amount of tax or cash benefit exceed the surplus or deficiency re- 
corded in the previous period. It is probable that this would be too little 
to assure immediate restoration of normal conditions, but if the tax or 
cash payment were on a monthly or quarterly basis, the possibility of 
additional corrective action in a later period should prevent wide swings. 
If it is found that the process of tax collection or cash payments takes 
a considerable time, it will probably prove to be desirable to require a 
month or a quarter to elapse before a second dose is ordered. This 

“ For an excellent analysis of the problem of estimating the effects of taxation on expendi- 


tures in the early days of World War II see Carl Shoup, Milton Friedman, and Ruth P. Mack, 
` Taxing to Prevent Inflation (New York, 1943). 
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recommendation to shoot under the mark rather than over it is made to 
avoid the possibility that the whole program be discredited by over- 
zealous action causing swings in income to be initiated by government 
action and perpetuated by counteraction. 

Once the decision has been made as to the timing and the amount of 
tax revenue or cash outlay required, the successful execution of the 
plan is increasingly a problem of political and administrative detail. 
These troublesome details will be just as important in determination 
of the ultimate success or failure of the policy as the underlying eco- 
nomic logic. They are especially important in determining the effect of 
policy on economic and political institutions. The neglect of these 
problems in much of what passes for discussion of fiscal policy is a 
failing that cannot be excused, although the sort of evidence and ex- 
perience available is obviously inadequate. 


Administrative Aspects 


The basic requirements for stabilization of consumer income are as 
follows: First, the inclusion of the mass of consumers within the system. 
As a rule the higher up the income scale one goes, the greater the chance 
that temporary changes in disposable income would not significantly 
change consumer demand.” Second, it is necessary to be able to act 
quickly to offset any tendency for cumulative forces to set in and to be 
able to reverse direction as conditions change. The art of prediction 
has not been developed to the point where it can be of practical sig- 
nificance in the determination of turning points. Under this circum- 
stance, a policy of frequent change and willingness to reverse direction 
is necessary. This should also permit the changes made to be of rela- 
tively small amount.** Thus a policy of improvisation may be made less 


= This may not always be true of the middle-bracket income recipients who may become 
large buyers of durable goods as the result of a small increase in current income. If this 
is true, the multiplier effects of an increase to this group will be greater than for lower- 
income classes. Most exciting is the possibility that the middle group will activate idle 
balances and incur debt to purchase durable goods as the result of a small improvement in 
their current incomes. 


* Some prediction of effects of a given action is essential. What is argued here is that 
action based upon the assumption that past trends will continue is less dangerous than 
an attempt to predict turning points or to predict the quantitative composition of the gross 
national product for a year in advance. A fundamental assumption is that the speed with 
which changing conditions are recorded and can be acted upon is great. 

“Federal Expenditure and Revenue Policy for Economic Stability.” Am. Econ. Rev., 
Vol. XXXIX, No. 6 (Dec., 1949), pp. 1263-68. “Fiscal Policy in the Near Future,” Federal 
Expenditure and Revenue Policies, Hearings before the Joint Committee on the Economic 
Report, Sept. 23, 1949, 81st Cong., ist Sess. (Government Printing Office, Washington, D.C.) 

In these two statements drafted at a conference called by the National Planning Asso- 
ciation at Princeton, N.J., Sept. 16-18, 1949, sixteen economists agreed that fiscal policy 
should be adapted to changing circumstances and advocated consideration of automatic 
devices of both the “built-in” and “formula” flexibility types. 
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disturbing while retaining sensitivity to varying conditions. The objec- 
tion that the businessman would be upset by change in direction of 
policy as an additional factor of uncertainty is not to be given much 
weight if the effect of the change is primarily upon the consumer and 
would assure the businessman of a more stable market demand than 
would otherwise be possible.** 

A final consideration is the troublesome one of the extent to which 
authority to act is to be delegated or should be restricted by law. Un- 
less the standards for action are made firm and clear at the outset, hope 
for rapid and effective action at all times would be seriously under- 
mined. The ideal would be the development of a formula that would be 
applied without administrative discretion. The current temper of Con- 
gress is not one that is likely to favor further delegations of authority 
to the executive area of the government without clear-cut limits first 
being established. 

There remains, therefore, the consideration of the means to be used 
in making the proposed system work. 


Stabilization Tax 


The type of tax and the administration of the tax to be used to re- 
duce aggregate purchasing power and personal income payments pre- 
sents as complex a set of problems as suggested by any other feature 
of the plan. This tax must be flexible and on a current basis so that 
there will be a minimum delay between the time it is decided to impose 
the tax and the time it takes effect. The tax must be on a broad base 
so that its effects will be felt immediately. A broad base is also advisable 
to make it possible to raise the sums required without imposing prohibi- 
tive rates on any single taxpayer or class of taxpayers. Administration 
without undue cost and without widespread evasion is essential. The 
tax should also be related to the normal revenue system so that no un- 
necessary duplication or conflicts arise. It should be equitable in its 
distributicn of the burden among individuals and income groups and 

“For a statement opposing “fiscal policy tinkering” and the belief that “fiscal policy 
action should be reserved to resist the development of major economic swings,” see Louis 
Shere, “An Economist’s Viewpoint on Tax Policy.” Annals of the American Academy of 
Political and Social Science, Vol. 266 (Nov., 1949), pp. 166-73. 

Support of a more active rôle for fiscal policy is more common. An excellent general 
treatment is found in the National Planning Association Conference statement cited above. 
See also the statement on this point by Jacob Viner, who suggested to the Council of 
Economic Advisers that they would be wise if “. . . they would shove one way for a little 
while, feeling their way and uncertain as to the future, then find that they had been pushing 
the wrong way, and, if they were wise, would quickly reverse their action.” Jacob Viner, 
Speech at a meeting on “The President’s Economic Program,” held by the Trade and 


Industry Law Institute, New York, April 27, 1949. Current Business Studies, Na. 3 (June, 
1949), pp. 32-43. 
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meet other standards of political acceptability. It should not destroy 
incentives, discourage risk-taking or otherwise disturb the operation of 
the economy in a way that will lead to a decline in progress and initia- 
tive. It is obvious that all the criteria mentioned above cannot be 
satisfied equally. Taxation always involves some compromise and often 
a substantial compromise with the ideal. 

Previous stabilization plans have suggested that the variation in 
revenue be obtained by variation in the basic rate or exemption level of 
the personal income tax. A clever variation has been suggested by Hart 
and Allen, who proposed in the period of defense boom just before 
World War II that a higher than necessary rate be imposed at the out- 
set and varying degrees of relief from this rate be allowed.** In face of 
rising incomes the Hart and Allen proposal would require a closer and 
closer approximation to the maximum rate. New York State has bene- 
fited from just such a plan in the war and postwar period, tax relief 
under the personal income tax having been granted in the form of a 
temporary provision that a fraction (originally one-half) of net tax due 
under the old law would be deductible. Subsequent increases in tax rates 
have been achieved by reducing the fraction. 

There are two major objections to this solution of the problem. First, 
the increase or decrease in the basic rate of the income tax or net tax 
due will lead to confusion in the taxpayer’s mind of the changes that 
are necessary for stabilization and changes required to meet variation 
in the normal expenses of government. It is argued that there are great 
advantages in keeping the normal budget entirely separate from the 
stabilization plan, except for such automatic surpluses or deficits that 
result from built-in flexibility. Second, the personal income tax with its 
annual accounting period requires adjustments for either over- or 
under-payment after the year ends. With quarterly or monthly varia- 
tions in tax rates, the problem of year-end adjustments would be 
greatly increased to the confusion of Treasury and taxpayers alike. 
What is needed is a much simpler tax that may not provide as refined 
a measure of ability but still conforms to a level of rough justice. 

Another possibility has been suggested in the United Nations report 
on National and International Measures for Full Employment? This 
is to vary the rate of social security contributions or completely suspend 
them in prescribed circumstances. This is considered less desirable by 
the U.N. group than variation in the personal income tax rates or ex- 
emption levels when this tax is collected on a current basis, but it is 
considered more desirable than other alternatives. 

18 Albert G, Hart and Edward D. Allen, Paying for Defense (Philadelphia, 1941). 


** United Nations, National and International Measures for Full Employment (Lake 
Success, 1949), 
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The difficulty with this proposal is that in a period of excess demand 
the decision to select the contributors to social security funds to bear 
the brunt of special taxation would run counter to prevailing views 
about the distribution of the tax burden. The second objection is that 
variation of social security contributions would tend to remove the close 
connection between an individual’s contributions and his right to grants 
that has been considered so important in the minds of the framers of 
the social security law. Although there is the possibility that the average 
payment might remain the same, this objection must be prohibitive if 
emphasis is given to the political and social repercussions of alternative 
means of execution of a given policy. 

One broad-based tax that should not be used is a sales tax. Its 
uncertain incidence and the effect of a sales tax on prices would make 
this a doubtful source of anti-inflation strength and would be objected 
to on the ground of its inequity. If the effect of a tax to reduce the 
danger of inflation and boom were to first raise the general price level 
after tax, the danger of popular reaction and a demand for wage in- 
creases would be great.” 

The best compromise available seems to be the use of a flat-rate gross 
personal income tax with the same personal exemptions and flat allow- 
ance for expenses now found under the net income tax. For the average 
wage earner, the two are the same. This proposal would require the 
imposition of a tax at a flat rate on any individual who had an income 
for the period used (a month or quarter) above the prorated exemption 
level. No rebates or deficiencies would be paid or collected at the end 
of the year, and the first tax liability would be final. To avoid the 
objection that this would discriminate against those in seasonal employ- 
ments, a special exemption might be given to workers in selected occu- 
pations. This would be rough-and-ready justice, but the advantages of 
certainty and simplicity are believed to offset the disadvantages. Per- 
haps the greatest danger is that there would be strenuous objection and 
political capital made from the fact that this tax would treat those with 
rising, constant or falling incomes above the exemption level alike. 
Recognition of this danger does not provide a perfect solution. How- 
ever, as long as a reasonable level of exemption were maintained, the 
serious problem of excessive taxation of those without ability could be 
avoided. 

The administration of the tax and collection process could be tied 
into the net personal income tax system, and the self-employed and 
others not covered by the payroll deduction system could be required 
to make payments quarterly as at present. The difficulties of putting 


" See Carl Shoup, Milton Friedman and Ruth P. Mack, op. cit., pp. 91-106, for a 
discussion of the relative advantages of income and sales taxes for anti-inflation purposes. 
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business firms on a current collection basis and the danger of adversely 
affecting investment suggest that, at least for the time being, they 
should be exempt. Some of the political advantages of separating sta- 
bilization taxes from other taxes will be lost by use of the source collec- 
tion system of the existing personal income tax. If, however, the govern- 
ment made an announcement of the reason for each change in taxation, 
this would be minimized. 

Refinements and revisions of this plan can undoubtedly be made and 
may be expected to add substantially to the acceptability of the plan. 
However, they should not violate the basic principle of separation of 
the stabilization system from the normal budget requirements of the 
government. Acceptability of any tax to check increasing money income 
will come only after there is a clear public understanding of the under- 
lying principles of the stabilization plan. 


Cash Payments 


The use of cash payments to support personal incomes and consumer 
demand is considered by most laymen and many academic economists 
to involve a radical and dangerous departure from orthodoxy. Accepting 
the charge of unorthodoxy, it is here argued that this is the least 
dangerous path to follow if the preservation of a strong market system 
is desired. Giving cash to the people with no strings attached leaves 
them free to spend it as they please. Private business need not fear 
government competition. No elaborate governmental machinery is 
necessary to prevent fraud or waste in the expenditure of funds. State 
and local governments gain full benefit of the sustaining of consumer 
purchasing power and lose none of their powers to the federal govern- 
ment. Special interests will have to compete in the market to gain their 
share of the increase in sales. It is concluded that, aside from the 
novelty of the plan, it is the only neutral system of sustaining a market 
economy in depression and highly orthodox in the best sense of the 
word.** 

In the operation of a cash payment system, certain fundamentals 
must be observed. The distribution must be on a base sufficiently broad 
to assure the immediate expenditure of the greater part paid out. Pay- 
ments must be equal, avoiding subsidy to special-interest groups or po- 
litical manipulation will discredit the program and destroy the market 

* The growth of the acceptability of this approach among economists has been greatly 
accelerated in recent years. The latest conditional acceptance has been by the United 
Nations group who advocated the consideration of cash payments to social security tax 
payers if the total remission of their taxes did not prove to be sufficient to sustain effective 
demand. This report was prepared by J. M. Clark, Arthur Smithies, Nicholas Kaldor, 


Pierre Uri, and E. Ronald Walker. Dr. Walker was chairman of the group. United Nations, 
National and International Measures for Full Employment, pp. 82-83. 
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as an effective determinant of production and distribution. Incentive to 
work must not be destroyed by’cash payments. Its administration must 
be practicable and equitable. 

Resistance to cut-backs might wreck the entire plan. It is proposed, 
therefore, to start with as simple a plan as possible in hopes that the 
maintenance of simplicity in this aspect of the total program will per- 
mit emphasis upon the real problem. The simple and obvious system is 
one providing for cash payments on a per capita basis regardless of 
need or income. If what is desired is the support of consumption, the 
direct way to achieve this end is to give money to people who are sure 
to spend it. Inclusion of the total population would assure that the bulk 
of the payments went to such persons. The inclusion of persons who 
fall into the middle- and upper-income brackets would result in some 
leakages into idle balances but would also permit the stiffening in 
demand to be spread somewhat more throughout the economy, particu- 
larly for durable consumer goods, and not concentrated solely on neces- 
sities.° Rough justice would be preserved as those in greatest need 
would get this supplement in addition to social security benefits or other 
relief payments. The large family would also gain recognition by the 
aggregation of several payments within a single spending unit. Objec- 
tion that persons not in need or in unusually favorable circumstances 
would benefit equally with those in need might create political objection 
to the plan, but if it was emphasized that the expenditure of the dollars 
of the well-to-do would assure that the employment benefits would be 
widespread and of immediate benefit to all consumer goods industries, 
this reaction might be lessened. Certainly this system is less objection- 
able than the remission of income taxes which automatically excludes 
from direct benefit all persons with incomes below the exemption level.”° 
The only tax remission plan that would give relief or benefit to all 
classes would be the remission of excises. The difficulty here, as in the 
use of the excise when increased revenue is desired, is that the incidence 
of excises is so uncertain and is subject to such variation that the bene- 
fits would be most unevenly distributed.” It is also certain that the 
effects of varying excises would be most disturbing to the industries 
affected and, in the end, to the effectiveness of the market in its function 
as allocator of resources. 

The danger of adverse effects on incentive and of political manipula- 


See note 12 above. 

2 John H. G. Pierson suggests that remission of taxes be supplemented by cash grants 
to non-payers of income tax. See “The Underwriting Approach to Full Employment: A 
Furthér Explanation,” Rev. Econ, and Statistics, Vol. XXXI, No. 3 (Aug, 1949), pp. 
182-92. > 

“t Sec page 839 above. 
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tion is minimized by the suggested system. The use of the per capita 
base would give the maximum aggregate payment with the minimum 
individual payment.”? The supplemental nature of the payment would 
also make clear that this was not a right but a privilege to be enjoyed 
as long as economic conditions warranted. Social security benefits and 
relief benefits would continue to be available at all times and related 
directly to right or justice of other social and political norms. The 
avoidance of distinction among income, occupational or other classifica- 
tions creates as neutral and purely mechanical a system as can be 
imagined. However, in the total system of stabilization of taxes and 
cash payments there is a bias favoring the lowest income groups which 
conforms to the popular prejudice in favor of somewhat more equal 
distribution of income. 


Stabilization Agency 


Administrative responsibility for the stabilization plan should be the 
function of a newly created stabilization board or authority under the 
executive but subject to Congressional control and review of its actions. 
. The experience of recent years when the separate departments of the 
federal government often worked at cross purposes as far as inflation 
control was concerned suggests that it is unreasonable and unwise to 
ask any one of them to assume primary responsibility for positive 
action. They should, however, be made to cooperate. Ultimately this 
will depend upon many factors, bút little chance-for success will remain 
unless the President wants to do a real job. With responsibility centered 
in one place and assuming a reasonable attempt to gain supporting 
action from the existing governmental agencies by the President, it 
should be possible to administer the program effectively. It is essential 
that the job of short-run stabilization be separated from the long-range 
reform or welfare policies of the administration. The failure of the 
President and his Council of Economic Advisers to make this distinction 
has been one of the most important reasons for the inadequacy of the 
Administration’s anti-inflation program.’* Congressional control can be 


°“? An example will illustrate the relative magnitudes involved, Let us assume a deficiency 
of personal income payments in the last quarter of $6 billions (annual rates). Following 
the rule suggested above cash payments should be made in the next quarter to fill in 
the full gap from estimated normal or $1.5 billions. Assuming the total population is 
150 million, per capita payments of $10 should be made. Thus a family of four would 
receive $40, a family of six $60, and so on. 


*2 See “Appraisal” of the Economic Reports of the President by George Terborgh in the 
symposium edited by Seymour E. Harris, “The January 1949 Economic Report of the 
President,” Rev. Econ. and Statistics, Vol. XXXI, No. 3 (Aug., 1949), pp. 166-81. 

P. J. Strayer, “The Council of Economic Advisers: Political Economy on Trial,” Am. 
Econ. Rev., Vol. XL, No. 2 (May, 1950), pp, 144-54. 
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assured by establishing a formula within the limits of which the stabili- 
zation agency must operate. 

The cash payment system would be greatly facilitated by the main- 
tenance of a continuous register system of population accounting, re- 
cording births, deaths, and changes in composition of every household 
in the country, and also changes in residence. With such a register, 
a perpetual inventory of all citizens would be maintained and knowl- 
edge of the size of the individual payment required to gain a given 
aggregate effect would be more certain. With such a system, the possi- 
bility of abuse leading to multiple payments to single individuals would 
be negligible. 

An alternate system of identification or certification of eligibility for 
a cash payment might be the use of local registration books kept current 
and checked for each payment or by a system of cards or books compar- 
able to passports. The final decision should be made, however, on the 
basis of the maximization of the usefulness of the system for purposes 
other than the stabilization program. In fact, the greatest part of the 
objection to the cost of the payment system can be met by citing the 
gains in the extent and quality of demographic knowledge. This gain 
would be substantial for many business decisions and investment plan- 
ning, education, social security, public health and a multitude of other 
purposes.”* 

If identification problems were settled, the actual payment of sta- 
bilization allowances would be a large but not insuperable job. The 
essential requirement of any system would be the minimization of the 
time elapsing between the declaration of a cash payment and its actual 
receipt by the people. Experience with the sale of war bonds by all sorts 
of agencies, both public and private, suggests that a combination of 
various means of payment might prove to be practical if the problem 
of identity can be solved in so complex a system. 

Interest in the strengthening of the state and local government sys- 
tem in the United States leads to a supplemental suggestion. This is 
the use of the stabilization fund as a depository for surplus state rev- 
enues in good times and source of payments to maintain dollar state and 
local expenditures in bad. The logical and most acceptable development 
of this principle would permit the state to draw against the stabilization 
fund only as much as had been contributed previously. There is the 
possibility, however, that a satisfactory formula for grants in excess of 


“For a discussion of the advantages of such a system in the United States see: National 
Resources Committee, Problems of a Changing Population, Appendix C (Washington, 
1938), pp. 276-97. 

A brief description of Canada’s system may be found in J. T. Marshall, “Canada’s 
National Vital Statistics Index,” Population Studies, Vol. I, No. 2 (Sept., 1947), pp. 204-11. 
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this amount can be worked out so that there would never be a necessity 
for state and local governments to cut their payrolls or productive 
expenditures in face of declining tax yield. An additional advantage of 
this plan would be the increase in the ability of state governments to 
use personal income taxation without fear of the possible consequences 
of its instability. If the main plan were at all successful, expansion to 
give assistance to the states would be relatively easy and in turn make 
the problem of stabilization that much easier. 


Conclusion 


The choice between the use of direct or indirect controls to further 
stabilization of employment and prices will be made in the last analysis 
on the basis of the effectiveness of the two methods, as understood by 
the people. Unless some greater flexibility can be gained in the applica- 
tion of indirect controls, their future usefulness will become less and 
less. The suggestions made in this paper are offered as a means of 
stimulating discussion of practical methods of increasing the effective- 
ness of the indirect method. 


THE SOVIET PRICE SYSTEM 


By Naum JAsSny* 


A great deal of analysis of the Soviet economy is made in the United 
States and other non-Soviet countries. Surprising as it may seem, the 
analysis proceeds without familiarity with the-prices in which the Soviet 
economic data are expressed. Ingenious procedures are occasionally 
used to get an idea of the developments in the USSR without this 
indispensable tool. But on the whole such groping in the dark yields 
only moderate results, while great mistakes are made time and again. 
All this stamps the wisdom of the Soviet decision to discontinue publi- 
cation of prices and price indexes in statistical handbooks and similar 
publications—a decision taken more than twenty years ago. Since the 
writer felt that no real progress in appraising Soviet economic power 
can be made without a fairly good idea of what is really behind the 
ten-billion and hundred-billion rubles publicized by the USSR, he 
spent a substantial part of two years in the study of Soviet prices, which 
he hopes to present more fully in a monograph, Essays on the Soviet 
Economy. i 

Since the early ’thirties, the Soviet price system has presented a pic- 
ture of an uninterrupted inflation which in strength and duration has 
few equals. Another feature of the Soviet price system is truly unique. 
The price and price-wage relationships in the USSR are fundamentally 
different from those which prevailed previously or prevail elsewhere. 
While the transformation of the price relationships began to develop 
a little later than the inflation of the ruble, both phenomena are basic 
features of the Five-Year Plan era which began in October, 1928. 

It is certainly unusual for a country with half of its population en- 
gaged in agriculture to have high prices for consumers’ goods and low 
prices for producers’ goods, yet this has been true in the Soviet Union 
for more than twenty years. It is even more unusual for a country with 
extremely low real wages to have nominal wages which, while low rela- 
tive to consumers’ goods prices, are high relative to the prices of pro- 
_ ducers’ goods. Differences in levels are not limited to a few percentage 
points. They are, for the most part, so great that no justification exists 
for speaking of the general value of the ruble as such. 

* The author is a consultant of the Food Research Institute, Stanford University. 


Thanks are due to colleagues in the Institute, especially Dr. M. K. Bennett, for assistance. 
The chart was prepared by P. S. King. 
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The specific item the ruble value of which is to be measured must 
always be identified. This is specifically true, for example, of the in- 
dividual items in the Soviet budget. With reference to each of these it 
must be ascertained to what extent it consists of producers’ goods and 
of expenses for railway freight, to what extent of nominal wages, and 
`- finally what is the share of consumers’ goods in it.* A ruble spent on 
“defense” represents twice and possibly even thrice as large a real value 
as a ruble spent, for example, on education. This point is developed 
later. 

The price history of the last twenty years is an almost uninterrupted 
story of changes in the relationships between the three principal groups 
of prices (producers’ goods, consumers’ goods, and labor), some of 
them quite drastic. One can be certain that the Soviets did not regard 
as normal the price relationships of the early thirties and the postwar 
years through 1948. But it is not clear whether the price relationships 
of 1936-39 were accepted, and still are accepted, as normal. The na- 
ture of the evidence makes analysis difficult, especially in limited space. 
The difficulty is increased by the fact that the more recent the events, 
the less available is official evidence concerning them. The available 
evidence necessitates considering the Plan era mainly for the years 
through 1948. 

It has been mentioned above that the price and wage relationships of 
the Soviet Plan era are unique. It cannot be overemphasized that dur- 
ing the Plan era the prices of consumers’ goods moved, though not in a 
straight line, in a direction opposite from one which would be normal for 
a country in the process of rapid conversion from an agricultural into 
an industrial economy. It is therefore impossible to find a proper yard- 
stick for the price and wage relationships of the Plan era. The disparity . 
between the prices of producers’ and consumers’ goods in the USSR 
appears smaller if United States prices are used for comparison, and 
larger if the price relationships in the USSR before the fundamental 
change in the Soviet price system are used. On the other hand, the dis- 
parity between the prices of consumers’ goods and wages appears so 
vast in the USSR relative to the United States, that useful comparisons 
are almost precluded. In comparisons of different years of the Plan era 
the best results might possibly be obtained by reducing all data to the 
prices and wages in a selected year of the Plan era itself. But the peculi- 
arity of the Soviet price system can not, of course, be revealed by such 
data. Here the Soviet prices and wages of the Plan era are expressed in 
prices and wages which existed in 1926-27 and 1928, the 1926-27 prices 

* Various qualifying factors have to be considered. Armaments, for example, are classed 


as producers’ goods in the USSR, yet the changes in prices of armaments after 1940 differed 
greatly from those of civilian producers’ goods. See below page 861. 
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being those which until 1949 were, and possibly still are, employed in 
the USSR in the preparation of the most important indexes. The prices 
of 1928 are those of the year before operations under the Five-Year 
Plans began. In using these data, one must remember that with a de- 
velopment typical of a country in the process of rapid change from a 
primarily agricultural to a primarily industrial economy, the prices of 
consumers’ goods would have been moving to higher levels relative to 
the prices of producers’ goods, and wages to higher levels relative to 
the prices of consumers’ goods. 

The difference between the 1926-27 and the 1928 price data used 
here as a yardstick was that producers’ goods were several per cent 
lower in 1928 than in 1926-27, while average wages were higher by 12.7 
per cent. The prices of consumers’ goods and the average freight rate 
were about the same in both years. 

While the price relationships which could have been observed during 
the Plan era until 1948 had been evolving for almost twenty years, and 
familiarity with them is the condition of any proper analysis of the 
Soviet economy, apparently the only clear-cut statement about them is 
one by Julius Wyler:* “The combination of official price-fixing and tax- 
ation cuts the economic body into two sectors, one of heavily taxed and 
high-priced consumption goods, and the other of lightly taxed and low- 
priced goods transferred to the government for investment, armament, 
and other purposes.” 


Price and Price-Wage Relationships 


Selected data on Soviet prices, wages, and freight rates are given in 
the accompanying chart and Table I. As stated, the USSR has not pub- 
lished a price index since 1930, nor were private indexes worked out. 
In the chart, price indexes for bread, steel, railway freight rates, and 
wages are given for dates as specified from 1928 to 1950 (steel and 
freight rates until 1949), with prices in 1928 taken as the base. In the 
table, price indexes for these and other items are shown for specified 
dates in the more recent years 1947, 1949, and 1950 (producers’ goods 
prices only in 1947 and 1949), with prices in 1926-27 or 1927 taken as 
the base. 

While bread is assigned in the chart the rôle of a representative of 
consumers’ goods, the increase in the price of bread in some or most 
years was greater than the weighted increase in all consumers’ goods. 
The increase in coal prices was about equal to that for all producers’ 
goods; but in 1949 they became much higher relatively than all pro- 
ducers’ goods. The indexes of common-steel prices throughout the whole 


*“National Economy of the USSR,” Social Research, Vol. XIII, 1946, pp. 506-7. 
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period have probably been rather close to those for all producers’ goods. 

The price of bread in 1948 was 37.5 times as high as in 1926-27.* The 
prices of some other consumers’ goods were even higher relatively. No 
important consumers’ goods showed an increase of less than 20-fold. 
The weighted prices of all consumers’ goods in 1948 were probably 
close to, perhaps above, 30-fold their 1926-27 base. On the other hand, 
the coal price in the Donets basin in 1948 was only about treble the 
1926-27 level, and that of common steel about 2.5 times as high. The 
weighted prices of all producers’ goods, fully free of turnover tax, may 
also have been above the 1926-27 base only by about 200 per cent. 
The average freight rate exceeded that of 1926-27 by little more than 
100 per cent. The average wages of the last few years are somewhat 
uncertain, but, as here accepted, the average nominal wage in 1948 was 
about 11-fold the 1926-27 base. Hence, nominal wages increased much 
less than half as strongly as the prices of consumers’ goods.* But the 
increase of nominal wages was very much greater than that of common 
steel and of the weighted prices of all producers’ goods. 

It has been mentioned that the relationships among the prices of the 
major groups of goods and between prices and wages as they existed in 
1948 were abnormal. But the discrepancies were only particularly pro- 
nounced in that year. They existed also in 1936-39, the only years 
during which the price relationships in the USSR might have been re- 
garded as normal. In 1939, for example, wages were 5.3-fold the 1928 
level; bread, 10.6-fold; coal, 3.5-fold; steel, 2.2-fold; and freight rates 
only 2-fold (coal prices since February 1, 1939; freight rates since 
April 1, 1939). 

The decline of the prices of producers’ goods relative to those of 
consumers’ goods during the Plan era, as revealed by the indexes, is a 
development generally to be expected in a country converting from a 
predominantly agricultural to an industrial economy. It cannot be over- 
emphasized, however, that the extent of this change was far greater in 
the USSR than has ever occurred under similar conditions. As for the 
development of the relationship between wages and the prices of con- 
sumers’ goods, it was in an opposite direction from what would be ex- 

°? Deterioration in the quality of the bread by way of substantial increase in water 
content is ignored. 


* The living-cost index of the urban population rose moderately less than that of the 
prices of consumers’ goods because house rent, railway tariffs, and the charges for 
` communal services and communications increased much less than the prices of consumers’ 
goods (in the aggregate these costs probably rose less than wages) and because of a large 
increase in gratis services of the state (education, health, and the like), But in no year 
of the Five-Year Plan era did the real incomes, including the state expenses on gratuitous 
services at their full value, reach the level of the pre-Plan era. Moreover, the receivers 
of the incomes are not likely to regard the cost of Communist propaganda, part of the 
education provided by the state, as full-value income. 
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CERTAIN PRICE INDEXES FOR THE SovieT Union, 1928-50* 
(1928 == 100) 
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* Official data except as noted, The price of bread is that of common (whole) rye bread, 
the cheapest kind. Official data on the bread prices in 1933 and 1934 could not be ob- 
tained. But, since the wholesale price of common rye flour was raised to 25 kopeks per 
kilogram by the order of August 25, 1933 and to 60 kopeks by an order of May 29, 1934 
(see Bulletin of the Economic Ofice of Professor S. N. Prokopovicz, XL, no. 115, Aug.- 
Sept., 1934, p. 18), it was assumed that the retail price of bread was raised to 25 kopeks 
per kilogram effective about September 1, 1933 and to 50 kopeks effective June 1, 1934. 

The price of coal is that of the grade PZh (Boiler Fat) of the Donets basin, the prin- 
cipal Russian coal area. The price of steel is a simple average between the prices of rail- 
way rails and I-shape special steel. The weighted prices of steel to all purchasers prob- 
ably declined by a few percent after 1928 and before April 1936 but this decline is 
ignored here, At the end of April 1950, certain reductions in prices effective January 1, 
1950 were announced; no details were given. They included steel products and railway 
freight rates, 

Wages are yearly averages for all workers and employees of the state and cooperatives. 
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pected under the same circumstances. Rather than increasing relative 
to the prices of consumers’ goods, wages declined, and declined, more- 
over, to a remarkable extent. 

The 1948 price and wage relationships have changed repeatedly 
since then. Some of these changes were so drastic as to create an 
entirely new situation. The changes are still coming, and it is impossible 
to foresee what all this leads to. 

Nominal wages probably remained practically unchanged in 1948-50. 
There were two major reductions of the prices of consumers’ goods 
(effective March 1, 1949 and March 1, 1950), in the aggregate quite 
substantial. Effective January 1, 1949 the prices of producers’ goods 
were hiked by amounts which for most important goods exceeded the 
combined increases of the whole preceding Plan era..The same hap- 
pened with railway freight rates. 

The following announcement was then made in the report of the 
Central Statistical Office for the first quarter of 1950, released on April 
27, 1950: 


Great successes . . . permitted the Government to reduce the wholesale 
prices of metals, machinery and equipment, building materials, timber 
and lumber, and paper as well as the rates charged for electricity and 
railway freight rates effective January 1, 1950.° 


The reductions in the prices of consumers’ goods effective March 1, 
1950 still left the prices of consumers’ goods at a level not much less 
than double, relative to the 1926-27 base, that of the nominal-wage 
level. Not yet restored was the relationship between wages and the 
prices of consumers’ goods which existed say on January 1, 1940, 2.e., 
before the 1940 price boosts. These boosts were designed to reserve a 
greatly expanded part of the current output of consumers’ goods for 
the enlarged armed forces and for the accumulation of reserves for the 
coming war. Consequently, the price-wage relationships before the 1940 
increases may be regarded as the relationships of prewar years. A 
further narrowing of the spread between nominal wages and the prices 
of consumers’ goods, therefore, seems quite likely in the near future. 

The recent changes in the relationship of nominal wages to the prices 
of consumers’ goods are thus well in line with the policies pursued 
before the war. But this cannot be said of the relationships between the 
prices of producers’ and of consumers’ goods, and especially of the rela- 
tionships between the prices of producers’ goods and nominal wages as 
brought into existence by the recent changes. One can only greatly 

* Still further cuts in wholesale prices were later announced in Zverev’s report on. the 
1950 budget for “materials [the concept materials is very wide in the USSR], equipment 


[equipment does not need to include machinery], and tariffs for transportation [probably 
by truck].” 
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regret that not even a hint of the official reasons for the price changes 
can be found. 

The revision of the prices of producers’ goods and of freight rates 
effective January 1, 1949 was overdue, having been delayed by the dis- 
turbed conditions of the war and early postwar years. It could have 
been confidently anticipated that the price and rate boost would be 
strong when it came, but the actual extent of the increase exceeded my 
expectations. In one sweep coal prices were raised by 232 per cent, to 
become 10-fold their 1926-27 level. Steel, timber, and lumber prices 
were brought to levels respectively 7.3-, 6.3-, and 7.5-fold those of 
1926-27. Although the price increases of certain other goods, especially 
machinery, were less drastic, the prices of all producers’ goods were at 
least doubled and may be assumed to have become 6- to 7-fold those 
of 1926-27. The average freight rate in effect since January 1, 1949 
apparently exceeds the 1926-27 rate by 400 per cent or more. 

The prices of producers’ goods were very high in 1926-27 and also in 
1928, relative both to the prices of consumers’ goods and to wages. Yet 
the increase in coal prices from 1928 to 1949 was larger than that in 
wages. While the indexes of steel prices in 1949 did not reach those of 
wages, the steel prices, after the early ’thirties, were never as high rela- 
tive to wages as they became after January 1, 1949. The wage index 


(1928 = 100) exceeded the steel-price index by the following per- 
centages: 


July 1, 1936? 57 
July 1, 1940° 119 
January 1, 1949? 35 


"The years selected are those in which steel prices were raised. Specifically, July 1 


was used twice because the average yearly wage used in the index may be considered best 
applicable to this date. 


The fact that extensive reductions of the prices of producers’ goods 
and cuts in freight rates were made only one year after the previous 
prices and rates were put into effect stamps the 1949 action as a 
blunder. Furthermore, the fact that not all prices were reduced in 1950 
indicates that either a proper tie-in among the prices of various pro- 
ducers’ goods was not reached in 1949, or, if this was the case, that the 
tie-In was again disrupted in 1950. However, since the rate of the 
decline in the prices of such producers’ goods as were reduced effective 
January 1, 1950 was not disclosed in the announcement, and the new 
prices also cannot be found otherwise, a more detailed analysis of the 
existing relationships among prices and wages must be postponed to a 
more opportune time. 


“The same is true of the price reductions effective July 1, 1950. 
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Implementation 


The high level of the prices of consumers’ goods has been brought 
about mainly by three factors: 

a. The cost of farm products, serving as raw materials for most con- 
sumers’ goods, was somewhat higher to industry than the prices of 
nonagricultural raw materials over long periods of time; 

b. Profits are typically larger or losses smaller in consumers’-goods 
industries than in the industries producing means of production; 

c. Turnover taxes. 

Turnover taxes are the most important of the three factors. Un- 
fortunately, Soviet publications containing the most recent rates of 
turnover taxes seem not to be available in the United States. One can 
cite only the rates in effect before the war, but no fundamental changes 
in this respect seem to have occurred since. Typical rates of turnover 
taxes on consumers’ goods were as follows: 


Taste J]—Turnover Tax RATES 


Date Effective 


Commodity Per Cent Price Basis Se Ordained 

Beef 67~71 retail Jan. 24, 1940 
Butter 60-66 retail Apr. 10, 1940 
Sugar 73 retail Jan. 24, 1940 
Salt, bulk 70-80 wholesale May 1, 1904 
Cigarettes 75-88 wholesale Jan. 1, 1938 
Vodka 84 retail Jan. 1, 1940 
Cotton goods: 

Calico 59 - wholesale June 1,1937 

Others 62-65 wholesale June 1,1937 
Shoes from taxed 

chrome leather 26-40 retail July 11, 1940 
Soap from untaxed fat: 

Laundry 61-71 wholesale Mar. 1, 1936 

Toilet 67.5-69.5 wholesale Mar. 1, 1936 


For wheat, under obligatory delivery, the state paid to the producers 
10-15 kopeks per kilogram (1949 harvest), and sold good white flour at 
570 kopeks per kilogram after the latest cut effective March 1, 1950. 
All consumers’ goods combined are burdened by turnover taxes to the 
extent of about 60 per cent of the retail prices. 

Even if no interest is counted on the capital owned by state enter- 
prises, taxes of such proportions as 60 per cent of the retail price can 
not fail to enhance the retail prices more than 2.5-fold. The Soviet idea 
that the turnover tax is not a tax but a form of profit of the socialized 
economy can properly be ignored. In any case it does not alter the 
price-boosting effect of turnover taxes. 
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The compulsory measures whereby wages are kept at a low level 
relative to prices of consumers’ goods in a country rapidly shifting from 
agriculture to industry need not be discussed here. 

The relatively low level of prices of producers’ goods in years follow- 
ing 1928 reflects: 

a. The relatively high level of these prices in the base year; 

b. Substantially increased labor productivity; 

c. Almost complete absence of rent for the exploitation of natural 

resources. 

d. Absence of any interest charges in the USSR except for the small 
amounts of borrowed capital, on which only low interest rates are 
charged; 

e. Insufficient depreciation charges; 

f. Small profits in such industries as yield profits at all; 

g. Large deficits in most industries over long periods of time, cov- 
ered by subsidies from the treasury. 


All or most of the enumerated influences also benefit the prices of 
consumers’ goods, but do so in much smaller degree. 

Subsidization to cover deficits is the most important factor enu- 
merated. The huge deficits incurred by producers’-goods industries 
during all or most of the Plan era are a matter of record; formerly, the 
exact amounts of these deficits were disclosed. The average selling price 
of coal was around 10 rubles per ton in 1933; the production costs, how- 
ever, were 18.43 rubles.’ When the coal price was doubled effective 
April 1, 1936, the coal industry remained in deficit, and, if the deficit 
was removed by the further price boost of more than 50 per cent effec- 
tive February 1, 1939, this status is unlikely to have lasted for more 
than a few months. The prewar situation was more or less similar in 
many other producers’-goods industries. 

The prices of most producers’ goods remained unchanged all through 
the war and postwar years until December 31, 1948. Wages, however, 
rose by some 75 per cent, productivity of labor declined, and production 
costs in the producers’-goods industries may well have more than 
doubled. The huge boost in prices of producers’ goods effective Janu- 
ary 1, 1949 is in itself a clear indication of the large deficits in 1948 
and preceding years. 

In 1948, the budget assigned to industry 94.1 billion rubles. Of these, 
39.7 billion rubles were earmarked for capital investments and 8.5 


‘V. Shemyatovskii, “The Fuel Base of the USSR in 1934,” Planned Economy, Nos. 
5-6, 1934, p. 60. 


®The average cost of a ton-kilometer to the railways increased by slightly more than 


100 per cent during 1940-47, according to official data, in spite of the unchanged prices 
of coal and steel, 
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billion for enlargement of the variable capital, a total of 48.2 billion 
rubles. The balance, 45.9 billion rubles, in any case almost all of it, was 
subsidies. A certain amount of losses was also covered from the profits 
of those sectors of the industry which yielded profits. 


Effects of the Price System 


The most important effect of the existing price system is of course the 
siphoning of the purchasing power from private consumers to the state 
and thence to new investment, “defense,” expenditures on education, 
health, etc. About 80 per cent of the money incomes of urban wage 
earners is spent in the market for consumers’ goods. With price and 
wage indexes as they stood in 1948 (1928 = 100), it may be said that 
the state paid a wage earner 100 rubles, got back 60 rubles chiefly via 
turnover tax, and bought with the 60 rubles about 100 rubles worth of 
investment or “defense” goods. 

With the help of the price and wage system the state concentrates in 
its hands tremendous financial power. The 1948 consolidated budget, 
i.e. the state budget including the budgets of the republics and local 
governments, constituted not less than two-thirds of the total national 
product or income. About 60 per cent of the budgetary income, or 40 
per cent of the national income, was obtained by way of turnover taxes. 
The most important budgetary expenditures merit more detailed analy- 
sis because they are frequently misinterpreted (see below). 

The cheapness of producers’ goods relative to the cost of labor, 
though artificial, affects calculation of costs as if it were real. This effect 
is the larger because under Soviet conditions cheapness of investment 
relative to labor is in any case fostered by the fact that no interest or 
land rent is changed. Insufficient depreciation operates in the same 
direction. These factors in conjunction with the low prices of invest- 
ment goods relative to the cost of labor make certain labor-saving 
devices, which are unprofitable in countries with real wages several 
times higher than in the USSR, appear to be profitable in the Soviet 
Union. There are naive people in the United States and Great Britain 
who, not realizing the underlying artificial causes, speak with reverence 
of the water-power and railway-electrification projects undertaken in 
the USSR, projects which would be unprofitable in the United States 
or Australia, two countries with the highest consumption levels. The 
artificial causes are, of course, in the last analysis the outcome of such a 
real thing as savings in the USSR of such huge proportions as are not 
attainable without the ruthless Soviet dictatorship. Countries with very 
low wages are normally countries with very small investments, notably 
with few machines and a great amount of hand labor. They are, there- 
fore, backward, weak countries. The great power of the Soviets lies in 
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the combination of very low payment of labor with huge investments, 
specifically with a great deal of labor-saving machinery. This combina- 
tion is attained via the price system. 

Since the means of production have for a long time been very cheap 
relative to the cost of labor, production costs are naturally the lower, 
the smaller the proportion of new labor in total production costs. Ac- 
cordingly, coal prices could not have been held at as low a level as steel 
prices. : 

The price system explains the fact, contrary to expectations at first 
glance, that in spite of severe exploitation of the peasants by the state, 
the costs of agricultural products to the state, and consequently the 
prices at which the state turns over these products to the processing 
enterprises, are higher than the prices of industrial raw materials.’ The 
expenditures of the collective and other peasants consist almost ex- 
clusively of labor costs. The expenditures of collective farms, except 
for payment in kind for the services of the Machine-Tractor Stations, 
are also made up predominantly of labor costs. The prices realized by 
the farm producers for the goods they sell must therefore be on a par 
not with the prices of producers’ goods, but at least with the wages of 
hired labor. This is roughly what the state pays to cotton growers. With 
reference to grain and livestock products, the government pays much 
less, in the expectation that producers will compensate themselves in 
kolkhoz markets, where they get even higher prices than the tax- 
burdened prices of government and cooperative trade. However, the 
increase in weighted average prices received by producers of agri- 
cultural commodities for all their sales does not fully measure up to the 
increase in the wage level. Also, the arrangements with the state-owned 
Machine-Tractor Stations are unprofitable for them. These and some 
other factors spell discrimination against the peasants relative to wage 
earners who themselves are not accorded good incomes. 

Whoever tends to be enthusiastic that Soviet manpower is not dissi- 
pated in the operations of selling and distribution may be disappointed 
to know that this phenomenon is due largely to the very low level of 
wages relative to the prices of consumers’ goods. The daily wage of a 
salesman in a shoe store in 1948 was only about 7 per cent of the price 
of a pair of shoes. In 1928, that percentage was about three times as 
high; and in the United States in 1948 it was more than ten times as 
high. 


The Real Worth of the Budgetary and Other Expenditures 
In view of the immense disparity between the prices of producers’ 


” This, however, is true only of the time before the prices of industrial raw materials 
were raised greatly, effective January 1, 1949. 
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and of consumers’ goods, and between the various price groups and 
wages, especially as they existed before the price changes made in 1949 
and 1950, comparisons based on the assumption that one Soviet ruble 
equals another ruble inevitably led to flagrant errors. Fortunately, the 
need for adjustments to make the data in current prices comparable has 
recently been recognized. Paul Baran eliminated the proceeds of the 
turnover taxes in computations of national income. The same ob- 
viously ought to be done in other dealings with the ruble, especially in 
comparing ruble sums containing greatly varying amounts of turnover 
tax. 

The goods the output of which is subsidized from the budget, the 
goods produced from subsidized raw materials, and the subsidized 
services flow in different proportions to the various uses. The new 
investments and “defense” expenditures are undoubtedly the principal 
beneficiaries. Those who treat a ruble spent by the state from the 
budget and other sources the same as another ruble ought at least, along 
with excluding turnover taxes, to apportion the state subsidies and add 
them to the items which ultimately benefit from them. Unfortunately, 
neither the exclusion of turnover taxes nor the apportioning of subsi- 
dies can be done exactly. - 

There is no doubt that by excluding turnover taxes and apportioning 
subsidies, the comparability of various sums in rubles can be considera- 
bly enhanced. The value of such computation is nevertheless very 
limited because the data obtained for different years would not be 
comparable even if the adjustments could be made perfectly. 

Adjustment of the sums in current prices for turnover taxes and 
subsidies is needed because the prices in which the sums are expressed 
remain unknown. Having ascertained those prices, the writer could 
follow another path of analysis—conversion of the sums in current 
prices to other and much more normal prices. The 1926-27 prices were 
again used for this purpose. It is to be granted that for comparison of 
sums in current prices of one Plan year, the procedure by way of ad- 
justment for turnover taxes and state subsidies may yield as good re- 
sults as those obtained by the procedure here followed. Since the writer 
undertook the tiresome study of Soviet prices for getting a picture of 
the Soviet economy during the whole Plan era, the procedure of con- 
verting sums in current prices to sums at 1926-27 prices is followed 
also here, although the data of one year only are analyzed. 

The budgetary and other expenditures of 1948 will here be subject to 

» See Paul Baran, “National Income and Product of the USSR in 1940,” Rev. Econ. 
Statistics, Vol. XXX (Nov., 1947), pp. 229-30. More elaborate adjustments were made by 


Abram Bergson in a study which was published after this article had been concluded. See 


“Soviet National Income and Product in 1937,” Quart. Jour. Econ., Vol. LXIX. (Aug., 
1950), pp. 408-41. 
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scrutiny. Analysis of the data of 1949 or 1950 would involve additional 
difficulties." Before turning to the figures themselves, a few words on 
the nature of the data are in order. Investments, as handled in the 
Soviet Union, include the investments in armament factories, military 
airfields, barracks, school, hospital, and administrative buildings, and 
the like. While investments in school buildings are in addition to the 
direct appropriations on education, out of these appropriations, in addi- 
tion to support of propaganda and press, are financed military schools, 
academies, and possibly all, or part of, the atomic-bomb research. 
Veterans’ help, a part of the defense budget in the United States, is 
part of “social-cultural”? expenditures in the USSR. Part of the ap- 
propriation for the MVD (Ministry of Interior), better known as the 
NKVD, is likewise to be considered an item of the defense against the 
external rather than the internal enemy. Tractor prices were raised 
greatly in 1944 and subsequent years—-in the midst of policy of un- 
changed prices of producers’ goods. Since tractors are to a large extent 
produced by the same factories as produce tanks, there is a probability 
that a certain compensation was provided in this way for the severe 
cut in prices of tanks during the war. This would of course imply that 
“defense” expenditures are also found under the appropriations for 
agriculture. There is a possibility that the expenditures for military 
hospitals, sanatoriums, etc., are covered from general appropriations 
on health services. Hence, in addition to expenditures earmarked in 
the budget for defense, the following expenditures serve the same 
purpose: 

a. Part of the expenditures on the NK VD; 

b. At least such expenditures on durable goods of defense character 
as military airdromes, barracks, etc., which would be covered from 
the military budget in the United States; 

c. Veterans’ help; 

d. Expenses on military schools, financed from the appropriation for 
education; 


e. Possibly items in appropriations for agriculture, health services, 
and so on. 


In addition to the considerations stated on page 852, an important further reason 
for this is that the writer cannot decide how the defense expenditures were prevented from 
rising by more than 19.3 per cent from 1948 to 1949, in the face of the great increases 
in prices of producers’ goods and freight rates. While the armed forces buy large amounts 
of civilian goods greatly enhanced in price in 1949 and must also pay much higher rates 
for transportation, they gain little, if anything, from the cut in the prices of consumers’ 
goods. One cannot help thinking that with an increase in appropriation of only 19.3 
per cent, the armed forces could not have paid for armaments prices raised even remotely 


hs much as the prices of producers’ goods. But the writer hesitates to proceed on the 


sumption that the prices of armaments did not share in the great 1949 boost at all or 
re raised but little. 
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Only the defense expenditures so earmarked are considered in the 
subsequent analysis. 


All new investments in 1948 amounted roughly to 91 billion rubles:** 


TABLE IJI.—INVESTMENT IN 1948 


State investment in fixed capital 66.2 

State investment in variable capital 15.06 

All other, including investments by collective farms 10.0 
Total 91.2 


2 A. Zverev (the Finance Minister), “State Budget of the 4th Year of the Postwar Five- 
Year Plan Period,” Planned Economy, 1949, No, 2, p. 32. Unfortunately Zverev failed to 
state whether the figures covered all investments into fixed capital or the so-called centralized 
investments only, but since in his 1947 budget report Zverev mentioned that the investments 
as stated by him were the centralized ones, and did not repeat this qualification in his 1948 
and 1949 reports, it is assumed here that the goals for capital investment of the reports for 
1948 and 1949 were such for all capital investments. This, of course, is by no means certain. 

b Estimated. The Plan for 1948 called for an increase of 17.1 billion rubles. See Zverev’s 
report on the 1948 budget. ` 

e Estimated. 


Figures for total investments are in circulation which exceed those 
shown in the tabulation considerably more than by the subsidies, by 
which they have to be higher. Aside from some other improper items, 
those estimates include in capital investments a great volume of subsi- 
dies which should properly be charged to defense. 

The 1949 budget gave the 1948 expenditures on the armed forces as 
66.3 billion rubles. All so-called “social-cultural” expenditures from 
the 1948 budget were Stated to have amounted to 105.6 billion rubles, 
of which 55.1 billion rubles were on education.*® Thus, ruble for ruble, 
the expenses on “education” were close to those on “defense.” 

All the above figures are in current prices and will now be converted 
into 1926-27 prices. It can not be emphasized too strongly that these 
conversions can not be made exactly. Yet they are based on an extensive 
price material** and may very well reflect a proper general order of 
magnitude. 

For the state investments into the fixed capital, 3.1 is used as the 
coefficient, by which the 1948 fixed investments in current prices are 
to be divided to obtain the same value in 1926-27 prices. The f.o.b. 
prices of building materials produced by the centralized state industry 
in 1948 were only about 2.5-fold those in 1926-27. But the cost of all 


1 All investments rather than those financed from the treasury are considered here; the 
latter constitute the bulk of them anyway. 


“A, Zverev, “State Budget of the 4th Year of the Postwar Five-Year Plan Period,” 
Planned Economy, 1949, No. 2, p. 48. 


“The material will be published in the Essays on the Soviet Economy now in preparation. 
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principal building materials to the building organizations at the place 
of construction was about 3.75 times as high as these. At first glance, 
one would expect the cost of construction as a whole to have risen dur- 
ing the Plan era more than the cost of building materials to the con- 
struction organizations, in view of the much greater rise in the cost of 
labor. But this is not the case. Construction costs were exorbitantly 
high in 1926-27 (with 1913 = 100, the index of construction costs stood 
at 270) and considerable savings in material and labor could have been 
effected in subsequent years; part of the savings, it is true, was achieved 
by quality deterioration. The cost of construction as a whole to the state 
is assumed to have risen 3.5-fold from 1926-27 to 1948. 

Machinery other than farm machinery also was very expensive in 
1926-27. As with the building-material industry, the machinery indus- 
try was heavily subsidized in 1948 both directly and indirectly by way 
of provision of subsidized raw materials at low prices. The price in- 
crease of machinery from 1926-27 to 1948 is assumed to have been 
2.2~-fold. 

The combination of the 3.5-fold increase in construction costs and 
2.2-fold in machinery yields the 3.1-fold increase of the costs of state 
investment into fixed capital as a whole—a figure which on first glance 
strikes one as queer. With much larger coefficients used for converting 
the other two items of investment (see Table IIL), the conver- 
sion rate for all investment becomes equivalent to 3.8. 

So far as I am aware, nothing is officially disclosed about the composi- 
tion of the expenditures on the armed forces. With reference to the 
prices of armaments, definite evidence exists only of a cut in these 
prices to less than half during the war. It is, furthermore, reasonably 
certain that the prices of munitions, once reduced, were not raised 
again—at least until the end of 1948. It seems also certain that the 
armed forces are fully or largely relieved from payment of turnover 
taxes, but the exact extent of this relief unfortunately cannot be estab- 
lished. | 

While the personnel of the Soviet armed forces is large (commonly 
estimated at 4,000,000), the expenditures on its wages and, because of 
exemption from most or all of the turnover tax, on its upkeep are rela- 
tively small. They may be roughly estimated at 10 per cent each of the 
total expenses earmarked for the armed forces. Most of the balance, 
and consequently close to three-fourths of the total, is expended in the 
markets where the ruble has high purchasing power, namely on arma- 
ments that are classified as producers’ goods in the USSR, and on trans- 
portation.*® 


** Motor fuel is expensive in the USSR, but most of its price is tax and it is to be 
assumed that the armed forces do not pay this tax. 
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On the basis of official data, it is clear that armaments before the war 
were rather expensive in terms of the so-called “unchangeable 1926-27 
prices,” by comparison with the prices of producers’ goods to which 
they belong in the Soviet classification" The official plan for 1941, 
which has become available only recently, shows that armaments were 
expensive also in actual or current prices before the war.” But the pre- 
war prices of armaments were cut to less than half during the war.** It 
appears reasonable to assume that after those cuts armaments became 
substantially cheaper than comparable producers’ goods. 


TABLE LV.-—~EARMARKED “DEFENSE” EXPENDITURES IN 1948 


Current 1926-27 Conversion 





Ttem Rubles Rubles Factor 
Pay 7.0 0.63 11 
Upkeep 7.0 0.7 10 
Various expenses 7.0 0.7 10 
Armament and freight transportation 45.3 15.1 3 
Total 66.3 Af od 


The 1948 defense budget was scheduled with a reduction from 66.4 
billion rubles to 66.1 billion rubles, Zverev in his report did not neglect 
to emphasize that at comparable prices the decline would have been 
equivalent to 2.5 billion rubles. In a similar way the 1947 budget report 
claimed that the defense expenses would have gone down 17.4 billion 
rather than 5.6 billion rubles (the scheduled decline), unless the food 
prices and the pay of the men in the armed forces had increased. These 
facts leave little doubt that, if some other price increases had affected 
the defense budget of postwar years, the budget reports would not have 


**Such data are, for example, the impossibly large value of the total industrial output 
in terms of “unchangeable 1926-27 prices” during the war years, and the great drop in 
the value of the total industrial output in those prices from 1945 to 1946, which accom- 
panied the great shift from armament to civilian production. 


1 According to the plan, the output of the defense industries was to amount in 1941 to 
31,880 million rubles at “unchangeable 1926-27 prices” and to 40,300 million rubles at 
current prices. 


8 N, A. Voznesenskii, then President of the Gosplan, said that the prices of the war 
industries declined by 28 per cent to 1942 (War Economy during the Patriotic War, 
Moscow, 1947, p. 127). According to A. Zverev, the Soviet Finance Minister, the prices of 
military equipment delivered to the front were reduced to less than half during the war 
(“Soviet Finances and Socialist Construction in the USSR,” Finances of the USSR for 
30 Years, [Moscow, 1947], p. 70). K. Plotnikov specified that the decline to less than 
half occurred in the war years through 1944 (The Budget of the Socialist State [Moscow, 
1948], p. 252). Sh. A. Turetskii ([mtraindustrial Accumulations in the USSR [Moscow, 
1948], p. 134) spoke of “a 2-3 fold cut in prices of the principal types of war techniques.” 
See also A. Kursky, The Planning of the National Economy of the USSR (Moscow, 1949), 
p. 187. 
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failed to mention the fact. There is a reasonable certainty that the 
writer goes too far in using for armaments and similar items of the de- 
fense expense with low conversion factors, such as freight rates, the 
conversion factor 3 from 1948 to 1926-27 prices. So reasoned the 
deflations of the 1948 expenses on the armed forces to 1926-27 prices are 
made (in billion rubles) in Table IV. 

The expenses on education consist of wages to a considerable extent. 
Part of the balance is spent in the markets where the ruble has high 
purchasing power, as on coal and electricity; another part is spent in 
markets of medium purchasing power, as on professional clothing; and 
part is spent in the markets where the ruble has low purchasing power, 
as on foodstuffs. A conversion factor of 10 is used to reduce all 1948 
expenses on education to the 1926-27 level. Wages alone would have 
to be deflated with the factor 11 and possibly with an even larger one 
because in prewar years for which data are available the average wage 
of the personnel in educational services was increasing more sharply 
than the average wage of all wage earners. 

Hence the analysis yields the following results for the new invest- 
ments and expenses earmarked for “defense” and education in 1948 
(in billion rubles): 


TABLE V.—THREE EXPENDITURE ITEMS IN 1948 


Tem Actual Defiated to 
Expenses 1926-27 prices 
New investment 91.2 24.2 
“Defense” 66.3 17.1 
Education 55.1 5.5 


The expense on education is reduced from a figure not much below 
that on “defense” to a figure only one-third of it. If the expenses on 
“defense” shown under NKVD, new investments, education, and other 
items are considered, the total of such expenditures turns out to have 
been in 1948 more than 4-fold those on education proper. But the edu- 
cational expenditure remains high even after the expenses on propa- 
ganda, military schools, and other extraneous matters are eliminated. 
Only taxes such as those of 70-80 per cent of the wholesale price on salt 
can put into the hands of the state the means to expend so much on edu- 
cation in as poor a country as the USSR—-over and above the huge 
expenses on investment and “defense.” 

In terms of prices and wages in the United States, the 1948 expenses 
on education, relative to those on investment and “defense” would be 
much higher than in terms of 1926-27 prices, in view of the large pro- 
portion of wages in the item education and the high wages in the United 
States, relative to the costs of investment goods and armaments. In terms 
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of 1948 ruble prices and wages adjusted for turnover taxes and subsi- 
dies, the difference between the cost of education on the one hand and 
investment and “defense” on the other might have been even greater 
than in terms of 1926-27 prices. The huge difference between those cost 
groups is clear without much analysis. Of what the state paid to the 
teachers, it got a lion’s share back in the form of turnover taxes. The 
real costs of investment and especially of “defense,” on the other hand, 
were much higher than those shown in the budget and other accounts, 
owing to the large direct subsidies to the respective goods and indirect 
ones to the materials of which they were produced, to the tansportation 
system used mainly for them, and so on. 


THE UNITED KINGDOM AFTER DEVALUATION 


By MARGARET HALL* 


A depreciation of one of the major currencies of the world by as 
much as thirty per cent obviously creates a new situation in which large 
structural changes might be expected and eleven months is a very short 
time in which to discern the new pattern. The invasion of South Korea 
and the new proposals of the British government for a renewal of 
Mutual Aid make it interesting and important to evaluate the viability 
of tbe United Kingdom after the devaluation of sterling. 

Since the end of the war, people in the United Kingdom have had the 
sensation, from the economic point of view, of walking a tight rope, or 
of walking near the edge of a precipice or whatever analogy best implies 
the feeling that some external change, a push from the outside world, 
might produce an unmanageable situation domestically. 


Early Phases of the Dollar Problem 


For some time there was disagreement over the character and the 
depth of the precipice. The “Fuel Crisis,” February 1947, and the 
“Convertibility Crisis,” July 1947, clarified this issue. The most serious 
effect of the breakdown of fuel supplies was the loss of exports it in- 
volved. The attempt in July, 1947 to carry out the terms of the Loan 
Agreement by the introduction of full convertibility of sterling caused 
a run on the pound, largely fed from the sterling balances, and the 
exhaustion of the U.S. line of credit had brought the United Kingdom 
within one month of the total exhaustion of its gold and dollar reserves. 

The dominant feature in British thinking prior to the devaluation of 
sterling in September, 1949 was the dollar gap. The precipice was the 
danger of being unable to lay hands on sufficient gold and dollar ex- 
change to finance necessary imports from the western hemisphere. The 
imports were necessary (a) to provide sufficiency of raw materials to 
maintain full employment and (b) to provide a sufficiency of food 
imports to avoid a domestic inflationary spiral: It was felt that the 
demand for increased money wages would have been irresistible in the 
face of widespread increases in the price of food. The official policy of 
“switching” from dollar to non-dollar sources of imports, so actively 


* The author is a fellow of Somerville College, Oxford University. This paper was presented 
as a lecture at Stanford University in August, 1950. 
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pursued since devaluation, was only carried out gradually earlier 
partly because the flow of world production outside the western hemi- 
sphere had not yet been resumed; partly because the United Kingdom 
was not sure how far the policy of “non-discrimination” to which it was 
committed under the financial Agreement proscribed such a policy of 
switching; but primarily because it did not, until the convertibility 
crisis, take the “dollar gap” sufficiently seriously. 

What was the situation on the eve of devaluation? By 1949, con- 
siderable success had been achieved in the problems of reconstruction. 
By December, 1948, the volume of exports had risen to about 150 
per cent (old index) of the 1938 level and was thus approaching the 
target of a 175 per cent increase over prewar which was considered 
sufficient to offset the wartime loss of investments and to meet new 
indebtedness. It had been found possible to keep full production with 
a smaller volume of imports than prewar, partly by consumer rationing 
and partly by reducing timber and paper imports. 

Thus the country was, by December, 1948, for the first time in the 
postwar period in over-all balance on its foreign account. It was not, 
however, in equilibrium on foreign account, since this would imply that 
a sterling asset was just as good as a dollar debt and it was the fact that 
this was not so which constituted the dollar problem. What was ex- 
ported to the sterling area, even where physical imports were received 
in full in return for these exports, did not enable the country to replace 
the necessary dollar imports. Considerable repayments (at least £300 
million out of about £3,650 million) had been made of the sterling 
balances and, though they were still formidable, they were proving less - 
of drain than had been expected. The repayments referred to above 
were, indeed, only made possible because of the amounts received from 
America, but part of this had been passed on and was thus improving 
the long-term outlook. 


The Domestic Economic Situation 


Meantime, full employment, which had been a primary objective of 
the Labour government, was revealing great advantages as well as some 
disadvantages. 

The advantages were that production maintained a steady and rapid 
rise which seemed to be due partly to the confidence both of employers 
and workers that there would be jobs and markets for all who were 
even moderately efficient. This overcame the tendency to restrictive 
practices both by labour and management which had been such a fea- 
ture of the interwar period. At the same time, the high level of invest- 
ment in itself led to a steady improvement in plant and machinery and 
this, in turn, strengthened the growth of output. Industrial production 
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was, in 1948, 21 per cent above the level of 1946 and somewhere about 
the same level above 1938. In addition, though there was room for a 
further redistribution of labour, it appeared that the paralysing effect of 
full employment on the mobility of labour, which had been predicted, 
had not shown itself: There was a high (almost too high!) degree of 
intraregional mobility of labour: inter-regional mobility was low but 
this was attributable directly to the housing shortage: itself the out- 
come of full employment incomes plus rent control plus the absence of 
new construction during the war. 

The main disadvantage of full employment was associated with a 
marked tendency towards inflationary pressure. In early 1949, though, 
it began to look as though the disinflationary process set in motion by 
the Cripps Budgets was bringing the system into balance. Production 
had recovered; the period of Daltonian Ultra-Cheap money had been 
terminated in late 1947; the pressure of wartime accumulations of 
liquid assets had become manageable. 

At this time, then, economists and politicians alike were disposed to 
overlook an underlying and chronic weakness of the U.K.’s economic 
position. Domestically, this weakness was that the introduction of ex- 
tended social services in the face of the inflationary pressures, created 
by achieving a surplus on foreign account together with a rapid in- 
crease in investment, had brought taxation to levels much higher than 
had hitherto been considered possible in time of peace. Higher taxes in- 
duced further dissaving and there was, therefore, a danger of a vicious 
circle and of having in effect, reached the limits of taxable capacity. The 
proportion of the national product taken in taxes has risen to nearly 40 
per cent by 1949. Such was the character of the domestic weakness. 


The Dollar Problem in 1949 


The chronic problem on foreign account was, as noted above, the 
dollar gap. This was partly a supply problem and partly connected 
with the sterling balances and exchange control or convertibility. The 
supply problem came from the fact that the prewar pattern of produc- 
tion had not re-etablished itself. Trade with the iron curtain countries 
was difficult and uncertain. European production had not recovered to 
prewar levels. Production in the rest of the non-dollar world, notably 
the Far East, was also well below prewar levels. Thus the United King- 
dom apparently could not obtain the supplies necessary to maintain 
production without drawing largely on the United States and Canada 
and seemed unable to earn the dollars necessary to get these essentials. 
Marshall Aid in 1949 was declining but there were grave doubts about 
whether the need for dollars would decline at the same rate. The same 
problem in some form or other was noticed all over the non-dollar world 
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and this meant that anyone who held or could obtain sterling, preferred 
to have dollars. Thus a great variety of arrangements were made (the 
mechanics of the sterling area) to limit the use of sterling; the sterling 
area countries, which were allowed to convert sterling into dollars at 
will, had the same sort of strict governmental control over imports and 
dollar expenditure that were in force in the United Kingdom. Other 
countries were either entirely prevented from getting dollars for ster- 
ling or had gold points contained in bilateral monetary agreements 
which themselves led to restrictions by the United Kingdom on their 
sterling earnings. This very complicated system of exchange control 
and import restrictions which had been built up to buttress sterling was 
becoming increasingly difficult to enforce. 

It was in these circumstances that the inventory recession in the 
United States at the end of 1948 and the early part of 1949 took place. 
It showed how vulnerable the U.K. position was. It led first to a sharp 
fall in the earnings of sterling area primary products; then to a sharp 
reduction in U.K. exports to the United States and to a less extent 
to Canada; and finally to attempts to move capital from sterling hold- 
ings by running down working balances and other devices which caused 
a steady and growing fall in the U.K. reserves. 


Devaluation of Sterling and the State of Reserves 


It was in these circumstances that devaluation took place on Sep- 
tember 18, 1949. Devaluation stirred the country to the depths: it was 
a very unpopular act from which the personal popularity of the Chan- 
cellor of the Exchequer has not, in the short run, recovered. Subsequent 
events, however, may reasonably be said, as against those who held at 
the time of devaluation that it was in itself undesirable and was forced 
by the instability of U.S. capitalism and by unpatriotic capital move 
ments, to support the minority who held that the step was in itself right 
and proper from the economic point of view. A great international trad- 
ing nation ought not to allow itself to be shaken to its foundations by 
a slight puff of adverse economic weather from the United States or any 
quarter. While the United States will probably never again suffer a 
depression of the magnitude of the 1930's, it is also probable that this 
dynamic free enterprise economy simply does not think it worthwhile to 
submit to a degree of government intervention sufficient to eliminate 
periodic fluctuations of the kind that took place early in 1949. It follows 
that the United Kingdom had better dispose its economic affairs in such 
a way as to be able to sustain price and output movements of this order 
of magnitude in the United States. Anyhow, the events of 1949 finally 
convinced the government that the methods previously adopted to 
stimulate dollar earnings and dollar savings could not be successful 
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at a tolerable level of trade, given the existing relation between sterling 

and dollar costs. By devaluation that relationship was changed. 

In the year after devaluation, by far the most striking and welcome 
result of devaluation was that, at least for the time being, the “dollar 
gap” has been eliminated. The net gold and dollar deficit of the sterling 
area which was running at the quarterly rate of more than $1,000 mil- 
lion in 1947 and $420 million in 1948 rapidly yielded to the devaluation 
medicine. The sterling area deficit on dollar account was reduced to $31 
million during the last quarter of 1949, immediately after devaluation, 
and gave way to an earned surplus of $40 million in the first quarter of 
1950. The latest official statement on July 5 shows an earned surplus of 
no less than $180 million for the April-June quarter, 1950. I used the 
term earned surplus to indicate that Marshall Aid is not included. In 
the eleven-month period since devaluation, in addition to the above 
earned surpluses, the whole of the amounts received from Marshall Aid 
and from the Canadian credit during this period have been added to the 
Bank of England reserves. As a result, the reserves have risen from 
their low point just before devaluation, early September 1949, of 
$1,340 million, to $1,984 million at the end of March, 1950, and to 
$2,422 million at the end of this June. Thus, the level of the gold and 
dollar reserves at the end of this June, 1950, the latest published infor- 
mation,’ was almost as high as it was on V/J Day ($2,476 million 
December, 1945) and had returned to the level referred to by the 
Chancellor of the Exchequer as the “minimum safety” level, that is 
around $2,400 million. The United Kingdom, it was generally felt, had 
moved back from the edge of the precipice. 

It is difficult to exaggerate the degree to which absolute smaliness of 
the U.K. reserves of gold and dollars in the postwar period, by giving 
no margin wherewith to sustain short period dislocations (like the 
U.K. inventory recession early 1949), had contributed to the weak- 
ness of sterling in the postwar period. For example, at the rate of loss 
which followed free convertibility, in July, 1947, the reserves would 
have been completely exhausted in about one month. 

It should be borne in mind in this connection that the U.K. 
gold and dollar reserves are the reserves of the whole sterling area. 
When members of the sterling area earn gold and dollars, they deposit 
them in their central banks which, in turn, sell them to the Bank of 
England. The Bank of England acts as the banker for the sterling area 
members and will give them gold and dollars upon request. They have 


1 Figures for the third quarter of 1950 now show a sterling area earned surplus of $187 
million. This sum together with receipts under E.R.P. of $147 million gives rise to an increase 
in the reserves of $334 million for the quarter. The reserves now (September 30, 1950) are 
$2,756 million, showing a rise, since devaluation of $1416 million. 
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a right to use this reserve just as much as any depositor anywhere had 
a right to demand cash of his bank. It has been estimated that out of 
a total world visible trade of some £13,800 million some £5,000 million 
(36 per cent) is conducted in sterling. In the absence of an official esti- 
mate of the value of world trade in invisible items, it is thought 
that rather more than fifty per cent of this trade is conducted in ster- 
ling. These are the orders of magnitude involved in the use of sterling 
(on current account) as an international currency. The sterling bal- 
ances, blocked and unblocked, amount to about £3,350 million. The 
blocked or restricted balances, arising largely from unpaid war debts 
to members of the sterling area, at the end of 1949 amounted to about 
£1,350 million and the unblocked balances, mainly the working bal- 
ances of central banks within the sterling area system amounted to 
some £2,000 million. It follows from this that world holdings of sterling 
are much larger and subject to much wider short-term fluctuations than 
those of any other currency and that sterling is extremely sensitive to 
and sustains the first impact of any adverse movement in world trade. 
Moreover, the very fear, at any time, that the current parity of ster- 
ling cannot be maintained reduces the willingness to hold sterling as a 
reserve currency. Devaluation removed this fear, at any rate for the 
time being. 

It is, then, easy to understand the importance attached to the 
U.K. reserve. Correspondingly, it is easy to appreciate the exhila- 
ration felt in U.K. circles at the Chancellor of the Exchequer’s most 
recent announcement, July 5, 1950, that the sterling area gold and 
dollars reserves had risen by $438 million in the second quarter of 
this year (dollar earned surplus of $180 million in April-June plus 
Marshall Aid) and that they had risen by $1,082 million since their 
lowest level immediately before devaluation last September. 

The official explanations of these increases have been somewhat 
cautious. It is impossible, in the short period, to distinguish between 
capital and reserve items and to determine with any certainty to which 
of a number of factors all working in the same direction, to attribute 
the observed effects. It is clear that the reversal of the U.S. destocking 
movement and latterly the very high level of demand for sterling raw 
materials have substantially increased dollar earnings. Rubber and 
wool prices, for example, even pre-Korea, reached postwar highs, while 
tin, cocoa, jute and tea were all firm. It is also clear that the cut of 25 
per cent in the dollar imports of the whole sterling area, agreed in 1949, 
has been an important factor in reducing gold and dollar expenditure. 

Nevertheless, there have been a number of factors which give ground 
for belief that devaluation has had and is having some of the effects 
that classical theory would have forecast. 
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Competition in Third Markets 

On the whole, the British and American economies are competitive 
over a wide range—they are the two largest manufacturing countries 
in the world—and it would be expected that, in third markets where 
market imperfections, tariffs, etc., would have less preferential effects 
than in either of the countries themselves, such a large devaluation 
would have a marked effect. 

If the United Kingdom could reach a balance in third markets, the 
dollar problem would at once become less intractable. Since devalua- 
tion, the United Kingdom has ceased having to make gold payments to 
countries such as Belgium and Switzerland where there were gold points 
in the monetary agreements, and where there had been regular pay- 
ments before devaluation. It has always been recognized that if the 
United Kingdom could satisfy the South African market, it could earn 
gold from South Africa. No figures are available which show precisely 
what has been happening, but the situation in this respect is much 
improved. Devaluation has very much improved prospects in the Ca- 
nadian market which is of such vital importance to the U.K. long-term 
prospects; U.K. exports to Canada have risen very satisfactorily since 
devaluation and in May, 1950, reached record levels. If these continue, 
there should, from the U.K. point of view, be no more “Canadian prob- 
lem.” Furthermore, sterling area countries which had, prior to devalua- 
tion, experienced considerable difficulty in exercising administrative 
restraints on dollar imports in line with those enforced by the U.K. 
government, are now finding that U.K. exports are price competitive 
and this will reduce the pressure on U.K. (sterling area) gold and dollar 
reserves. The effect of devaluation on comparative prices has reinforced 
import policies decided in the summer months of 1949 and the proposed 
25 per cent cut in dollar imports in fact has been exceeded. 

Prospects in the U.S. market are very speculative and conflicting 
views are put forward. On the one hand, it is pointed out that British 
exports constitute a very small fraction of the whole consumption of 
the United States and that sales, in these conditions, should be very 
sensitive to price reductions. On the other hand, it is felt that U.S. 
internal policy is the ruling factor: first, that political considerations 
may, as in the case of rubber and shipping, become dominant in other 
commodities; and second, that the level of industrial activity will deter- 
mine this issue, both directly via the income elasticity of demand for 
imports and indirectly in so far as there is much less political objection 
to imports when there is general business prosperity. Any forecast 
would be nothing but guesswork: the facts are that U.K. exports to the 
United States have, since devaluation, recovered a good deal of the fall 
which took place after the first quarter of 1949. They are roughly at the 
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predevaluation level. It is clear that the expansion in volume required 
to earn the same amount of dollars after the reduction of dollar prices 
consequent on devaluation will be slow to achieve. Finally, devaluation 
has in many cases reduced the invisible outpayments measured in 
dollars: e.g., when an American earns dividends or film royalties in 
sterling, the United Kingdom has to find 30 per cent less dollars to 
finance the payment. : 

So much for the sterling area dollar problems. Though it would be 
rash indeed to say that it has been overcome, it is certainly much nearer 
to solution than seemed possible before devaluation. 


United Kingdom Financial Stability 


What about the impact of devaluation on the internal situation in the 
United Kingdom? The analysis here falls into two parts. First, devalua- 
tion, as part of the same process by which it stimulates exports worsens 
the terms of trade from the U.K.’s point of view. A worsening 
of the terms of trade (ratio of import to export prices) by, say, one 
per cent, involves the United Kingdom in the necessity of exporting 
goods to the value of an additional £20 million to secure a given volume 
of imports (one per cent of exports bill in 1950 of £2,000 million). De-. 
valuation caused a marked worsening of the terms of trade mainly due 
to the rise in raw material prices to their new dollar equivalents, food 
prices having shown little change in sterling except for wheat which is 
a dollar commodity owing to world dependence on the United States 
and Canada. In the early post-devaluation period, the effect of devalua- 
tion was imposed on and thus concealed by a downward trend for 
primary product prices generally, partly due to long-term recovery in 
production and partly due to weakness in U.S. markets. Since then, 
however, the prices of primary products have begun to move up again 
and the terms of trade to deteriorate for the U.K. The official index of 
import prices (1947 == 100) was 132 in June, 1950, compared with 119 
for export prices. Prior to devaluation, September, 1949, the former 
showed 110 and the latter 113. 

The essential problem for any country which hopes to correct its ex- 
ternal situation by devaluation is whether it can maintain the cost ad- 
vantage which it thus secures. In the case of the United Kingdom, this 
is mainly a question of its cost relation to the United States and Canada, 
since there is little seriously wrong in relation to other countries. Wages 
in the United States seem to be still tending upward, at any rate when 
the costs of pensions and other benefits are taken into account, and the 
disposition to administer prices except in case of world war is highly 
problematical. No one can be sure how long-run trends will go either in 
the United States or in the United Kingdom. But, in the short run, this 
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is the most serious of the U.K. problems today. Devaluation works 
by worsening the terms of trade: this imposes an apparent sacri- 
fice on the country which devalues its currency. I say “apparent” be- 
cause, by hypothesis the United Kingdom was out of equilibrium be- 
fore. The alleged sacrifice consists of paying for what the country was 
previously getting by gift or loan or of worsening its international in- 
vestment position together with paying more of its goods than before 
for what it was previously paying for. Its money does not buy as much 
as before. 

This is showing itself in the United Kingdom in a rising cost of 
living. It is rising slowly but steadily. A great deal has been written on 
the degree of inflation in the U.K. economic system, and opinion, both 
academic and political, is divided. In fact, the nature and problems 
of a full employment economy are not yet understood. The statistics 
are admittedly still very imadequate but even if they were much 
improved, it would still be possible to argue about the interpreta- 
tion to be placed on them. There can be little doubt that there has been 
and still is some degree of inflation in the British economic system and 
that an upward pressure has been added by devaluation. The prob- 
lem is, at any time, to say how much it is and how harmful it is and 
it would be particularly useful if those who discuss the matter would be 
clear about: (a) the level of unemployment which they consider to be 
consistent with their definition of equilibrium, (b) the level of exports 
at which they are aiming. 

Looking at the obvious evidence, internal prices, as measured by the 
official interim index of retail prices which had, on the whole, been fairly 
steady for nearly two years with something of an upward trend, is, post- 
devaluation, likely to rise at least four points during 1950 from the 
devaluation level of 112. If the terms of trade get any worse, this rise 
may be even greater. As a measure of inflationary pressure, of course, 
it would be necessary to eliminate the effects of taxes, subsidies and im- 
port prices. But I am regarding the index from a different point of view: 
There is in some cases a contractual and in many more a conventional 
relationship between wages and the retail price index in the United 
Kingdom. The wartime price stabilization policy, which was found to 
be so effective, was based upon the stabilization of the official cost of 
living index by subsidies and price control and rationing, in return for 
which organized labour voluntarily undertook not to press for general 
wage increases. This relationship has prevailed in peacetime. So far, 
wages have not increased at all since devaluation. This is the most 
extraordinary achievement in postwar Britain: it is the only period 
since 1945 when there has been no wage movement for nine consecutive 
months, and this, in conditions of full employment, when there is little 
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incentive or power among employers to resist wage movements is almost 
a miracle. It has been entirely due to the voluntary restraint of the trade 
unions, partly because they did not wish to embarrass the Labour gov- 
ernment and partly due to a genuine desire to carry out their share of 
the national effort. It is fair also to remember that they have had great 
advantages in security and social services in the last five years and that 
they are anxious to make the system work. 

There has, however, in the last months been increasing pressure for 
an end to the voluntary wage freeze. If voluntary restraint on wages 
goes, so also will the voluntary limitation of dividend payments which 
has been an invaluable damper on the inflationary forces. To take an 
example: After devaluation, the business of exporters of products for 
which the foreign demand was inelastic was enormously profitable but 
in the case of corporations, this increment of profits did not enter the 
income stream, because companies had agreed, at the insistence of the 
Chancellor of the Exchequer, not to distribute dividends in excess of 
those distributed in a base period in 1948. The voluntary limitation of 
wages and the voluntary limitation of dividends are politically insepa- 
rable and the signs are that both are now in jeopardy. Whereas one 
round of wage increases might actually help as it would improve the 
terms of trade but would not be sufficient to compromise the advantage 
of the devalued costs; if those voluntary controls were removed, prices 
would almost certainly rise too and thus an upward spiral might be set 
off which would ultimately neutralise the good effects of devaluation. 

A succession of devaluations of sterling would quite change the inter- 
national position of sterling and of the United Kingdom and, though 
one cannot be sure what would happen, almost everyone in Britain 
thinks that the result would be disastrous. Against this, the main hope 
is the increase in production. Unless output increases fast enough to 
allow of an offsetting to thefall in real wages, consequent upon devalu- 
ation, the upward pressure may break loose. Production is still rising 
fast: For the first six months of 1950 the index of industrial production 
was almost ten points or about 71⁄4 per cent above that of the first six 
months of 1949. This is about twice as much as was officially predicted 
and corresponds to growth in the Gross National Product—at constant 
prices—of over four per cent. In fact, the good effects of full employ- 
ment and investment are still being felt and, in this connection, impor- 
tant mention should be made of the benefit of American technical ex- 
perience which is being transmitted by the Anglo-American productivity 
teams and by ECA activities in general. The postwar increases in pro- 
ductivity have, so far, been taken up from the point of view of their 
disinflationary impact, by improving the foreign balance and by in- 
creases in investment and in government expenditure. 
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Unless the terms of trade deteriorate further, not much more re- 
sources should be required, in the face of the over-all balance already 
achieved, to keep the foreign account in equilibrium. Gross investment 
in fixed capital assets is already absorbing nearly one-fifth of the na- 
tional product and is likely to be held down to that level by financial 
means, the limitation of capital issues and the official inspiration of the 
commercial banks’ policy on granting advances, and by the licensing of 
building. The main question is government expenditure. Tax levels have 
remained high: about 40 per cent of the gross national product is taken 
in taxes and this must be very near the limits of taxable capacity (which 
had previously been held in academic circles to be more nearly 25 per 
cent), Will the progressive increase in government expenditure now 
be checked? The Health Service has up to date been the biggest strain. 
A progression of supplementary estimates have been made and financed 
until the London Economist estimate that the total net cost to the tax- 
payer of the health services in 1949 was £385.5 million. Whether this 
expenditure was stabilized was the crucial question—before Korea! 


The Current Position 


Now the spectre of defense expenditure dominates the scene. What 
difference has the invasion of South Korea made to the picture of the 
U.K. post devaluation? 

The government has already (August 20, 1950) obtained an addi- 
tional £100 million for defense purposes. This jeopardises budgetary 
equilibrium not because, in my view, it would be technically impossible 
to increase the money yield of indirect taxes but because if this were 
done, the consequent increase in living costs would jeopardise the vol- 
untary restraint in wages and dividends. Secondly, the commodity 
markets have reacted vigorously to the extension of war. The price of 
tin has shown a spectacular rise and so has the price of rubber and, 
while these rises are favorable from the point of view of the sterling 
area dollar problem, they are unfavorable from the point of view of 
the U.K. financial stability (which is a related problem) in so far as 
they worsen the U.K. terms of trade and require a larger quantity of 
U.K. resources to balance the foreign account. Although exports in 
the first six months of 1950 were about 11 per cent above the previous 
year (volume), because of the worsening of the terms of trade, the 
United Kingdom is only just remaining in foreign balance. Pre-Korea, 
the budget was designed to accommodate, without inflationary results, 
a surplus on foreign account of $50 million. The budget was in fact 
securing equilibrium. Unemployment was moving on the same seasonal 
pattern as the previous year, full but not overfull employment, accord- 
ing to the very tight criteria applied by the British government. The 
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unemployed averaged, in 1950, 322,000 (1% per cent of the insured 
employees) which was largely the same as in 1949 (308,000). The 
number of unfilled vacancies after falling continuously from mid- 
1947 to the end of 1948 rose during the first half of 1949 and has 
since declined. Prices and wage indices do not provide a very useful 
test as they are governed by the institutional factors referred to above. 
The most reliable evidence of inflationary pressure is the state of the 
internal market and then, pre-Korea and post-devaluation, the situation 
seemed somewhat less inflationary than it had been the previous year. 

The United Kingdom was moving in the right direction. There were 
more goods in the shops; inventories were rising; point rationing of 
canned foods, etc., was ended; also gasoline rationing and steel alloca- 
tions. Furthermore, there was a continuing shift away from some types 
of expenditures (beer, entertainment, travel) as other types of goods 
became more plentiful (clothing, food) which is what would be ex- 
pected of a situation in internal financial balance but with output 
getting more adjusted to consumer needs. 

The final conclusion is that the British economy was moving fast 
towards economic equilibrium, both external and internal, after and 
partly as a consequence of the September, 1949 devaluation of sterling 
but that even before the invasion of South Korea it was tightly strained. 
Now, the increased expenditure on defense together with a worsening 
of the U.K. terms of trade may well jeopardise the finely adjusted 
domestic equilibrium and produce inflation at home and a return to 
insolvency on foreign account. 


UNITED NATIONS REPORT ON FULL EMPLOYMENT* 


By Henry C. WALLIcH* * 


In the summer of 1949, when the decline in the United States income had 
been creating widespread fears that a major depression might be impending, 
the United Nations invited a group of five leading economists to prepare a 
report on measures to achieve full employment. The five experts (John 
Maurice Clark and Arthur Smithies of the United States, Nicholas Kaldor 
of England, Pierre Uri of France, and E. Ronald Walker of Australia) have 
deserved well of the economic profession in putting forth proposals that effec- 
tively refute familiar allegations regarding the ability of its members to reach 
agreement. They are to be congratulated on having avoided empty talk about 
full employment and on having endeavored instead to produce, at what then 
seemed a critical moment, a concrete program of action that sharply illumi- 
nates the practical difficulties of the employment problem. The fact that the 
economic weather has once more turned about does not detract from the 
scientific merits of the report. 

The resolute procedure of the authors naturally has imposed limitations 
and simplifications, all the more so because they were working under great 
pressure of time. The report does not pretend to be a systematic study of the 
causes of business fluctuations. Nor does it claim to offer a solution to all 
types of unemployment under all circumstances. For five authors whose pub- 
lished work reveals marked differences in approach to reach a common de- 
nominator, compromises in analysis and recommendations have been neces- 
sary. As far as the analysis is concerned, the search for common ground seems 
to have led to an emphasis upon aggregative methods and de-emphasis of 
qualitative elements. In the drawing up of the recommendations, the need for 
a common positive program seems to have weighted the scales in favor of 
fiscal policy measures. These two themes recur throughout the analytical and 
the “action” parts of the report. 

At the outset, the authors define three main categories of unemployment. 
The first is that which results from a lack of complementary resources—ma- 
chinery or raw materials. The second is the unemployment arising from 
normal labor turnover, seasonal conditions, declines in particular industries, 
and technological changes, in so far as such unemployment cannot be reduced 
by a high level of effective demand. The third is that engendered by the 
instability and insufficiency of effective demand. It is only the third type of 

* National and International Measures for Full Employment. U. N. pub. 1949. II. A 3. 
(New York, Columbia Univ. Press, 1940.) S 
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unemployment with which the authors regard themselves required to deal. 
This limitation is explained by the historical background of the United 
Nations Full Employment Pledge, and by the circumstances motivating the 
report. z 

These specifications are significant in two respects. They point out the 
approach that the analysis and recommendations are to take and they cir- 
cumscribe the range of countries and situations where either will be applicable. 
By excluding the unemployment due to lack of complementary resources, the 
authors eliminate from their purview many underdeveloped countries.* Elimi- 
nated by implication, for the same reasons, are countries like Italy and prob- 
ably Western Germany, whose populations have run ahead of industrial em- 
ployment capacity. Eliminated finally, are the countries of Western Europe 
under the conditions in which they would have found themselves if there had 
been no Marshall Plan and if consequently they had been unable to main- 
tain essential imports. The primary emphasis of the report, therefore, is upon 
unemployment in industrial economies subject primarily to internally gen- 
erated fluctuations, chief example of which is the United States. 

The analysis of the factors determining the level and changes in economic 
activity is a lucid though highly condensed statement of the aggregative ap- 
proach. Effective demand is determined by the interaction of investment, 
government expenditures, and exports with the complementary variables sav- 
ing, government revenues, and imports, the two sets of variables being 
governed by decisions to a considerable extent independent of each other. 
Effective demand in turn determines employment. There is no reason to 
assume that the level of effective demand at which balance is achieved will 
automatically be one that is sufficient for full employment. Fluctuations in 
effective demand are due principally to fluctuations in investment, which start 
off the generally well-understood cumulative processes of expansion and con- 
traction. The origin of the investment fluctuations themselves is to be sought 
partly in self-generating factors—capital equipment increasing more rapidly 
than investment opportunities—and partly in active disturbing factors, such 
as inventions, wars, and social or political change. 

It is obvious that the eight-page analysis summarized in the preceding 
paragraph does not represent all that the five authors would individually like 
to say on the domestic aspects of income determination and business cycles. 
They refer to it as a “drastic simplification.” But the fact that it is at this 
particular level of generality that they encountered common ground deserves 
attention. The character of the aggregative approach itself is purely formal. 
There are endless classifications for the economist to choose among in particu- 
larizing about or summarizing the forces that operate in the economy. If he 
decides to summarize them under the headings of investment, saving, and 
consumption, he has selected an aggregative approach that is both ele- 
gant and manageable. But this approach does not really commit its users 
as to their fundamental beliefs about the nature of the forces that underlie 

*The specialized problems of underdeveloped countries are to be treated in another 


forthcoming study by the United Nations. Underdeveloped countries, however, receive 
important consideration in other sections of the report. 
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the summary concepts of investment, saving, etc. For some, these aggregate- 
magnitudes may seem to be determined by so variegated a multitude of vir- 
tually random causes that it would be useless to try to go far behind them, 
Those holding this view will be inclined to treat the aggregative approach 
less as a summary statement of a variety of analyzable facts than as the core 
of the analysis itself. Others may believe that the causes lying behind invest- 
ment, saving, and consumption are sufficiently clear-cut to be isolated con- 
` ceptually and controlled by policy. To them, the broad aggregates will merely 
be a shorthand method of referring to the results brought about by price-cost + 
relations, special situations in particular industries or geographic areas, 
monopolistic practices, and the like. 

Considerations of this order seem to have prompted Professor Clark to 
append to the report his separate concurring statement. The other authors 
have expressed general agreement with his statement. They, too, evidently 
are not wholly satisfied to accept the aggregates as the ne plus ultra of their 
analysis. The difficulty is that in the not yet adequately surveyed area beyond 
there are no fixed points of agreement. We know perhaps some of the main 
factors to be studied—competition, incentives, liquidity, wage rates, tech- 
nology. But we do not know how strong each of them is, and in some cases— 
as in that of wages—we do not even know in which direction a change would 
push the economy. Everything seems to depend upon the particular circum- 
stances of each case; the quantitative results of policy action are completely 
uncertain, and all judgment becomes qualitative. In a brief teport like the 
present one, it would have been very difficult for five authors to arrive at gen- 
eral statements on these matters capable of being translated into policy 
recommendations. 

The analysis of the causes of unemployment is,‘ollowed by equally clear- 
cut recommendations. They all center upon the achievement and maintenance 
of sufficient effective demand. Two main approaches are suggested. Oné is 
the control of investment, through fiscal and monetary measures designed to 
stabilize private investment, or through compensatory variation in public 
investment, The other is the stimulation and stabilization of consumer de- 
mand, mainly through a variety of fiscal policy measures and perhaps through 
price controls aiming at a more even income distribution. For industrially 
advanced countries, emphasis on consumer demand is regarded as desirable, 
because stabilization of investment at the average level attained during a 
normal cycle would probably mean stabilization below the level required for 
full employment. 3 

These measures, together with the domestic effects of international measures 
(to be discussed later) and the action to be taken toward stabilizing the 
incomes of primary producers, are the salient features of a “continuing pro- 
gram for full employment.” This program is to be geared to a full employ- 
ment target to be fixed in terms of a given percentage (or range) of unem- 
ployment. Should a depression nevertheless overtake an economy so fortified 
and employment fall below the target, compensatory measures are to go into 
effect automatically. A cut in currently paid taxes (which might reach the 
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point of being converted into subsidies) is regarded as preferable to a variable 
public works program, because of greater flexibility. 

These proposals did not call for pioneering work on the part of the authors, 
but merely for a judicious selection from among a variety of remedies 
frequently proposed in recent years. The authors’ choice, however, was 


‘determined obviously by the nature of the preceding analysis. It is here that 


the concealment of underlying differences through the “formal” character 
of the effective demand analysis begins to cause trouble. Those who treat the 
aggregates of investment, saving, and consumption as the focal points of their 
analysis beyond which it is unprofitable to go, naturally incline toward 
quantitative remedies operating directly upon effective demand. In practice, 
such remedies will probably turn out to be fiscal policy measures. Those 
others who use the effective demand analysis only as a shorthand method, 
and who focus their interest mainly upon the determinants of saving and 
consumption, would probably wish to see fiscal policy measures accompanied 
—not of course replaced—by action operating upon these determinants. This 
would involve measures affecting the price-cost structure, competitive condi- 
tions, and special situations in particular industries and localities. All these 
measures, however, must be blanketed under the term “qualitative” because 
their quantitative effectiveness is uncertain. Recommendations of this kind 
would not follow very clearly from the aggregative analysis upon which 
the report is based, and could not, in the present state of our knowledge, 
be made sufficiently clear-cut to fit into a positive program of action applica- 
ble under diverse conditions. Therefore, at the policy level too, an aggrega- 
tive program of a fiscal policy nature emerges as the common denominator. 

Nevertheless this reviewer shares the concern expressed by Professor Clark, 
antl accepted in a general sense by the other authors, as to whether such 
heavy reliance can safely be placed upon fiscal policy for the achievement of 
the goals set forth in the report. The full employment target that the report 
asks each country to fix (a tremendous, political decision in any case) is a 
very ambitious one. It is argued that there has been a tendency to exaggerate 
the amount of frictional unemployment that is “inevitable” and that 2-4 per 
cent might be an appropriate range for an industrial country. Such employ- 
ment levels have been achieved in the United States only during wartime 
or under conditions of rising prices, as during parts of the years 1946-48. 
There is little doubt, of course, in the light of wartime experience, that a 
sufficiently large dose of effective demand injected into the economy would 
reduce unemployment to these levels. But to do this without engendering seri- 
ous inflationary pressures seems possible, if at all, only if the economic 
mechanism is functioning perfectly in all its parts. There must be no major 
structural maladjustments and no rigidities that are not being dealt with on 
an ad hoc basis, and no major technological changes must be in process. 

‘An attempt to soak up pockets of unemployment by expanding employment 
elsewhere is likely to run into difficulties reminiscent of a problem of long 
ago when our chief concern was the stabilization of the price level. If a 
particular sector of prices should decline owing to temporary conditions, 
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e.g., agricultural prices after a large crop, all other prices would have to be 
pushed up if a general price index were to be kept stable. Similarly, a decline 
in construction employment due to conditions particular to the industry would 
require an expansion of output and investment in all other sectors such as 
could not be maintained once the lagging industry recovered its balance. 

The authors have implicitly recognized this problem in connection with de- 
pression in the export industries. When unemployment occurs in these in- 
dustries due to a decline of foreign demand, it is to be combatted by measures 
specific to the industries rather than by an expansion of effective demand that 
would draw resources away from the export sector. It would seem that similar 
action as regards domestic industries should be considered ahead of an ex- 
pansion of effective demand whenever unemployment rises owing to such 
localized difficulties. 

The authors naturally are greatly concerned with the need to neutralize any 
inflationary tendencies arising from their measures. They are likewise con- 
cerned with the effects of their proposals upon the fiscal fiber of the country 
in view of the frequent deficits that may be entailed. With respect to the 
latter, they emphasize that the principle of weighing costs against returns 
from public expenditures is in no way abrogated by compensatory fiscal 
policy. The inflationary threat, which is the greater problem, is viewed as 
stemming from three sources: (1) excessive demand; (2) bottlenecks; and 
(3) pressure groups. Only where the first cause is operative is a reversal of 
the demand-generating measures recommended. The bottleneck problem is 
viewed as relatively unimportant in a peacetime economy. Pressure groups 
are to be dealt with ad koc, depending on their nature. If business is unduly 
increasing profit margins, these would be curbed by credit controls, by direct 
controls over inventories, or by selective price controls. If labor should try 
to push up wages ahead of productivity, the government, jointly with labor 
and management, might have to take “such action as would ensure” that 
any wage increases granted would not lead to inflation. In view of the various 
possible sources of inflation, no generalized or automatic measures against in- 
flation are proposed, such as have been recommended to meet deflation. Each 
government must be left free in the choice and timing of its own anti-infla- 
tionary weapons. 

An asymmetry thus arises between unemployment and inflation. Unemploy- 
ment (in excess of the target and under the circumstances here relevant) is 
regarded as invariably due to deficient demand and is to be attacked by meas- 
ures that work directly upon demand and come into effect automatically. In- 
flation is viewed as being the result of more specific causes that must be 
dealt with on their own terms, even though the effectiveness of these causes 
can ultimately be traced back to the high level of demand. We are thus left 
with a much stronger set of defenses on the unemployment front than on the 
inflation front. This is appropriate in the sense that in politically quiet times 
the major industrial countries have suffered more frequently from unemploy- 
ment than from inflation. Nevertheless, this very fact seems to show that 
these countries in so far as they have acted rationally, have historically pre- 

ferred the risk of unemployment to the risk of inflation. Moreover, since the 
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defenses provided against inflation include some direct controls, which are 
unpalatable to the United States per se, and which furthermore suggest the 
possibility that the final outcome might be a continuous state of latent infla- 
tion, the question posed here of how to reconcile stability, economic freedom, 
and maximum employment is an extremely serious one. 

The problem is only very moderately eased by the suggestion that an 
automatic device be employed for starting or stopping the compensatory 
mechanism. The mechanism is to be thrown into gear whenever rising un- 
employment has caused the employment target to be missed by more than a 
fixed amount for at least three months and is to be halted when unemploy- 
ment has been reduced below the target. The proposal is motivated by the 
recognition, which few economists would venture to contradict, that present- 
day forecasting methods are inadequate as a basis for anticyclical policy, and 
by the likewise plausible view that if such policy is left to day-to-day judg- 
ment, the scales will be weighted in favor of inaction. Hence, it would be un- 
fair to accuse the proponents of automatic devices of trying to substitute 
for the rule of reason the rule of thumb. Nevertheless, our experience with a 
similar set of “rules of the game,” those of the gold standard, should make 
us hesitate to put ourselves on an automatic full employment standard. There 
is no assurance that the policy indications given by the employment ratio 
will be any more accurate or well timed than those given by the gold reserve 
ratio, particularly during the interwar period. The danger of false signals 
will be particularly great in a period so full of false depression alarms as the 
last few years. i 

Moreover, the present emphasis on full employment is, in a sense, simply 
the extreme opposite of the gold standard—complete internal instead of com- 
plete external stability. Hence, even if we did, by an act of faith, formally 
subject ourselves to the dictates of the fully employed instead of the golden 
calf, we might merely find ourselves repeating our past experience of attempt- 
ing increasingly to by-pass or offset these dictates. The authors have opened 
the door to such developments by wisely providing that governments should 
have the power to disregard the automatic signals if circumstances warrant. 
That governments themselves would be quite reluctant to see their discre- 
tionary powers limited by automatic devices is fairly clear. 

Thus both on theoretical and practical grounds the conclusion emerges 
that the chances of conducting a compensatory policy as effective and well 
timed as the experts desire are rather small, at least in the United States. 
This suggests that, so far as possible, primary emphasis should be placed on 
What the experts refer to as “the sustaining program for full employment” 
and less on compensatory measures. Such an approach would also facilitate 
the application of the “qualitative” policies referred to above, whose chances, 
if any, of being made effective surely are those of the long run. 

We have been concerned so far only with the domestic aspects of the 
report. One of the greatest virtues of the document, however, is the manner 
in which it transcends the “closed economy” framework of the original 
Keynesian system and makes the international aspects of full employment 
an integra] part of the problem. Its recommendations in this field are largely 
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pioneering work. They rest on three main conceptions: (1) a multilateral 
trade structure; (2) an assured international flow of long-term capital; and 
(3) provision for meeting trade deficits of countries whose exports are hurt 
by depressions abroad. The multilateral trade structure is to arise from the 
cooperative projection and reconciliation of the anticipated trade structures 
of individual countries. The stable flow of international capital is to be based 
on announcements by potential lender countries of the expected level of their 
capital exports over the next few years. Any short-falls below these targets 
on the part of private investment would be made up by public funds. The 
financing of trade- deficits is to be accomplished through an ingenious scheme, 
elaborated in some detail, that would require a country whose imports fall 
because of failure to maintain full employment at home to make available to 
the affected exporting countries an amount of its currency equal to the drop 
of their exports. This would enable the latter to offset the decline in exports 
through compensatory internal expansion without the danger of having to cut 
imports owing to the short fall in their foreign exchange earnings. The scheme 
would forestall, however, the danger that was inherent in Keynes’ clearing 
union, that a country might step up its imports abnormally by simply permit- 
ting domestic inflation. The long-term capital plan would be handled by 
the International Bank, the plan for financing trade deficits by the Monetary 
Fund. 

About the specific proposals, innumerable questions could of course be 
raised. Granted the obvious advantages of a reasonably steady international 
flow of capital, one may wonder, nevertheless, whether a fixed capital export 
target is feasible for any country unless it has enormous foreign exchange 
reserves and a very strong balance of payments, and whether the International 
Bank would find it possible to employ and divide up the accruing resources so 
as to ensure economically sound investment. One may likewise ask whether 
the trade deficit financing scheme, despite its safeguards, would not interfere 
with the export incentives of deficit countries; how its administrative diffi- 
culties could be overcome; and whether it would not eventually turn into an 
enormous burden for the United States. In fact, the effect of these proposals, 
together with the very high employment targets set up earlier in the report, 
is to put the United States somewhat “on the spot,” to make it the most likely 
offender against the full employment code, and to require it to assume most 
of the international responsibility for the maintenance of full employment. 
But while the United States may be disinclined to assume these responsibilities 
specifically and deal with them in the forms proposed, the fact remains that 
the experts have pointed up key problems that must be handled in some 
manner. The report renders a great service in stressing that in a true world 
economy, full employment, like peace, is indivisible. 

This review has emphasized some of the difficulties that stand in the way 
of achieving full employment under “normal” conditions. In concluding, it 
seems appropriate to draw back a little from the immediate consideration of 
the problem and to view it in broader perspective. Today’s main economic 
danger once more is not unemployment, but inflation engendered by military 
preparations. We do not know whether, if and when we are revisited by 


WALLICH: U. N. REPORT ON FULL EMPLOYMENT 883 


unemployment, it will be within the framework of the economic system to 
which we have been accustomed in the United States. But in so far as such 
discussion is still relevant, a search for perspective requires us to appraise 
the full employment goal in relation to other objectives, with which it might 
be complementary or competitive. 

Important among such objectives are high output, stability, a fair distribu- 
tion of income, personal freedom, and economic growth. All these objectives 
will be strengthened by an increase in employment so long as there still re- 
mains a substantial volume of unemployment. But somewhere along the road 
to extreme full employment, a parting of the ways is reached where the em- 
ployment objective no longer travels hand in hand with the others. Even eco- 
nomic growth—in the stock of capital, productivity, efficiency, innovation—is 
likely to suffer in the end from the consequences of extreme full employment, 
in the long run probably more than in the short. The chief points of conflict 
here are diminishing flexibility and incentives, the probable strait-jacketing of 
foreign trade, and particularly the stimulation of consumption in lieu of in- 
vestment—a procedure defended with much logic in the report. 

It is this conflict between growth and employment—likely only if full 
employment policies and preference for consumption over investment are 
carried very far—that today becomes a major concern. In a peaceful world, 
no doubt; one would be justified in giving full employment very substantial 
preference over economic growth. As compared with the importance of remov- 
ing the positive suffering inflicted by unemployment, little seems to be gained 
by raising the standard of living from $1,500 to $3,000 per capita during the 
twentieth instead of the twenty-first century, or by having the blessings of 
radio and television descend upon us now instead of 50 years hence. But in a 
time of continuous threat of universal war an attempt to achieve full employ- 
ment at the expense of economic growth may mean disaster. Maximum eco- 
nomic potential becomes the first condition of survival. 

This, of course, is not a criticism of the full employment objective as such. 
Obviously, few things could be more damaging to our prospects of survival 
than a major depression and heavy unemployment. The question rather con- 
cerns the advisability of seeking full employment by raising consumption 
instead of investment, and the limits to which full employment should be 
pushed. Political conditions make it urgent to maximize the growth of our 
economic potential. We thus must review our objectives and determine their 
order of priority in the light of this fact, in so far as- the course of events 
still permits us to choose. 


RELIEF FOR VICTIMS OF TARIFF CUTS 


By Cram WILCOX 


Secretary Acheson and Economic Cooperation Administrator Hoffinan have 
suggested that producers who may suffer from increased imports, caused by 
further reductions in the American tariff, might be compensated in some way 
by the government. The suggestion was incidental to their effective presenta- 
tion of the case for larger imports. But, in itself, it raises questions—eco- 
nomic, ethical, political, and administrative—~that merit critical examination. 

As a matter of economics, the proposal has much to commend it. If assur- 
ance of compensation for possible losses would serve, in fact, to quiet opposi- 
tion to economic reform, it should justify itself by facilitating adaptation to 
changes in the conditions of supply and demand, improving the allocation of 
resources, and raising Planes of living. The cost of such a program should 
be far less than that of protecting investors and workers by freezing the pat- 
tern of production and checking the shift of resources into occupations where 
they could be more effectively employed. 

The principle of compensating those who may incidentally be harmed by 
action taken in the general interest appeals, likewise, to the sense of justice. 
But it should be noted that this principle has rarely been applied in practice. 
Various payments have been made to veterans on the ground that time spent 
in military service has impaired their relative position in civilian life. But 
this would appear to be the only case that is analogous. The government did 
not compensate the slave owners when it abolished slavery or the owners of 
breweries and distilleries when it imposed prohibition. Nor has it undertaken 
to indemnify the owners of previously unregulated enterprises when it has 
instituted new controls. 

Workers and investors in a free economy are constantly suffering losses of 
2mployment and income as a result of economic change. ‘The textile industry 
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The proposal presumably rests upon the assumption that a policy of 
tariff reduction would be rendered more acceptable if compensation for 
resulting losses could be guaranteed. There is little reason, however, to 
believe that this would be the case. If such a guarantee were to be offered, it 
is likely that opposition to tariff cuts, instead of being lessened, would be 
intensified. Announcement of the program would concentrate attention, not 
on the many benefits of freer trade, but on the possible losses that might be 
involved. And, in the course of public debate, the magnitude of these losses 
would unquestionably be exaggerated and overemphasized. Firms, trade 
associations, and labor unions, in particular industries, would complain that 
they had been singled out by a hostile administration to be sold down the 
river. Sympathy for their misfortune would readily be aroused. Political op- 
position would seize upon this reaction and turn it to account, region by 
region, in seeking votes. This sort of opposition is inherent, of course, in any 
program of tariff cuts. But an announced policy of indemnification, instead of 
undermining it, would enhance its effectiveness. 

It is scarcely possible to make friends or to influence people by telling them 
that you intend to take action that may put them out of business, destroy 
their jobs, or reduce their incomes, even though you promise to take care of 
them by providing some sort of public assistance while they go through the 
agonies of adjustment. Public assistance, at best, is uncertain in quantity and 
in duration. It cannot be depended upon to cover the full amount of a 
prospective loss. And, in any case, business and labor do not want it. They 
would prefer to stay where they are, doing what they are doing, and receiving 
the incomes that they now enjoy. Provision of compensation must rest 
upon something else than the assumption that it will pave the way to lower 
tariff rates. If the policy is to be adopted, it must be because it is deemed 
to be economically sound and ethically desirable, not because it will be 
popular. It won’t. 

But even if a program of compensation were to meet the test of politics as 
well as those of economics and ethics, it might well be rejected on ad- 
ministrative grounds alone. For its administrators would be faced by problems 
to which acceptable solutions could not be found. They would be required, 
first, to determine whether particular investors and workers were eligible for 
compensation. To this end, they would find it necessary to develop criteria 
by which to judge whether such claimants had suffered injury and, if injury 
had been sustained, to determine whether it had been caused by an increase 
in imports and, if so, to decide whether the increase in imports had been 
occasioned by a reduction in duties. Having thus established eligibility, they 
would be compelled, case by case, to compute the amount of compensation 
that should be paid. And each of these operations would raise questions 
of bewildering complexity. 

It would be difficult, if not impossible, to develop acceptable criteria of 
injury. And this would be true in the simplest possible case: that of an 
industry consisting of a single firm producing a single commodity. The 
available tests and their respective shortcomings are as follows: 
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1. A decline in the domestic producer’s share of the total volume of sales. 
As imports rise, prices will fall. Unless demand is completely inelastic, the 
total volume of sales will grow. The domestic producer’s sales, instead of 
contracting, may expand. Even at the lower price, his revenue may be 
larger than before. 

2. An absolute decline in the domestic producers sales. At his lower price 
and volume, the producer’s revenue will be down. But if he cuts his costs, his 
margin may be unimpaired. 

3. A decline in the margin of profit per unit of sales. If the producer’s 
volume grows, his total profits and the return on his investment may be 
greater than before. 

4. A decline in the return on investment. The rate of return may still be 
adequate to maintain output and employment. It may even be higher than 
that realized in other industries. 

5. Failure to realize a fair return on investment, Earnings may have been 
equally inadequate before the tariff cut. Red ink may be a color that the 
industry has often seen. 


None of these criteria can be taken, in itself, as sufficient proof of injury. 
It might be possible, however, to combine the two last tests in a single 
formula, establishing injury where it was found, not only that earnings had 
declined, but also that the subsequent rate of return was inadequate. But 
the development of such a formula would be difficult, its application would 
be inexact, and it is unlikely that anybody would be satisfied with the 
results. : 

To find a drop in earnings, it would be necessary to compare the present 
return with that obtained in some base period. Selection of the base would 
affect the outcome of the comparison. If it fell in years of prosperity, injury 
during depression could readily be shown. If it fell in a depression, injury 
during prosperity might be impossible to prove. Selection of a base is 
necessarily arbitrary and base-period criteria are therefore open to criticism 
on that ground. 

So, too, with a finding that earnings, following a tariff cut, were inadequate. 
Such a finding would have to rest upon somebody’s judgment as to fair re- 
turn and fair value. Accepted principles to govern the determination of a fair 
return, even in the limited field of public utilities, are virtually non-existent. 
Applied to all undertakings that might be affected by tariff cuts, this test 
would necessitate the establishment of different rates of return appropriate 
to the varying risks obtaining in scores of industries. Valuation of invest- 
ment, moreover, would raise questions, in all of these industries, that have 
involved the utilities and the commissions in controversy for half a century. 
There is little reason to suppose that the effort to find acceptable answers 
would be attended, in this instance, by a greater measure of success. 

It would be no easy matter, therefore, to define injury, even in the 
simplest case: an industry in which a single commodity is produced by a 
single firm. And further difficulty would be encountered if a single com- 
modity were produced by many firms. In this case, it would have to be 
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decided whether the test of injury was to be applied to an industry as a 
whole or, one by one, to individual concerns. 

Under the first of these procedures, it might be ruled that no injury 
had been sustained as long as firms accounting for the bulk of an industry’s 
output were able to withstand the competition of increased imports, and 
the bulk line might be drawn-—arbitrarily—at 66 or 75 or 90 per cent. In 
accordance with this rule, if marginal firms were driven out of business, 
while their stronger competitors survived, no aid would be forthcoming. 
It would be difficult, in such cases, to convince the communities and the 
Congressmen concerned that the formula for ascertaining injury was equitable 
or that the promise of compensation was actually being fulfilled. 

The other possibility would be to apply the test of injury firm by firm and 
to aid those firms that met the test. Under this procedure, concerns whose 
equipment was obsolete, whose methods were archaic, and whose manage- 
ments were incapable, concerns that might not have survived domestic 
competition if imports were prohibited, would be able to present claims for 
compensation, despite the fact that the industry as a whole was prospering. 
Such a procedure might give rise to little public complaint. But there is 
some question about the desirability of employing public funds for the pur- 
pose of bailing out the incompetent. 

Still further complications are added when an industry or a firm, instead 
of producing a single commodity, turns out a number of products—in typical 
cases, a dozen or a score. Here, it would be necessary to decide whether injury 
could be claimed (1) if the price at which a product sold, after a tariff cut, 
yielded a margin of profit that was lower than that previously obtained, (2) 
if it left no margin, (3) if it failed to cover prime costs plus factory over- 
head plus the costs of selling and administration, (4) if it failed to 
cover prime costs plus factory overhead alone, or (5) only if it failed to 
cover prime costs. Any but the last of these measures would give the ap- 
plicant an incentive to load the heaviest possible burden of overhead onto the 
product for which compensation was being claimed. And all of them would 
plunge the agency administering the compensation plan into the mysteries 
of cost accounts, where one man’s judgment is as good as another’s—or as 
bad. 

But could evidence that the revenue yielded by a single product had de- 
clined, or even that losses had been incurred in its sale, be accepted as afford- 
ing proof of injury? The answer to this question would depend, presumably, 
upon the contribution that the product had made to the over-all earnings of 
the industry or firm. If this contribution were relatively insignificant, earn- 
ings might not be seriously impaired. If it were more significant, earnings 
might have suffered in some degree. In the first instance, losses on the 
single product might well be ignored. In the second, it would be necessary 
to determine whether a finding of injury should be made. To this end, the 
administrators of the program would have to develop a formula that would 
condition the tests of injury to a product by relating them to the tests of 
injury to earnings as a whole. Such a formula, no matter how carefully it 
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might be devised, would inevitably be open to attack. And, since the product 
mix would differ from company to company, it would yield different results 
when applied to an entire industry and to individual concerns. 

It may be objected that these problems were faced and solved—after a 
fashion—by O.P.A. But the O.P.A. criteria were developed for use in de- 
termining the level at which ceiling prices should be placed and whether 
they should be increased, and they were honored more often in the breach 
than in the observance. Under the present proposal, the criteria adopted 
would govern the expenditure of public funds in providing compensation 
for damages resulting from action of the government. For this purpose, their 
formulation would have to be meticulous and their application precise. 

Once the existence of injury had been established, it would be necessary 
to determine whether such injury was to be attributed to increased im- 
ports of the commodity concerned. In every case where this was done, the 
commodity affected would have to be defined. And eligibility for compensa- 
tion would depend upon the character of the definitions that were employed. 
If the definitions were so narrow as to confine the claims to cases in which 
imported products were identical with those produced at home, the cases 
of injury would be few indeed: If they were so broad as to cover the whole 
range of possible substitutes, the cases would be numerous. Coal could ask 
for compensation when imports of fuel oil had increased and rayon could 
complain that it had been harmed by cotton, wool, or silk. Between these 
two extremes, some sort of a compromise would have to be achieved. But 
wherever the line was drawn, those who were excluded would be certain to 
object. 

Another difficulty would present itself as soon as a commodity had been 
defined. The facts that led to a finding of injury may not have been a 
consequence of increased imports alone. An applicant’s sales may have de- 
clined because consumer tastes have changed, because domestic substitutes 
have appeared, or because domestic competition has become more vigorous. 
His earnings may have dropped because his costs have risen or because the 
prices of raw materials have fallen and inventory losses have been incurred. 
To extricate from among these factors the peculiar consequences of increasing 
imports would be a task of no mean magnitude. 

But suppose that this, too, could be done. It would then remain to de- 
termine whether the increase in imports was to be attributed to a reduction 
in tariif rates. And here, also, other forces may have been at work. Tastes 
may have shifted from domestic to imported goods or an increase in national 
income may have brought about an increase in aggregate demand. The in- 
fluence of the tariff cut would have to be isolated before a finding of eligibility 
could finally be made. 

With eligibility established, in one way or another, the administrators of 
the plan would then be compelled, case by case, to compute the amount of 
compensation that should be paid. And this, presumably, would have to be 
related to the amount of injury that had been sustained. The process would 
therefore raise, in an exaggerated form, all of the difficulties that were dis- 
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cussed above. And even if these difficulties were surmounted, the resulting 
figure would merely assess the injury suffered in a single year. One final 
problem would remain: injury would continue over time; its prospective 
duration could not be predicted with any certainty. It would therefore be 
necessary to make an arbitrary decision as to the rate at which the annual 
figure would be capitalized. When all of these steps had been taken, it might 
finally be possible to set down in dollars and cents each of the payments 
that was to be made. It may be doubted, however, that a method of computa- 
tion could be devised that would at once commend itself to the business com- 
munity and withstand the scrutiny of the Congress and the courts. 

If we assume, however, that acceptable methods of determining eligibility 
and computing compensation could be found, still other questions would re- 
main. Since the total sums that would be payable could not be accurately 
estimated in advance, would appropriations be delayed? And, in this case, 
would claimants be confident that payments would eventually be made? 
Is there any assurance that appropriations would ever be adequate to cover 
the full amount of their claims? If they were not, just how would the 
_ available funds be distributed? Would some claimants be paid in full and 
others not at all? Or would an effort be made to pro-rate the payments so 
that each would receive some fraction of the sum to which he was entitled? 
And if compensation fell short of the computed injury, would claimants be 
contented or aggrieved? 

Given the difficulties inherent in the compensation plan, it seems likely 
that there would be as loud an outcry against its operation as there would 
be against reduction of the tariff if no compensation were proposed. And since 
this is true, it may safely be concluded that no such undertaking should be 
written into law. 

This is not to say, however, that nothing should be done to ease the burden 
of adjustment to economic change. To this end, fortunately, another approach 
is offered by a policy of providing public assistance to facilitate conversion 
to more promising activities. Loans can be made to enterprises that desire 
to explore new markets, develop new products, acquire new equipment, or 
introduce new processes. Displaced workers can be supported temporarily 
by insurance benefits, given vocational training and aided in finding other 
jobs. In so far as existing services of this nature are inadequate, they can 
be strengthened and amplified. And they can be made available to all who 
are compelled to adapt themselves to new conditions, whatever the causes 
of their difficulty may be. 

If this approach were to be taken, there would be no need to offer special 
treatment to the possible victims of tariff cuts. The concept of compensa- 
tion could be abandoned and the problems involved in the determination 
of eligibility and the measurement of injury would never have to be faced. 


COMMUNICATIONS 
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Colin Clark on International Investment 


The July, 1950 issue of Fortune has an article by Colin Clark entitled 
“The World Will Save Money in the 1950s.” The greater part of the article 
is devoted to an interesting and useful analysis of prospective savings and 
international capital flows during the next decade. At the end of the article, 
however, Clark puts forth a suggested “solution” of the problem which, in my 
opinion, is likely to confuse rather than to clarify the reader’s understanding 
of the problem. 

The main part of the article discusses the factors that cause a country to 
need capital: the need to provide for an increasing labor force and to bring 
about increases in the productivity of both the existing and the added labor 
force. Thus Clark derives for each country a projection of its investment 
needs. He also discusses the factors which determine the proportion of a 
country’s national income that is saved. By comparing each country’s needs 
with its prospective savings, he then reaches a figure representing its prospec- 
tive surplus available for foreign investment, or its prospective deficit that 
it will need to cover by means of investment from abroad. 

While many of Clark’s figures are no better than illustrative, and while 
some of his hypotheses seem to be open to serious question, the article con- 
tains ample warning of these dangers. Thus, by producing a projection of 
surpluses and deficits which, at least in form, covers the whole world, Clark 
has provided a useful and interesting framework from which public thinking 
can proceed on the problem of how the surplus savings of some areas can be 
made available to finance the needs of others. 

With this background Clark devotes the latter part of the article to his 
recommendations. He writes: 


The facts and deductions set out above hold out the possibility of worldwide 
peaceful economic advance if we go the right way about it.... 

What is proposed is something close to what was in the minds of the original 
participants in the Bretton Woods Conference, before they sank in a swamp 
of financial technicalities and political compromises. The project is to create a 
World Bank that deals only with the Central Banks of individual countries. ... 


All countries with a capital surplus would be required to build up credits year 
by year in the World Bank, and undeveloped countries would be given overdraft 
tights. The amount each creditor country would have to deposit each year would 
be its surplus investible capital as estimated in the above table, less the amount 
already invested abroad by free enterprise or direct governmental action. ... 
The advantage of this system is that in each lending country its own Central 
Bank would have the duty of drawing the surplus resources out of the system in 
whatever way appeared to it most effective. ... Likewise in a debtor country the 
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Central Bank would have the duty of encouraging public and private investment 
up to (but not beyond) the point at which it could pay for imports, out of its 
overdraft rights in the World Bank. 


Such a scheme raises the great problem of persuading the governments of 
lending countries that they should commit themselves to a program of capital 
exports, such as Mr. Clark’s plan proposes. It also raises a very serious ques- 
tion of principle, but we may first comment on the political and practical 
difficulties which Clark ignores in his article. With the omission of these diffi- 
culties the whole idea looks deceptively easy. 

As Mr. Clark points out, the original participants in the Bretton Woods 
Conference had in mind something along the lines that he suggests, in which 
international capital flows would be determined according to economic needs 
and availabilities, as determined by an international organization to which 
the lending countries would entrust full control. The experiences of the Inter- 
national Bank and Monetary Fund bring out clearly the difficulty of divorcing 
the control of investment funds from the influence of the country that supplies 
them, and they also bring out the technical problem of an underdeveloped 
country in making efficient use of any large amount of investment funds from 
abroad. Mr. Clark’s article would be much more constructive if it pointed 
out ways in which these kinds of difficulties could be surmounted in the 
establishment and operation of his suggested new Bank. 

It seems to me also that Clark rather exaggerates the benefits of using 
central banks, rather than intergovernmental transfers, as the channel for 
bringing about desirable capital flows. He says: 


To organize these transfers through banks, while it will require governmental 
action, should be an infinitely simpler and smoother operation than any alterna- 
tive proposal. Consider the slow and cumbrous movements, the bureaucratic 
elaboration and delays, the political bargaining, that would be the features of 
any system of direct loans between governments. Consider all these features, 
probably in an accentuated form, that would accompany any attempt to create 
some international organization that would make direct capital loans for ap- 
proved projects. 


Without disagreeing with Clark’s idea of the central banks as the best and 
most efficient channel for carrying out the desired capital movements, it must 
be recognized that the arrangements in each country would require full 
coordination with all the basic economic policies and plans of the govern- 
ment. Hence, one could hardly hope for such complete obviation of red tape 
and political bargaining as Clark seems to envisage. 

The basic question of principle raised by Clark’s plan arises from his idea 
that the amount of surplus investible capital for each creditor country to 
deposit annually should be based on someone else’s decision. In this respect 
Clark’s plan may be contrasted with the otherwise similar plan for inter- 
national investment which was included in the report on “National and 
International Measures for Full Employment” issued in December, 1949 by 
a group of experts under the auspices of the United Nations.t The U.N. 


* Reviewed on page 876 of this journal. 


892 THE AMERICAN ECONOMIC REVIEW 


experts’ plan would provide similarly for the regular flow of investment 
capital from the surplus to the deficit countries, channeled in this case 
through the existing International Bank for Reconstruction and Develop- 
ment. But the U.N. plan would start with the fixing of investment targets by 
the lending countries themselves. Those countries would be asked to make 
the necessary legislative and institutional arrangements to enable them to 
stabilize the total flow of lending at the planned level. 

One may note a progression in principle from the Marshall Plan to the 
proposal of the U.N. experts and now to the plan suggested by Clark. In 
the Marshall Plan, the citizens of the United States, through Congress, de- 
cided on substantial capital exports to Europe. The decisions, however, were 
made for one year at a time; each year our ability to contribute and Europe’s 
need of further contributions were to be reviewed. Under the U.N. experts’ 
proposal, a capital-exporting country would determine (and announce) a pro- 
posed level of capital exports for several years in advance. This would have 
obvious advantages in giving other countries a basis on which to plan, but it 
would also be open to objections, including the objection that it would 
greatly reduce other countries’ incentives to take those steps which might 
otherwise be needed to attract funds. Clark’s plan would go a step farther; 
it would not only call for a predetermined level of capital exports but it 
would have this level determined by an international organization, on the 
basis of technical analyses, rather than by policy. decisions of the authorities 
of the country concerned. 

One basic assumption that is implied in Mr. Clark’s proposal is that mature 
countries must necessarily stagnate unless they export their savings. Programs 
of increased consumption relative to investment or of increased domestic 
investment would thus be excluded as a possible way of utilizing increases 
in income, Such views have been expressed by various other writers, but it 
hardly seems possible that the responsible authorities of any country could 
explicitly base national policy on fatalistic acceptance of such a principle. 

In effect, Mr. Clark proposes to solve the question of capital transfers 
through the use of a technical formula as the basis for determining the amount 
of capital that each country should supply. No government could be expected 
to agree on such a basis for determining in advance the amount of its people’s 
wealth to be shared with others. It will—and should—arrive at any such 
decision only after the most exhaustive public consideration of all the political, 
economic, and moral issues involved. As Clark is aware, a country’s level 
of savings is not something that is determined solely by its resources and 
by natural forces; it is subject to being influenced very importantly by the 
decisions of the country’s authorities, and these decisions involve vital ques- 
tions of national economic policy. Likewise, its level of domestic investment 
and consumption, and the remainder available for investment abroad are 
also subject to being influenced by the country’s authorities. It is unfortunate 
that his article does not give greater recognition to these facts. 

Lewis N. DEMBITZ* 


* The author is assistant director of the Division of International Finance, Board of 
Governors of the Federal Reserve System. Views expressed here are those of the authors only. 
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Unionism and the General Wage Level 


The impact of union participation in wage determination has been the 
subject of increasing concern among economists. Policy makers implementing 
full employment programs have had to face the task of predicting and coping 
with the effects of a wage “policy” resulting from a multitude of individual 
bargains between private groups. Proposed solutions to the problem posed by 
the possible incompatibility of private collective bargaining and full-employ- 
ment-without-inflation have been almost as numerous as the writers on the 
subject. It has been proposed that the maintenance of economic order be 
entrusted to a variety of forms of compulsory arbitration, to management by 
the monetary authorities, to a hoped-for development of “social responsibility” 
by the parties involved, and to the creation of a balance-of-power situation 
between organized groups.* 

It is possible to identify a pessimistic and an optimistic group among the 
writers on the problem. The pessimists feel that union wage policy leads 
inevitably to price and employment effects which are disastrous for the com- 
munity.” Those holding a more optimistic view feel that the desire and ability 
of employers to resist wage increases are underestimated (particularly if 
proper monetary policy is followed).° 

The optimists also argue that unionism has not introduced the problem of 
wage inflation at full employment but may, on the contrary, have minimized 
it. Their position might be summed up in Kerr’s statement: “The problem of 
undue wage increases under full employment is more the result of full employ- 
ment than of unionism.’”* 

The problem of the future strength and effectiveness of employer opposition 
to union wage pressures is one of prognostication which will not be attempted 
at this juncture. Attention will be directed to the second point enumerated 
above: the relative wage behavior of union and non-union wages under full 
employment conditions. ) 

It is suggested that the validity of this argument depends on the meaning 
of the phrase “full employment.” Full employment means different things 
to different people. It has varied from the “more vacant jobs than unemployed 
men” of Beveridge to more conservative statements couched in terms which 


* The views of a number of writers are summarized in O. W. Phelps, “Collective Bargain- 
ing, Keynesian Model,” Am. Econ, Rev., Vol. XXXVIII, No. 4 (Sept., 1948), p. 581 ff. See 
also W. A. Morton, “Trade Unionism, Full Employment and Inflation,” Am. Econ. Rev., Vol. 
XL, No. 1 (March, 1950), p. 13 ff., Clark Kerr, “Labor Markets, Their Character and Con- 
sequences,” and Kenneth E. Boulding, “Collective Bargaining and Fiscal Policy,” both in Am. 
Econ. Rev., Papers and Proceedings, Vol. XL, No. 2 (May, 1950), pp. 278-91, 306-20. 


* The most pessimistic prediction seems to belong to Charles Lindblom who sees the 
end result as inflation and a separation of the labor force into two groups, one privately 
employed and one publicly employed. Unions and Capitalism (New Haven, 1949), p. 155. 


? See Kerr, of. cit., p. 289, and Morton, op. cit., p. 28, passim. 


t Kerr, op. cit., p. 289. Speaking of the “short run,” Boulding says, “Unions, paradoxi- 
cally enough, become devices to prevent money wages rising as fast as otherwise they 
might have done .. .”, op. cit., p. 314. 
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represent percentages as high as 5 or 6 per cent of the labor force." 

The pertinent question could be stated in a more useful form as follows: 
“At what level of unemployment is competition for labor in a largely non- 
union market likely to raise wages significantly?” Some sort of an answer 
to this question might be suggested by examination of the historical record of 
wages and unemployment. Data on the percentage of time lost through unem- 
ployment are available in a continuous series for the period 1890 to 1946.° 
The Bureau of Labor Statistics has published the results of an attempt to 
chart the movement of the non-agricultural wage level during the years prior 
to 1935.7 The nature of the data precludes very rigorous analysis but some 
useful generalizations may be developed with a little effort. 

The historical record can have nothing to offer our investigation if ambitious 
definitions of full employment are adopted. Only during World War II did 
the percentage of time lost by unemployment fall below 3%. The record does, 
however, show four fairly long periods prior to 19338 which were characterized 
by fairly continuous “low” unemployment. 

Data on the level of unemployment and the annual rate of increase in the 
wage level for these periods are summarized in the following table: 


TABLE I 
Range Per Cent Time Average Average Annual 
Period Lost Due to Per Cent Wage Increase 
Unemployment Unemployment Per Cent 
I. 1899-07 3.7 to 8.4 5.8 3 
If. 1909-13 4.8 to 7.0 5.9 Zi 
III. 1916-20 3.8 to 6.9 4.8 20.4 
TV. 1923-29 4.9 to 10.5 7.6 9 


Of the four periods included in Table I only the period of World War I and 
the postwar inflation saw annual increases in wages greater than 3%. 

The record gives little help in identifying the critical unemployment per- 
centage at which the rate of wage increase begins to exceed three per cent. In 
1916 a fall in unemployment to 4.2% from 13.3% was accompanied by a rise 
in wages of 7.8%. However, unemployment fell to 4.6% in 1905 from 8.0% 
in 1904 with only a 2.5% rise in the wage level. The following year a further 
fail in unemployment to 3.7% occurred accompanied by only a 3.8% rise in 
wages. Excluding the 1916-1920 period, the largest year-to-year increase in 

“W. H. Beveridge, Full Employment in a Free Society (New York, Norton, 1945), p. 18. 
Professor Machlup has summarized the meanings assigned to full employment by the 


various authors in the Twentieth Century Fund’s Financing American Prosperity (New 
York, 1945), pp. 395-96. 


Stanley Lebergott, “Earnings of Non-Farm Employees in the U.S. 1890-1946,” Journal 
of the American Statistical Association, March 1948, Table 2, p. 76. 

" Monthly Labor Review, March 1936, p. 717 ff. 

€ Wage behavior during the pre-1933 period will be accepted as representative of non- 


union behavior since the general level of non-agricultural wages was probably affected 
only to a limited extent by the effects of unionism during this time. 
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wages which occurred between 1890 and 1933 was 5.6% in 1907. Although 
unemployment was at the 5% level or below in seven years (again excluding 
1916-20) only in 1907 did wages go up more than 5% in any one year. 

The rapid rise in wages which occurred during World War I though unem- 
ployment never fell below 3.8% (1917) can hardly be taken as evidence of 
typical non-union market behavior. During this period a price inflation 
occurred, the cost of living rose rapidly, and unions doubled their membership. 
Perhaps most important, drastic changes in the industrial and geographic 
structure of production took place, accompanied by the need for a considerable 
over-all expansion of the labor force. It is hardly likely that these last two 
characteristics would be typical of peacetime full employment periods. 

The evidence seems to indicate that unemployment must fall below about 
5% in peacetime before non-union markets generate a rate of increase in wages 
greater than 3%. 

Two other periods in the record combine to suggest a further conclusion. 
During the 1923-29 period an average fevel of unemployment of 7.69 was 
accompanied by an annual rate of increase in the wage level of less than 1%. 
During the period 1890-98 the wage level was almost perfectly stable as unem- 
ployment averaged 11.9%. These figures imply that the non-union wage level 
has been approximately stable at some level of unemployment between 8 and 
12%. 

There is nothing in the empirical evidence on which to base an estimate 
of non-union wage behavior at peacetime levels of unemployment below 5%. 
It appears that the economy of the United States is unlikely to reduce unem- 
ployment below say 4%, except in periods of considerable price inflation. 
Whether this is an inherent characteristic of a private enterprise economy is 
a moot point which has considerable significance for the setting of full em- 
ployment goals. 

Deductive analysis bears out the implication that a rate of increase in 
non-union wages of more than 3% is unlikely in the absence of rising prices. 
The long-run trend of the increase in productivity for the economy as a whole 
seems to be between 2 and 3% at the most. This means that once near- 
capacity® operation of the economy is approached, annual increases in the 
general wage level greater than 3% are possible only if prices are rising or 
non-labor factor returns decreasing. There is a limit to the squeeze which can 
be put on non-labor shares of income while maintaining full employment 
under private enterprise. This limit would undoubtedly be reached in a short 
period. 

It seems that the statement that full employment is likely to lead to ‘“un- 
due” wage increases under non-union market conditions would be more ac- 
curate if “price inflation” were substituted for “full employment.” 


°” Capacity here refers to a point beyond which increases in output sufficient to reduce 
unit costs through the spreading of overhead are impossible. While output is expanding 
from low levels, wage increases exceeding the long-run rate of productivity increase may 
be absorbed without an equivalent increase in unit costs. All this means is that through 
some part of the recovery and prosperity phase of the cycle substantial wage increases 
are possible at given prices without impairing profit margins. 
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The foregoing analysis seems to lead to the following conclusions: 

1. There is no evidence that considerable increases in the general wage level 
would be generated under non-union market conditions except at inflationary 
levels of employment. This is supported by both inductive and deductive 
analysis. 

2. These levels of employment are unlikely to be realized without a very 
high contribution to aggregate demand on the part of government. Even with 
government expenditures at current levels and with a sizeable annual deficit, 
unemployment is currently (Spring 1950) over the 5% level. Whether the 
community desire to reduce unemployment below 5% (3 plus million in 
1950) is strong enough to accept even a mild price inflation and a larger 
budget deficit as a consequence is not self-evident. Faced with the imple- 
mentation of policy, full employment programmers may be well satished to 
measure actual accomplishment against the yardstick of the more modest 
definitions of full employment. If the private sector of the American economy 
fails to generate peacetime inflation in the future and if public policy accepts 
“high level employment” as its aim, the behavior of non-union wage markets 
would not pose an inflationary problem. 

It appears that the argument that union wage policy poses no problem 
which did not already exist with non-union labor markets is applicable only to 
a special case unlikely to exist in peacetime. If unionism generates any wage 
increase with unemployment over the 8% level (just under five million in 
Spring 1950), or if it produces increases larger than 3% at less than the 5% 
level, a new element will have been introduced into the situation. 

JosepH W. GARBARINO* 


* The author is a research associate at the Institute of Industrial Relations, University of 
California, Berkeley. 


A Note on the Distribution of Incomes and Savings in 1948 


In his provocative and profound speech on the assumptions of economic 
thought, reprinted in this Review, Professor Howard Ellis made the following 
statement, in his treatment of the concept of “optimum propensity to save”: 
“We encounter the fact that not only is most of the national income received 
by the moderately and the less well-to-do, but also that these income classes 
account for the largest part of savings.”? With due allowance for the diff- 
culty of exactness in a speech of this nature, it seems doubtful that this 
statement is an accurate indication of the distribution of income or of savings 
in this country. 

In the discussion of this problem, we will use the sample surveys of con- 
sumer finances carried on in 1949 by the Federal Reserve System and the 
Institute of Social Research of The University of Michigan. Special use will 
be made of Part IIJ—‘Distribution of Consumer Incomes in 1948”; Part 
IV—“Consumer Ownership and Use of Liquid Assets”; and Part VII— 


* Presidential address delivered at the Sixty-second Annual Meeting of the American 
Economic Association, Am. Econ, Rev., Vol. XL, No. 1 (Mar., 1950), pp. 1-12. 
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“Distribution of Consumer Saving in 1948.” (These will be referred to simply 
by their part number in footnotes.) 

In 1948 the median income before taxes was $2,840. The highest 10 per 
cent of spending units, ranked according to size of Income, received incomes 
ranging upwards from $6,000 per year; the highest 30 per cent received in- 
comes ranging from $3,750 per year; and the middle 40 per cent received 
incomes ranging from $2,000 to $3,750 per year. The highest 10 per cent re- 
ceived 32 per cent of the total money income before taxes; the highest 30 
per cent received 50 per cent of the total money income before taxes, and the 
riddle 40 per cent received only 32 per cent of the total money income before 
taxes (an amount equal that of the top 10 per cent). These proportions re- 
mained about stable during the 1946-1948 period and in 1941. If this middle 
group is considered to be the undefined “moderately and the less well-to-do,” 
it is difficult to conclude that it received most of the national income in 1948.” 

Did this group do most of the saving in 1948? In the studies used “net 
saving is defined conceptually as the difference between consumer income and 
consumer expenditures. ... Frequent forms of ‘additions to’ saving were pay- 
ment of life insurance premiums, increase in liquid asset holdings, decrease 
in debts, payment for home improvements, and payment to retirement 
funds. ... By the definitions of saving, purchases of consumer durable goods 
are not considered to be additions to assets, and thus monies spent for such 
goods are termed expenditures. ... If durable goods expenditures were con- 
sidered a form of positive saving, the saving shown for 1948 would have 
been much larger in amount.’* It is assumed that Professor Ellis did not 
include such expenditures as a form of saving. 

In 1948 the top ten per cent of all spending units did 45 per cent of all 
positive saving, 13 per cent of all negative saving (dis-saving), and 80 per 
cent of all net saving. The top thirty per cent did 71 per cent of all positive 
saving, 33 per cent of all negative saving, and well over 100 per cent of all 
net saving. (This was counterbalanced by the net negative saving of the four 
lowest groups.) The middle forty per cent of the spending units did only 24 
per cent of all positive saving, 33 per cent of all negative saving and just 
9 per cent of total net saving. These proportions changed somewhat from 
1941, 1946 and 1947 but were similar in those years. Here again there is no 
evidence that “the moderately and less well-to-do,” defined as the middle- 
income groups, did most of the saving; but there is clear evidence that the 
top 10 per cent did do most of the net saving. 

But did this moderate income group hold most of the liquid assets in the 
country? While it may not have been able to save greatly in that year, the 
individuals in it may have been able to accumulate liquid assets (United 
States government bonds, savings and checking accounts, but excluding cur- 
rency) during the previous years. But again, the top ten per cent of all 
spending units held 44 per cent of all liquid assets in early 1949 (at the time 
of the survey), the top thirty per cent of all spending units held 64 per cent 


° Part III, p. 9; Part VIII, p. 10. 
“Part VIII, p. 2. 
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of all liquid assets: while the middle 40 per cent of all spending units held 
only 26 per cent of the total liquid assets. The proportion held by the highest 
decile increased from 1947 to 1949, but this was equal to the decline in the 
second decile; other groups did not chahge greatly.* With this data there 
may be reason to believe that there had been some accumulation of liquid 
assets in the hands of the mid-income group before 1948, but certainly most 
of the liquid assets were held by the higher-income groups, especially the 
highest decile, and not by the middle-income group. 

As a result of this brief review, the statement of Professor Ellis with respect 
to distribution of incomes and savings seems highly questionable, unless of 
course his definitions of “moderately and less well-to-do” or of “savings” are 
entirely different from that used in this note. This may cast some doubts 
on his conclusions as to the reasons for saving and public policy with respect 
to saving. Certainly this is a field in which far more empirical research must 
be done if satisfactory conclusions are to be reached with respect both to the 
actual facts and to suggestions for policy. 

GEORGE ROSEN* 


t Part IV, p. 5. 
* The author is assistant professor of economics at Bard College. 


The Varga Controversy: A Reply to Professor Domar 


Professor Domar first asserted that Marx’s reproduction scheme confuses 
stocks and flows and is a “logical monstrosity.” In reply to my statement 
that this is not so, he says that it is true that the “scheme as such consists 
of flows, provided one bears in mind, in spite of Marx’s very sloppy usage, 
that ‘constant capital’ means capital consumption, ĉe., depreciation plus 
used-up materials, and ‘variable capital’ indicates the total wage bill.”? What 
the underscored “as such” is supposed to mean I do not know, but I do know 
that, even assuming Marx was sloppy in his usage, anyone who cannot bear in 
mind the definitions involved in his model should at least refrain from discuss- 
ing it in print. 

Domar goes on to assert that Marx’s scheme implies “that fixed capital does 
not exist.” Again, I must dissent. Fixed capital does not enter into the re- 
production scheme, but it exists and Marx specifically discussed it in con- 
nection with his presentation of the scheme.* It is true that for purposes of 
simplifying the exposition, I assumed no fixed capital in my book The 
Theory of Capitalist Development; and it is also true that I did not 
go into the problem of varying turnover times. There would be no point in 
discussing here whether, for the purposes I had in mind in writing the book, 
I was justified in doing so; but there zs point in emphasizing that Marx can- 


‘American Economic Review, Vol. XL, No. 1 (Mar., 1950), p. 140. 
° American Economic Review, Vol. XL, No. 3 (June, 1950), p. 406. 


° See Das Kapital (Volksausgabe), Vol. TI, pp. 398 ff. The Kerr edition is not available 
to me as I write this, but the material I am referring to will be found in the second 
section of Chapter XX of Volume II. 
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not be blamed for my efforts. He was very much concerned with problems 
of fixed capital and varying turnover times and devoted a large proportion of 
Volume II of Capital to discussing them. One would never guess it from 
Domar’s remarks, and the fact that he refers only to Chapter 4 of Volume 
III in this connection makes me wonder just how well-informed he is on these 
matters. For the truth is that Marx wrote only the title of this chapter, 
while Engels added all the rest on his own responsibility !* 

Domar says that to oppose my “character witnesses” for the Marxian 
schemes (i.e., Schumpeter and Leontief), “we could bring in Lange, Lerner 
and others.” I would be grateful for at least a reference. I think I am 
tolerably familiar with the works of Lerner and Lange, and I do not remember 
any in which either of them discusses the Marxian schemes at all. How 
can I be impressed with Domar’s character witnesses unless I know or can 
look up what they have to say? 

Of course you will not find the Marxian schemes in Schumpeter’s Business 
Cycles. Who ever said you would? Preobrazhenski seems to be brought in 
mostly so that “purged in 1936-37” can be added to his name—a familiar 
enough tactic but hardly relevant to the subject under discussion. 

Domar says that I “made a feeble attempt to utilize the scheme of extended 
reproduction, with the amazing result that an increment of variable capital 
was paid out in wages, but an increment of constant capital was not, as if 
constant capital came from nowhere.” Domar couldn’t be more amazed than 
I am. It would really be a “logical monstrosity” if an increment of constant 
capital were paid out in wages. And does Domar really believe that every 
increment of product is always matched by an equal increment of wages—or 
by any increment of wages? 

I heartily agree with Domar that “there is a good deal to learn from 
Marx’s works, and our failure to study them is our loss.” But when we discuss 
Marx should we not at least maintain the same standards of accuracy that we 
would adhere to in discussing the works of a less controversial author? 

PauL M. SWEEZY 


1 See Engels’ foreword to Vol. III (in the Volksausgabe at page 6). 
Wilton, N. H. 


MEMORIAL 


Frederic Benjamin Garver 
1884-1950 


Frederic Benjamin Garver died suddenly at his home on February 22, 1950. 
Professor Garver had known for some years that he had a heart condition 
which might prove fatal at any time. Several years ago he refused the nomina- 
tion as president of the American Economic Association after consultation 
with his physician. Nevertheless, he continued to carry his full load of aca- 
demic duties until the day of his death. He was enjoying the quiet of the 
Washington birthday holiday when the final attack came. He is survived by 
his wife, Blanche Davis Garver, and a daughter, Mrs. Irwin Fieldhouse, of 
Chicago. 

Professor Garver was born in Fairfield, Nebraska on November 2, 1884. 
He received the B.A. degree from the University of Nebraska in 1909, the 
Ph.D. degree from the University of Chicago in 1917, and was awarded an 
LL.D. by the University of Nebraska in 1939. His teaching career started as 
instructor at the University of Chicago, from 1912-14. He was assistant pro- 
fessor of economics at Stanford University from 1914-19. He came to the 
University of Minnesota in September, 1919 as associate professor of eco- 
nomics at the time that the School of Business Administration was first 
organized. In 1921, he was promoted to professor of economics and he re- 
mained as the senior member of the staff in economic theory from that time 
until his death. For many years during the development of the School of 
Business Administration, he served as chairman of its curriculum committee. 

Mr. Garver was essentially a humble man who insisted, often against the 
urging of his colleagues, that his own opinions were too imperfect and inexact 
to be presented in formal published form. As a result, his list of writings is 
not long. It includes a widely adopted basic text in Principles of Economics 
(with A. H. Hansen) first published in 1927 with a third edition in 1947; 
The Subvention in State Finances of Pennsylvania, 1919; Location of Manu- 
factures in the United States (with F. M. Boddy), 1933. 

No cold statistical recitation of facts can describe adequately the contribu- 
tion that Professor Garver made to students. His breadth of scholarship, his 
insistence upon honesty and integrity of critical examination of theory and 
fact, his willingness to give without stint of his time and energy to his stu- 
dents, and his own clear incisive personality in class and personal discussion 
have done much to build and maintain the reputation of the department of 
economics of the University of Minnesota. His intellectual leadership prob- 
ably has left the most lasting and indelible impression on the minds of 
students, especially graduate students, of any part of their training in eco- 
nomics and business administration. He was truly a great teacher. 

ROLAND S. VAILE 
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Economics and the Public Welfare. By BENJAMIN M. ANDERSON. | (New 
York: D. Van Nostrand Co. 1949. Pp. xiv, 602. $6.00.) 


At the outset, I wish to make it clear that this review of the late B. M. An- 
derson’s monumental work is by a life-long opponent. I have differed from 
Anderson on most current issues, but have valued the forthrightness, force, 
and skill of his criticism of monetary policies. These criticisms were directed 
at many actions with which I was in agreement as well as at many others 
which I was not free to criticize in public. I believe that he was the best 
critic the Federal Reserve System ever had. I deeply regret that he is no 
longer present to test and appraise, on the basis of his powerful convictions, 
the current work of the monetary authorities. 

Economics and the Public Welfare is the autobiography of a mind. It re- 
states and reviews the positions currently taken by Anderson on issues of 
the momentous period from 1931 to 1946, which the book covers. A Jacob 
Viner of the Twenty-first Century, in his studies of economic thought in the 
Nineteenth, would be delighted, as well as somewhat surprised, to find the 
doctrines of the century to which his studies were addressed so completely 
and forcefully stated by a writer in the middle of the Twentieth. One reason 
for this apparent discrepancy in time is that Anderson’s views were largely 
formed early in the century in which he lived and were held with so much 
force that the overpowering events of later decades, while being subjected by 
him to the test of his early principles, were powerless to modify them. There 
is something awe-inspiring in such steadfastness. 

The book is divided into five parts. Part I deals with World War I; 
Parts II to IV, which occupy by far the largest part of the book, deal with 
the interwar period, and Part V is devoted to a discussion of World War II 
and its immediate aftermath. The study presents a detailed account of de- 
velopments for more than three eventful decades, with much—in view of the 
book’s title, one might say too much—of the emphasis on money market 
occurrences and on international finance. The style is pithy, the judgments, 
categorical. Throughout there is an intellectual and moral fervor that gives 
one the feeling that these are memoirs of a doughty warrior as much as 
observations of an economist. And yet Anderson was an economist, par 
excellence, deeply versed in economic theory and lore, and firmly convinced 
of the rightness of formulae and rules of action developed by predecessors 
in his field and stoutly maintained by him throughout his life. 

The keystone of Anderson’s economic universe is the full gold standard, 
with its equalizing effect on economic life throughout the trading world. Its 
tools are interest rates, which draw funds and gold from where they are 
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super-abundant to where they are needed. Monetary authorities should do 
nothing to interfere with the salutary operation of the standard. They should 
maintain the financial institutions of their countries in so liquid a condition 
as to make recurrent outward and inward movements of funds proceed 
freely without causing undue disturbance. Central banks, therefore, should 
concern themselves more with quality than with quantity of credit, since 
quantity of liquid credit will adjust automatically to the country’s needs 
through international movements of funds. Central bank discount rates 
should be above market rates, which he defines as rates charged by New 
York banks to prime customers. Thus central bank funds will always be 
available if needed but at a cost that would discourage their use unless the 
need was real and urgent. The budget should be balanced, except possibly 
in war, and economic adjustments should be permitted to work themselves 
out in free markets, including foreign markets unhampered by tariffs. There 
should be a minimum of government action and reliance should be placed on 
market forces rather than on administrative discretion. Such discretion as 
needs to be used in the administration of economic affairs can best be exer- 
cised by experienced men of large affairs, and particularly by the managers 
of the great New York banks. In a world so organized there would be much 
stability, except for periodic wholesome purges of the unwise and the un- 
lucky; there would be relatively little unemployment—but enough to pre- 
vent a seller’s market in labor—and public welfare would progress as fast as 
is possible in this imperfect world. 

It is a complete picture of a laissez-faire society. As Anderson says in the 
first sentence of his book: “Those who have an adult’s recollection and an 
adult’s understanding of the world which preceded the first World War look 
back upon it with a great nostalgia.” They do indeed, and the greater the 
selectivity of their recollection, the greater the nostalgia. 

Part II of the book is entitled: “The First Phase of the New Deal: 1924- 
1932.” This characterization of the period is familiar to readers of Anderson’s 
current writings, but it is nevertheless somewhat startling to have the New 
Deal begin under Coolidge. According to Anderson, it was ushered in by 
Governor Crissinger of the Federal Reserve Board, who certainly never 
suspected that this historical rôle would be attributed to him. The heart of 
this phase of the New Deal, in Anderson’s opinion, was the easy-money policy 
of the Federal Reserve System, and its moving spirit was Governor Strong 
of the New York Reserve Bank. Governor Strong, according to Anderson, 
was “able but ill-equipped” and “had no fundamental grasp of the problems 
of central banking.” This judgment by the author on the most powerful 
personality the System has produced since its inception is not likely to be 
accepted by many. I believe it to be entirely erroneous, but, aside from 
estimates of Governor Strong’s qualifications, his policies at that time were 
directed toward facilitating the re-establishment of the gold standard in 
Europe. He acted in cooperation with Governor Norman of the Bank of 
England who may be presumed to have a grasp of central banking principles. 
I myself believe that the easing policies of the Federal Reserve in 1924 and 
1927 were unfortunate because they had bad consequences in the United 
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States and failed to achieve their international objectives. These men, how- 
ever, like Anderson, believed in the gold standard and, like him, failed to 
perceive that world conditions no longer made its effective restoration feasible. 
But they were making a brave fight for an ideal which lay close to Anderson’s 
heart. 

I believe also that he ascribes to the easy-money actions by the Federal 
Reserve a great deal more influence on world events than they actually had. 
Easy money in the middle ’20’s did contribute to credit expansion, which in 
turn was a factor in the boom that developed in stocks and real estate and 
prepared the ground for the collapse of 1929. But it is difficult to believe 
that a hard-money policy by the United States during those years would 
have cured the dislocations and maladjustments caused by the World War. 
We might have had a somewhat milder rise and a more gradual fall in values, 
but to ascribe the entire fiasco in which the decade ended to the easy-money 
policies of 1924 and 1927 is certainly ascribing more potency to these actions 
than many economists would be willing to grant. 

Passing by Anderson’s detailed description in Parts II and III of the 
events of the 1920’s, which is vivid and bears the stamp of familiarity with 
current happenings and of continuous application to them of the standards 
of his orthodoxy, we come to Part IV which deals with “The New Deal in 
Maturity, 1933-1939.” That there was little in the New Deal that squared 
with Anderson’s convictions must be apparent. He is indeed very outspoken 
in his indignant criticism of nearly all the measures undertaken during this 
period. I feel that this portion of the book requires little comment. There are 
many points in his account with which I agree and many others on which 
I differ. It is unfortunate that in his appraisal of New Deal measures he 
frequently departs from economic analysis and appeals to moral principles. 
It may have been and probably was unsound policy to devalue the dollar in 
1933-34, but to assert that this action was dishonest raises the question as 
to what the principles of ethics are in collective undertakings by a democ- 
racy, so long as they are aimed at achieving the greatest good of the largest 
number. Actions may be ineffectual or ill-conceived; they may be based on 
lack of knowledge or understanding, but it is doubtful whether their honesty 
can be impugned so long as they are undertaken in good faith to serve the 
common good, but in this opinion I feel that I may be out of my depth as 
well as out of my field. 

There is a chapter in Part IV entitled “Digression on Keynes.” In this 
chapter Anderson states clearly his differences from Lord Keynes, particularly 
in the emphasis placed by him on consumer demand. To Anderson, business 
ventures by capitalists are a far more important force in economic activity 
than consumer demand. On this point, which is constantly under discussion 
by economists, it would appear that opinion is shifting from Keynes’ views 
to Anderson’s. 

A further comment on the discussion of the 1920’s and 1930’s. Anderson 
ascribes the movement of gold to this country to the operation of Gresham’s 
law that bad money displaces good money. This seems to be too monetary a 
view of what was happening. Gold was not shipped to the United States for 
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safe-keeping by private owners. It moved to balance international accounts 
which were put out of balance in large part by flight of capital from 
political insecurity in Europe. 

I think that Anderson’s statement that England put up no fight against 
departure from gold in 1931 hardly squares with the fact that England did 
not abandon it until there was not an ounce of uncommitted gold in its 
possession. What Anderson means, I believe, is that England did not resort 
sufficiently to the one weapon which Anderson considers effective in the cir- 
cumstances, namely, extremely high interest rates. There is no doubt that 
emphasis in England had shifted from the sanctity of the pound to the 
sanctity of jobs. The record shows, however, that within the framework 
of the dominant economic and social philosophy of that time, England put 
up a gallant, even though a losing fight against renewed suspension of gold 
payments. 

Anderson’s account of World War II in Part V is permeated with the con- 
viction that financial and economic measures adopted in World War I were 
far better than those in World War IJ. I am impressed by the fact that 
Anderson shows little recognition of the great difference in magnitude be- 
tween the two wars, a ratio of about ten to one. When this ratio is kept in 
mind the record of the first war, followed by a greater inflation than that 
after the second war, and by collapse in 1920, which has not been equaled 
by anything after World War II through 1950, hardly deserves the praise 
bestowed upon it by Anderson. Both situations could no doubt have been 
better handled, at least in theory, but up to date the policies pursued in 
World War II and thereafter, notwithstanding the greater magnitudes in- 
volved, have caused less distress to the economy and fewer inequities to 
different groups of people than those pursued in World War I. Of course, 
the record on the second war is not yet closed. 

About postwar finance, I agree with Anderson that more restraint of credit 
expansion and higher interest rates would have been desirable. But the drastic 
remedy of rates so high as to cause the absorption by non-bank investors of 
the entire floating supply of government securities seems to disregard the 
interests of the present holders and to invite the risk of serious deflation. 
Once more, not enough consideration is given to the magnitudes involved. 

I recommend that the book be widely read. To those who accept Anderson’s 
credo, like Henry Hazlitt who writes the Foreword, the reading will give 
much pleasure. To those who disagree, it will afford the opportunity of testing 
their own thinking against an interpretation of events and forces far different 
from that which is customary today. It is good to have in one volume the 
record of Anderson’s vigorous and independent thinking over more than 
thirty years. The course of human affairs over this period is not too gratifying. 
Is this due to departure from the standards advocated by Anderson? Some 
believe that it is and overlook the fact that much distress occurred under 
these standards as well as under later ones. Others think that the trouble is 
that the new programs have never had a sufficiently wholehearted test to 
determine their validity. Still others, I am among them, believe that the sort 
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only on casual observation and introspection and of collection of data with- 
out regard to systematization in terms of abstract concepts. 

In standard‘ utility theory, each individual has an indifference map for 
all alternative bundles of commodities consumed by him, Under conditions of 
perfect competition, this theory implies that the consumption of any com- 
modity will be a function of all relative prices and of real income. In a macro- 
economic theory, we may, for reasons of simplicity, suppose that there are 
only two commodities, present consumption and assets. Then consumption 
will depend upon real income, the rate of interest, and the present stock of 
assets. Keynes denied the importance of the second variable and ignored the 
third and so was led to the consumption function, central in his analysis. 
If it is further assumed that the relative distribution of income is constant 
over time, only the level changing, then the consumption function for society 
will be of the same form as for an individual, expressing the consumption of 
society as a function of its real income. 

The importance of the consumption function for policy, its simplicity of 
form, and the gradual accumulation of national income data all made it im- 
possible for the serious economist to continue to evade the issue of estimating 
empirically the parameters of his theoretical studies. From the beginning, 
however, it was clear that the original simple notion of consumption as a 
function of income would not work. On the one hand, Professor Kuznets’s 
data indicated that the ratio of savings to income had been relatively con- 
stant over many decades; on the other hand, the most casual inspection 
showed that for individuals at a given instant of time, the savings ratio in- 
creased with income, from which it should follow that an upward shift in 
everybody’s income would reduce the aggregate savings ratio. For this reason, 
Professors Hansen and Samuelson suggested that there- was a trend factor 
in the consumption-income relation and even hinted that the function was 
cyclically variable, implying that other variables belonged in the relation. 

Professor Duesenberry’s approach has been to re-examine the original 
preference theory and suggest an alternative approach, leading to a new 
version of the consumption function. Each individual is assumed to have a 
set of needs, largely determined by age, occupation, and social and marital 
status, and there is a hierarchy of qualitatively different means of satisfying 
each need (quantitative variations being regarded as a special case of qualita- 
tive ones). It is further assumed that the ranking in desirability of these 
different means is essentially the same for all members of the society. 

The actual choice of a consumption pattern is assumed to be made, not 
by a process of rational choice, but by a process of learning and habit 
formation. Jt is only actual contact with goods of higher quality which leads 
an individual to become dissatisfied with his present consumption pattern. 
This ‘demonstration effect” is reinforced by the Veblen effect of pure prestige 
or self-esteem, the importance of which is especially great in a society of 
high social mobility. To a first approximation, therefore, the utility of a 
given expenditure on consumption can be said to depend on the ratio of that 
expenditure to a weighted average of the consumption expenditures of the 
members of the society with whom the given individual comes into contact. 
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The anticipated utility of future consumption from asset-holdings will then 
also depend on its ratio to this same average social consumption. For a given 
interest rate, and income expectations, individual consumption divided by a 
weighted average of other individuals’ consumption will be a function of 
income divided by the same weighted average. A proportional increase in 
everyone’s income will, therefore, in equilibrium, lead to a proportional rise 
in consumption. This analysis leads to the conclusion that given the distribu- 
tion of income, the rate of interest, income expectations, and age distribution, 
the aggregate savings ratio will be independent of income. Since about half 
the national income is received by those who save nothing in any case, the 
stability of the savings ratio with respect to variables other than income is 
higher than might be expected a priori. The rate of growth of national income 
may also be a relevant variable if individuals who save for old age invest 
in such ways that they do not participate in the gains due to technological 
progress (e.g., fixed-income securities). 

It may be added that for the individual, the above hypothesis leads roughly 
to the result that the savings ratio is a function of the decile position in the 
income distribution, rather than the absolute level of real income. This 
hypothesis has also been propounded by Dorothy Brady and Rose D. Fried- 
man.* 

Professor Duesenberry has confronted his hypothesis on the interdepend- 
ence of individual preference systems with various empirical studies: (1) 
Centers and Cantril have conducted an interview study, in which income 
aspirations were shown to decrease as income increased, except in the highest- 
income group, which, however, contained a large number of professionals 
whose social status is such that they are in frequent contact with individuals 
of considerably higher income; (2) Mendershausen has shown that at each 
level of income Negroes tend to save more than whites; this can be explained 
- by the fact that Negroes tend to compare themselves only with other Negroes, 
and, of course, the income range of Negroes is considerably less than that of 
whites; (3) on the basis of budget studies, the savings ratio is well explained 
by decile position in the income distribution (though it is equally well ex- 
plained by the absolute level of income); (4) the previously mentioned long- 
run stability of the savings ratio. The explanation of the last fact from a 
“Keynesian” point of view would call for a trend term in the relation between 
consumption and income, usually explained by urbanization and the intro- 
duction of new products. However, the last item has taken the form of con- 
sumers’ durable goods, and inspection of the data indicates that the propor- 
tion of income spent on consumers’ durable goods remained relatively con- 
stant until 1909 and so cannot explain the constancy of the savings ratio. 
Urbanization does decrease the savings ratio at any given level of income 
but also increases the level of income, and so cannot be an important factor 
in holding down that ratio. ° 

The theory under consideration does, as indicated earlier, list factors 


* Savings and the Income Distribution,” Studies in Income and Wealth, Volume 10 (Na- 
tional Bureau of Economic Research, 1947), pp. 247-65. 
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which would influence the savings ratio, and it must be shown why they 
did not in fact cause variation, The changing age distribution probably in- 
creased savings to some extent, offsetting therefore the trend factors listed 
above. The yields of stocks and bonds show no decided trend, and there is 
no evidence of changes in the distribution of income, although, of course, 
the evidence is scanty. 

There remains consideration of short-run changes in the savings ratio. 
Budget studies show that the income level at which net savings were zero 
was $800 in 1917 and $1500 in 1935-36 (1941 prices), a rise which cannot 
easily be explained by any trend factors, especially since the deficits among 
dissavers at any given income level were smaller in 1941 than in 1935-36, 
the reverse of what the trend theory would imply. Professor Duesenberry 
suggests that the explanation is that in depressions, consumption standards 
are maintained by expectations of future higher income or recollections of 
past higher living standards. Further budgetary evidence shows that response 
of consumption standards to falls in income is not symmetrical with that to 
rises. For this reason, it is suggested that the highest consumption attained 
in the past should be introduced as a variable into the consumption function. 
Therefore, the relation, s:/yt = .25(yt/yo) + .196, is fitted, where s; is cur- 
rent savings, y+ current income, and yo the highest income attained in the 
past. This relation combines the constancy of the savings ratio under secular 
conditions with its dependence upon past peak income. It is checked in two 
ways: (1) in case income is rising at the rate of 3% per annum steadily, the 
above relation yields a savings ratio of 6%, which is perhaps not too far from 
the long-run average of 10 or 11%; (2) for 1947, the relation predicted a 
ratio of 4.1% as against an actual of 5.1%. It should be added that this same 
hypothesis in relation to cyclical fluctuations in the consumption relation has 
been proposed by Professor Franco Modigliani.” 

The author concludes by considering some of the implications of the 
hypothesis of interdependent preferences. For one thing, under the usual 
analysis of welfare, securing a social optimum requires that there be a pro- 
gressive income tax. It is implied that the usual objection that such a tax 
interferes with optimum allocation between labor and leisure is more than 
overbalanced by its necessity under a regime of emulatory preferences. How- 
ever, if leisure is also considered a commodity, the same allocation difficulties 
will arise. 

The general analysis is also applied to the growth of demand for a new 
product, the utility increasing as the number of sales increases, and to the 
theory of economic development. In the latter case, it is pointed out that 
the Keynesian consumption function would lead to an increasing gap between 
full-employment income and actual income as productivity increases, while 
the present theory keeps the relation constant. This argument, of course, 
neglects the important question of shifts in the investment-income relation. 


*“Fluctuations in the Saving-Income Ration: A Problem in Economic Forecasting,” 
Studies in Income and Wealth, Volume 11 (National Bureau of Economic Research, 1949), 
pp. 371-441. 
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Indeed, the most striking methodological deficiency in the entire work is 
its failure to set up explicitly a model of the economy against which to study 
the empirical data. Duesenberry does indeed set up two alternative forms of 
the consumption function, but nothing whatever is said about the other 
parts of the economy, such as the investment function and supply factors 
in general. As a consequence, he relies almost exclusively on correlation 
methods of statistical analysis. This is the more surprising since in discussing 
the testing of aggregate hypotheses, he points out at considerable length the 
inadequacy of such methods and cites Professor Haavelmo’s admirable pam- 
phlet on probability methods in econometrics.? But he does not draw 
Haavelmo’s conclusion that the estimation of a relation which is one of a 
whole system simultaneously determining the values of all the endogenous 
variables cannot be properly carried out by any least squares method. 

Failure to specify a complete model leads to the possibility that some of 
the phenomena whose explanation is sought here are actually due to the work- 
ing out of other relations of the system. For example, suppose the consump- 
tion function actually depended rather sensitively on the rate of interest, so 
that it fluctuated quite widely over the period, but the behavior of investors 
was such that the ratio of investment to income was constant. Then the 
equality of savings and investment would insure the constancy of the savings 
ratio without regard to the consumption function. I do not advance this 
- hypothesis seriously; for one thing, investment is probably the more volatile 
of the two sides of the capital market. But I wish to emphasize the presence 
of an “‘identification” difficulty, similar to the classical problem of separating 
supply from demand functions.* 

Even the specification of the consumption side of the model is far from 
complete, since not all the alternatives which have been presented in the 
current economic literature have been confronted with the data. Even the 
classical theory that consumption depends on the rate of interest has not 
been given a fair chance. It must be remembered that in a capital market 
which is so highly imperfect, especially to many consumers, the rate of 
interest should really be understood to mean the conditions of credit. The 
author several times notes that about half the families save nothing and 
would not save or dissave anything even if there had been slight shifts in 
the other variables of the consumption relation; he ascribes this to a dis- 
continuity in their preference functions due to the psychic costs of dissaving. 
Would it not be better to say that the costs of dissaving are real? In fact, 


`T. Haavelmo, “The Probability Approach in Econometrics,’ Econometrica, Vol. 12, 
Supplement (1944). Actually, Duesenberry’s discussion here is weak. He seems to imply 
that the trouble with correlation methods arises only in connection with aggregate data, 
whereas it in fact arises equally with budgetary analysis, He also implies that “derived” 
relations will generally have lower correlations than “structural” ones, in the absence of 
observational errors in the variables, although, to be sure, he mentions the point only to 
state that it cannot be used practically to distinguish them. However, the truth is that, even 
apart from random sampling fluctuations, derived relations may well have higher correlations 
than stuctural ones. 


í See, e.g., T. C. Koopmans, “Identification Problems in Econometric Model] Construc- 
tion,” Econometrica, Vol. 17, No. 2 (Apr., 1949), pp. 125-144. 
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an individual with so low an income that he saves nothing probably has no 
assets and no credit standing; he therefore cannot dissave. For him, the 
rate of interest is infinite. Similarily, the difference in saving habits between 
whites and Negroes may be due to the different operations of the credit 
market with respect to those two groups. 

But perhaps the most important theory of savings which is not mentioned 
by Professor Duesenberry is Professor Pigou’s argument that consumption 
depends on the holdings of assets as well as income. Superficially, at least, this 
theory would seem capable of explaining virtually all of the empirical find- 
ings presented in this essay. The long-run constancy of the savings ratio is 
an outcome of the battle between the opposite effects of income and assets. 
The failure of consumption to fall in a depression is due to the rise in the 
value of liquid assets in a period of falling prices. 

Professor Duesenberry has made an encouraging and important start 
towards a scientific analysis of consumption. Especially interesting is the 
attempt to link economic theory more directly with psychological motiva- 
tions and learning problems. But a great deal remains to be done, both on the 
empirical and on the theoretical side. 

KENNETH J. ARROW 

Stanford University 


Pricing in Planned Economy. By B. V. KRISHNAMURTI. University of Bom- 
bay Pub. Econ. Ser. No. 3. (Bombay: Oxford University Press. Pp. vi, 
135. $3.00.) 


This is a neat little book which applies the latest techniques of marginal 
analysis, both geometrical and mathematical, and the theory of welfare eco- 
nomics: to the use of the price mechanisms in planning. The greater part of 
the book consists of a restatement in a pretty well organized form of the 
principles of pricing developed by Lange and myself and integrated with the 
mathematical treatment of welfare economics by Hicks and Allen. An intro- 
ductory chapter states the problem of planning and pricing. This is followed 
by a chapter on “Choice of Consumption” in which the necessity and possi- 
bility of achieving optima by the use of markets is made very clear indeed. 
Then there is a chapter on the allocation of resources in which the marginal 
analysis is worked out with great clarity. and with detailed spelling out in 
mathematical form. Throughout all this, and in the rest of the book, the 
phrase “marginal cost” is used where it would seem to be slightly more 
accurate to say value of marginal factors, but it is clear that the author has 
in mind a condition where there is no monopsony so that the two come to 
the same thing. 

There are two chapters on the problem of the firm, one dealing with the 
choice of the optimum output of a firm with given equipment, and the 
seeond dealing with the problem which so far has not been given adequate 
attention—how to choose the right equipment for the firm. In the first of © 
these two chapters, the main thesis is on the use of marginal rather than 
average considerations, and in the second, the main point is the consideration 
of social benefit, rather than total revenue received by the firm. Both of these 
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are, of course, in accordance with the latest ideas in welfare economics and 
marginal analysis. But with the end of this chapter, in the following chapter 
on large-scale enterprises, and in some concluding notes, there is a distinct 
deterioration in the scientific level of the discussion. 

There emerges more and more evidence of an emotional attachment to 
the idea of planning. One gets the impression that the author probably 
started his studies with the normal belief of the non-economist, that planning 
is the answer to everything and that economics is just a technique for con- 
fusing men’s minds, but that in his study of economics he has learned very 
well and has applied the principles of marginal analysis and has been cured 
of this superstitution in general. But this is only true of those parts where 
the economics has been pretty well worked out. In areas where economics 
has not properly done its job, the old dogma is still visible. It takes the form 
of assuming that, in a modern society, marginal costs will in general be very 
low as soon as “planning” brings about a more reasonable organization of 
society in terms of the number of firms. There is very much talk of potential 
demand leading to potential economies, with more and more commodities 
becoming cheap, and in many cases even free. This leads to surprising state- 
ments such as that the marginal cost of educating another person is prac- 
tically zero—and this from someone who is largely concerned with India! 
Similarly surprising are several references to the U.S.S.R., in each case asso- 
ciated with a quotation from Professor Pigou so as to give the impression 
that the highest economic authorities are agreed, to the effect that in the 
U.S.S.R. planning has resulted in a very high efficiency of labor, and that in 
the U.S.S.R. there is a concentration of investment in the “intelligence and 
character of the people.” This is hardly fair to Professor Pigou, and certainly 
as unfair to economists in general as it is untrue of the Soviet Union. 

Throughout the major portion of the book, the freedom and the prefer- 
ences of the consumer constitute the ultimate guide to what should be done. 
But in the concluding notes, which are much less worked out than the rest 
of the book, there are a number of places where the preferences of the con- 
sumer are rather cavalierly brushed aside. The author recognizes that the 
use of the price mechanism involves a reward for work at a rate equal to the 
value of the marginal product. This he sees can lead to a much greater in- 
equality of income than may be considered permissible in the socialist society. 
He then suggests that this could be met by providing some of the reward 
not in money, but in real benefits such as increased leisure, social amenities 
and supply of goods and services “especially preferred by the individual.” 
This does not fit in with the general approach. If the individual really prefers 
these amenities, he would spend his money wages on them, so that the pro- 
posal really involves an evasion of the issue and a hidden disregard of the 
individual preferences. 

Elsewhere the author declares that the decision of what proportion of the 
social resources should be converted into investment is of a political character 
and arbitrary. He does not seem to see that this is no more true with a plan- 
ning authority in existence than in any society in which the government 
undertakes responsibility for full employment, and that it is possible for the 
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planning authority, if it so wishes, to permit the individual preferences of 
individuals to determine this decision completely by means of the price 
mechanism. 

And at the end of the book, in an appendix on “A. P. Lerner’s envelope,” 
the urgent desire to find very low marginal costs, leading to more cheap and 
more free goods in the planned economy, leads to a rather inconvenient 
erratic long-term marginal cost curve being called, in errdr, a long-term 
average cost curve and thus eliminated from consideration. 

These last comments may seem to be very critical, but they refer only to 
some marginal weaknesses, It has seemed worthwhile to point them up only 
because they stand out as exceptions to the dogged consistency and thorough- 
ness with which the author applies the principles of marginal analysis to 
the social interest and insists that the social interest is nothing but the 
interests of the individuals in the society. I would, therefore, like to recom- 
mend the book to all interested in the subject. As it is stated in the Intro- 
duction, the author is a young man who shows very great ability. The weak- 
nesses mentioned above are to be found in part of the work on which he, 
himself, recognizes more work needs to be done. It is to be expected that 
when he does spend some more time on this, these weaknesses will be re- 
moved and we may look forward to some significant contributions by Mr. 
Krishnamurti to economic theory in this field. 

ABBA P. LERNER 

Roosevelt College 


Histoire des Théories Economiques. By mire James. (Paris: Flammarion. 
1950. Pp. 328. 450 fr.) 


Economic theory from Aristotle to Lord Keynes is the subject of this inter- 
esting volume by Emile James, professor at the Sorbonne. The first two parts 
of the’ book cover economics prior to 1750, and the Classical Schools: 
Physiocracy, Adam Smith, Malthus, Ricardo, and Jean-Baptiste Say. Part 
III analyzes the reaction against classical ideas (Sismondi, Proudhon, the 
Historical School, Friedrich List, Rodbertus-Jagetzow, John Stuart Mill, 
and Karl Marx). Part IV, devoted to the study of pure economics, empha- 
sizes the works of Stanley Jevons, Carl Menger, Léon Walras, and their 
followers. The final part is subdivided into two sections, dealing respectively 
with “special problems” (econometrics, social progress, wages, welfare, money, 
international exchange, business cycles) and “recent abstract economic 
thought” (Knut Wicksell, Lord Keynes, the Swedish School, etc.). Under 
the heading ‘1950”—the work was concluded in May, 1949—the author 
sums up the progress of economic thought in the past and tries to forecast 
the direction in which economics will develop in the future. 

The main feature of the book is its emphasis on economic theories rather 
than on (what the author calls) economic “doctrines.” In principle, the 
author would prefer to separate economic theories completely from economic 
doctrines. But since the latter influence the former, such a radical separation 
would be intolerable in a historical book, and he has therefore decided to 
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include in his survey those doctrines which seem indispensable for the under- 
standing of the evolution of economic theories. References to doctrines have 
thus been limited to the strictest minimum. Consequently, all utopian sys- 
tems have been deliberately omitted. . 

The history of economic thought, as the author conceives it, has three 
tasks to perform: (a) to list the different methods of “conceptualization” 
used by economists, and to indicate the progress made in elaborating certain 
abstract concepts; (b) to show, for every period, the interrelationship be- 
tween the prevailing philosophy and the appearance of new ways of thought 
in political economy; and, above all, (c) to indicate the gradual progress in 
the analysis of the relations between the main economic phenomena, such as, 
for example, price formation, saving, investments, etc. 

The book is destined for a special audience. “It was written neither for 
those who have no training in economics, nor for specialists who already 
have an intimate knowledge of the old or new theories. It was conceived as a 
point of departure for those who, knowing a little of political economy, wish 
to proceed to the study of the theoretical problems, for example, for French 
students beginning their work for the doctorate.” Professor James’ book 
will undoubtedly prove useful to those students. There are several excellently 
written chapters summarizing the thought either of individual economists or 
of whole schools. Relatively much space is allotted to American economists. 
One feels none the less, in many spots, that the author was greatly handicapped 
by space limitations, all the more as he tries to be all-inclusive. This un- 
doubtedly explains why in a few chapters his exposition appears to be either 
too short or, perhaps, too abrupt. In some instances, moreover, the exposi- 
tion is not entirely adequate. Karl Marx, for example, is alleged to have 
said that in precapitalist economy the worker preserved the full fruit of his 
work, and that, consequently, there was no spoliation in the exchange (p. 
130). In fact, however, Marx is known to have maintained that exploita- 
tion of labor (surplus value) is a characteristic, of all society divided into 
classes, and not only of the capitalist society. Very doubtful is also the 
author’s statement that today even “the purest Marxists” no longer defend 
the value theory of the author of Das Kapital (p. 131). The author also ex- 
aggerates the early influence of Marx on economic thought. He asserts, with- 
out any proofs, that as an unexpected consequence of Marx’s “‘scientism,” 
“political economy since 1848 was more concerned than before with advising 
and less with describing” (p. 141). 

There are several interesting bibliographical indications, but the textbook 
would prove more useful to the reader if he were given more adequate 
guidance. Thus, for example, after having referred to three important publica- 
tions of Saint-Simon and the Saint-Simonian School, the author recommends 
(p. 105): “See also Oeuvres de Saint-Simon et d’Enfantin, 1865.” He does 
not add, however, that this item, which was published between 1865 and 
1878, includes no less than forty-seven volumes, most of which are of no 
value for the student of economic theories. There is no index, and proof- 
reading is slightly deficient. 

An attempt at synthesis is made throughout the whole text, which, despite 
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its inadequacies, contributes to the understanding of the history of economic 
theories. It is a useful study and has a definite place in the collection of any- 
one interested in the field. 
EDMUND SILBERNER 
Princeton University 


The Schumpeterian System, By Ricuarp V. CLEMENCE and Francis S. 
Doopy. (Cambridge: Addison-Wesley Press. 1950. Pp. 117. $2.50.) 


In 1934, when the English translation of his Theorie der wirtschaftlichen 
Entwicklung was published, Professor Schumpeter wrote that he had 
“, . . never come across an objection on essential points which carried con- 
viction to [his] mind.” This was written more than three decades after 
the first publication of the book. Now, sixteen years after the first English 
edition of the Theory and ten years after the appearance of the Business 
Cycles, Professors Clemence and Doody have undertaken the task of test- 
ing the vulnerability of thé system to critical attack. They have provided 
a systematic survey of some major objections to the theory and considered 
the extent to which the Schumpeter model is damaged by the criticism. 

The first part of The Schumpeterian System is devoted to an outline of 
the theory. The exposition is neat and straightforward and represents a 
heroic job of compression. What emerges is an abbreviated historical busi- 
ness cycle schema in which investment is presented as the heart of the cycle 
problem. The distinguishing feature of this investment explanation of capi- 
talist fluctuations is the emphasis on the effect of “new combinations’”—the 
result of carrying out a specific kind of investment, that associated with 
innovation—as opposed to emphasis simply on the effect of investment ex- 
penditure. There are important underemphases in the summary (for in- 
stance, the rôle of the banking system, and the identity of cyclical fluctua- 
tions and capitalist evolution in the theoretical system), but it is intended 
as a peg on which to hang the subsequent consideration of the objections. 
As such, it is quite convenient. 

Criticisms of the system are grouped under six headings: the Circular Flow, 
the Concept of Innovation, the Clustering of Innovations, the Impact of 
Innovation, the Three-cycle Schema, and the Long Waves. This review will 
not attempt to cover all or even most of the criticisms considered, but will 
be confined to examining the major objections discussed (contested is pos- 
sibly a more accurate designation). In the first of these chapters the authors 
reproduce Paul Samuelson’s effective treatment of the controversy over the 
zero rate of interest in Schumpeter’s model of the stationary state. The 
circular flow is preliminary to the main argument, and by the time Business 
Cycles was written Schumpeter was ready to point out that rates other than 
zero might be substituted without essential alteration of the system. The 
important issue, after all, is the analysis of the effect of innovation in raising 
the interest rate and the subsequent approach to the limit of the use of 
capital in the process of adjustment to equilibrium (there is also the corol- 
lary argument with respect to the nature of profit). 

Before considering the clustering of innovations Clemence and Doody look 
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briefly into the problems of why innovations are innovated and, more specifi- 
cally, why innovations should be made in neighborhoods of equilibrium, The 
inadequacy of their treatment of the latter question is doubly unfortunate, 
first, for their own conclusions, and secondly, because the ambiguity of the 
equilibrium concept in Schumpeter’s Second Approximation and Third 
(multicycle) Approximation is one of the weakest points in the theory. To 
argue, as Clemence and Doody have, that innovation in equilibrium neigh- 
borhoods is assured because if innovation failed to appear, the capitalist 
process would come to an end, is to be guilty of the crudest circularity. In 
the next chapter, on the clustering of innovations, they quote from Oskar 
Lange’s effective argument that the bunching in equilibrium neighborhoods 
‘, . is a consequence of the changing risk of failure.” It would have been 
better to let this answer suffice for the question when it was first posed. 

The problem of equilibrium comes up again in the later chapter on the 
three-cycle schema (with reference to the identification of different orders of 
equilibrium) and the authors then fall back on the fact that Professor 
Schumpeter insisted upon historical analysis for the determination of 
equilibrium neighborhoods. But nowhere do they face the central problem 
of the meaning of equilibrium in this system. Schumpeter spoke of statisti- 
cal equilibria, referring evidently to something akin to the Frisch normal 
points, theoretical equilibrium, an extension of the Walrasian equilibrium, 
and historical or “businessman’s” equilibrium. These are nowhere clearly 
tied together, and the effectiveness of the model does suffer from this am- 
biguity. The following are examples of the problems which arise about this 
issue: the location of the equilibrium (the most favorable climate) at an in- 
flection point in the time series, the point at which the curve is steepest and 
the rate of change most rapid; the significance of the equilibrium through 
which the system passes in falling from recession into depression. In the pure 
model, the two-phase cycle, the equilibrium stands out sharply. In the second 
approximation and the third, the various approaches become confused and 
the inadequacy of formulation becomes especially clear with the problems 
of identification of orders of equilibrium and decomposition of cycles. The 
authors do not deal effectively with this major objection to the system. 

In discussing the objections which have been presented to the clustering 
of innovations in the theoretical system, Clemence and Doody concentrate 
on Professor Kuznets’ criticism. They correctly reject his stricture that clus- 
tering depends on a discontinuity in supply of entrepreneurial ability or of 
inventions over time. As was mentioned above, they depend largely here on 
Lange’s argument of the changing risk of failure. They then go on and ex- 
tend the argument to counter effectively the charge that innovation would 
not slacken as the economy departed from equilibrium. In dealing with the 
question of the “innovation of the slump,” however, they miss the corollary 
problem of the mechanism of the lower turning point. Neither here nor in 
the later discussion of Innovation and the Theory of Employment (the 
most likely places for considering this objection) do the authors take up the 
criticism that the lower turning point in the four-phase cycle is not satis- 
factorily dealt with in terms of reorganization and “depression business” 
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opportunities. The petering out of depressions was considered by Dr. Lange 
to be explained in the Schumpeter model by “the special empirical fact 
that the cumulative multipliers are finite” (in addition to possible external 
factors), but he gave no further explanation for the rise to a new equi- 
librium. 

The chapter on the Impact of Innovation answers effectively the argu- 
ments that the Schumpeter model neglects the effects of innovation in creat- 
ing investment opportunities and that the model is so remote from statistical 
fact as to restrict significantly its efficacy for explaining business cycles. 
There is in the former discussion a good, concise description of the historical 
nature of the system (in the sense of Paul Samuelson’s classification) and 
the significance of this for the impact of innovation on investment oppor- 
tunity. Unlike causal theories, in which the impact of the propagating 
mechanism depends only on the functional time elapsed, impulses in histori- 
cal models, in general, and the innovation in the Schumpeter model, in par- 
ticular, will have an impact the shape of which is determined by the exact 
historical time (and the cycle phase) in which they are introduced. 

In the same chapter, discussing Innovation and the Theory of Employ- 
ment, the authors do not come off so well. Their remarks about Keynes’ 
“Notes on the Trade Cycle” do not answer effectively the criticism that the 
Schumpeter cycle theory is significantly weaker for not embodying an effec- 
tive theory of employment. Such apparent paradoxes in the model as the 
falling real income consumed during prosperity and the increase during re- 
cession are explainable if fluctuations in employment are introduced, as 
Lange has pointed out. 

In the final two chapters in this part Clemence and Doody consider the 
important body of criticism aimed at the Three-cycle Schema and the Long 
Waves in Schumpeter’s theory of capitalist development. The serious diffi- 
culties Involved in the identification of equilibrium points have been noted 
earlier in this review. On the questions of the rigidity of the three-cycle sys- 
tem and the “mechanical” extension of Juglar theory to the other orders of 
cycle the authors use material from the theory with good effect. Decomposi- 
tion into three cycles was defended by Professor Schumpeter as having ex- 
pository convenience in addition to having historical verification. The theory 
would support an indefinite number of cycles running together—the effect 
of secondary waves and the clustering of innovations lends theoretical sup- 
port to the choice of three orders of cycles. More recently Schumpeter in- 
dicated clearly that he was not simply extending his explanation of the 
Juglar to the other cycles by his repeated support of the inventory cycle 
as explanation for the Kitchin cycle and by his stress on the historical mean- 
ingfulness of Kondratieff waves as individual epochs in capitalist history. 
He also emphasized, however, that the long-run phenomena are of essen- 
tially the same character as the other observed cycles, enough so, indeed, to 
be useful for forecasting. With respect to locating the Kondratieff cycles in 
time series the authors indicate the difficulty of finding them in other than 
value series, but do not effectively defend the significance of the long waves 
shown there. 
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The authors conclude by cataloging briefly the achievements and limita- 
tions of the system and by stating that the “. . . objections . . . so far raised 
fail to damage the model to any discernible extent, and that criticism has 
left it quite intact.” While they have been on the whole effective protagonists 
of Professor Schumpeter’s position, their conclusion is too sweeping for the 
criticisms which have been considered and the limitations of some of their 
refutation. The main value of this book, which is not inconsiderable, rests 
not so much in any defense Clemence and Doody might offer for the Schum- 
peter theory as on the concise summary of the structure and the systematic 
presentation of the objections made to various, individual aspects of it. 

ALFRED H. CONRAD 

Washington, D.C. 


Five Lectures on Economic Problems. By GEORGE J. STIGLER. (New York: 
Macmillan Co. 1950. Pp. 65. $1.75.) 


This volume is the publication of a series of lectures delivered by Mr. 
Stigler at the London School of Economics and Poltical Science in 1949, 
Since the essays reflect the author’s views on five not very closely related 
topics, I will consider them separately in turn. 

The first lecture, “The Economists and Equality,” compares the posi- 
tions of the classical economists (neglect) and the modern economists (sup- 
port) relative to the equality of income distribution, and states Stigler’s 
position, which sides toward the classical. The classical economists, through 
Mil and Marshall, really did not espouse the Benthamite philosophy and re- 
jected maximum material satisfaction as a goal. Hence they were not much 
concerned with equalizing incomes, the satisfaction from which in any 
event depended more- on past incomes and other peoples’ incomes than on 
their immediate amount. They did favor maximizing output, but largely 
because better individuals were developed when they tried to maximize. I 
will leave the reader to check this against his own understanding of the 
classical economists, including Mill. 

Modern economists favor greater equality either on the basis of a crude 
diminishing utility argument, or to increase the propensity to consume, or 
simply because equality is a desirable end. Because of alleged flaws in the 
theoretical systems underlying the first two justifications of equality, Stigler 
sees merit only in the last. Stigler’s positive position on welfare economics 
is that primary reference to the goals of maximum output and greater 
equality is dangerous; the goals may conflict, and also we must add stand- 
ards relative to improvement of the individual and to the type of political 
and social organization. He espouses what he calls “the liberal goal” (not 
clearly defined), and would use maximum output and greater equality as 
only proximate goals and with a liberal admixture of salt. 

The second essay, “Monopolistic Competition in Retrospect,” evaluates 
the contribution to price theory of Chamberlin and Triffin. Chamberlin, ac- 
cording to Stigler, was a big disappointment, since he really did not develop 
a logically consistent theory of economic events containing more accurate 
or comprehensive implications than neo-classical price theory. All of his 


BOOK REVIEWS 919 


conclusions and neat solutions rest on an arbitrary group or industry con- 
cept, a product uniformity assumption, and a symmetry assumption, and 
when these are dropped (as each must be), all we have left is a manifold 
range of possibilities, including “the familiar uncertainty” of oligopoly situa- 
tions. “As a result, in the general case, we cannot make a single statement 
about economic events in the world we sought to analyze.” 

Triffin did not help matters much, since he did little more than redefine 
the problem in general equilibrium terms, presenting no developed solu- 
tions, and did not lead us in the direction of a usable price theory. Chamber- 
lin and Triffin failed because they attempted to make price theory at once 
realistic in detail and general in logic, and this is impossible in the face of 
the complexity of events. Theory should confine itself to making predic- 
tions of behavior in specific situations. Chamberlain has helped us mainly 
(1) by giving us a multi-firm monopolistic competition model of restricted 
and as yet unproved usefulness, and (2) because he has led us to “a re- 
orientation and refinement of our thinking on monopoly.” 

Stigler’s critique of Chamberlin is surprising. The limitations of Cham- 
berlin’s first approximation models are evident to all, but Stigler apparently 
has little to concede concerning the utility of such first approximations, the 
substantial contribution of at least stating the problem more adequately (if 
not offering a fully general solution where none exists), or the major re- 


direction of thought in the price theory for which Chamberlin seems pri- 


marily responsible. Stigler’s reference to the Chamberlin oligopoly problem 
as “familiar” typifies this odd attitude, when it was certainly Chamberlin 
who familiarized most contemporary theorists with the potential importance 
of the oligopoly concept. Although I agree with Stigler that a polished and 
complete theoretical system did not (and need not) emerge from Chamberlin, 
I feel that his concessions to Chamberlin’s fundamental contribution are to 
say the least grudging. 

The third and fourth lectures, “The Classical Economists: An Alternative 
View,” and “The Mathematical Method in Economics,” are evidently light 
pieces, or breathers, in the lecture series. In the first of these Stigler argues, 
with a lengthy paraphrase from Senior’s report on the hand-loom weavers, 
that although the classical economists now seem to have been deficient as 
formal theorists in concept and technique, they were not so bad when they 
sat down to analyze a practical problem. This is probably correct. The fourth 
lecture is a very sensible little essay on the place of mathematics in eco- 
nomics. Stigler argues that mathematics is not the answer to all the econo- 
mist’s problems, nor properly as yet his primary concern, nor the primary 
language that he should speak—as a matter of fact, mathematical economists 
should be required always to translate. I agree. 

The last lecture, “Competition in the United States,” first sets out to 
estimate the relative rôles of competition and monopoly in this country in 
1939 (the term oligopoly is not used). By his definitions, and weighting in- 
dustries by income originating therein, we were, in 1939, 55.2 per cent com- 
petitive, 24.4 per cent monopolistic, 2.5 per cent under compulsory cartels, 
and 17.9 per cent not allocable. It is Stigler’s definitions and his use thereof 
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that are most interesting. Competitive industry either must possess a large 
number of small firms and free entry, or, if possessing few firms or sub- 
stantial concentration, must evidence price or product competition leading 
to approximate equality of price and marginal cost in the long run. Mo- 
nopolized industries include compulsory government cartels in otherwise 
competitive industry, and all others, including rails and utilities. These 
designations are apparently felt to be descriptive of the classifications of 
Wilcox (T.N.E.C. Monograph No. 21—-no page reference given), which 
Stigler chooses to follow. Checking Wilcox (ibid., p. 20), I find that to be 
competitive, an industry must possess at least some of these characteristics 
(the crucial number is not specified)—-numerous producers, low concentra- 
tion, non-identical prices, flexible prices, cyclical output stability, moderate 
profits, entry and exit, high business mortality. Stigler follows Wilcox in the 
application of this mish-mash of alternative standards. 

A first comment on the Wilcox-Stigler classification is that even if the 
criteria of classification were specified sufficiently to remove the procedure 
from the realm of the slap-dash or primarily subjective, neither Wilcox nor 
Stigler nor anyone else at the moment knows enough about enough of the 
industries or groups classified to put forward an apparently firm estimate 
of how many of our industries are and are not competitive or workably 
competitive or what have you. Guesses of the sort set forth here by Stigler 
are worse than nothing, especially when unaccompanied by the extended - 
explanations and qualifications of the underlying (Wilcox) material. 

We do know something of the degree of concentration in industries, and 
can make a corresponding structural classification of a more objective sort. 
From the concentration standpoint, Stigler’s treatment of manufacturing in- 
dustries, which he finds about 55 per cent competitive, is interesting. In- 
cluded as competitive are apparently, for example, the following industries, 
with per cent of value-product contributed in 1935 by the largest four 
producers: breakfast cereals (68.1), chocolate (67.8), liquor (51.2), con- 
densed milk (44.6), shortenings (69.0), meat packing (55.6), oleomargarine 
(79.1), matches (70.3), cardboard (61.9), wallpaper (41.4), carpets (51.1), 
tires and tubes (80.9), laundry equipment (56.0), refrigerators (46.1). Most 
economists would probably consider these industries oligopolistic in structure— 
whether they are competitive by Stigler’s or other definitions, we Simply do not 
know in most cases. 

The Stigler findings on the place of competition in the economy (67.3 
per cent of allocable industry), however, are dominated by non-manufactur- 
ing industries. Sixty per cent of the competitive sector is made up of trade, 
services, contract construction, and finance, of which the first and third 
are thrown almost bodily into the competitive bin, and another 14.4 per 
cent of our competition is found in agriculture, forest, and fishery. How 
competitive or workably competitive all of this is would make a nice ques- 
tion for a number of very lengthy investigations. 

Stigler also analyzes the trend of competition in this country since 1870. 
His findings, which rest in the first instance on the classification described 
above and on the assumption that the derived competition-monopoly propor- 
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tion of each broad industrial sector for 1940 held from 1870 on, and in the 
second instance very largely on the movement of the position of the first 
firm in twenty industries since 1905, do not merit comment. As a whole, this 
last lecture was a serious disappointment. 

Taken as a whole, the performance in this series of lectures is quite spotty 
and far from Stigler’s best. But they are worth reading for their stimulus 
to thought, whether in agreement or in reaction, 

Jor S. Barn 

Berkeley, California 


Overhead Costs. By W. ArtHur Lewis. (New York: Rinehart and Co. 
1949. Pp. 200. $3.00.) 


This excellent little book is the third volume selected for publication in 
the New Works series by the Library of Economics. The title is somewhat 
misleading and perhaps unfortunate. The book does not, as one might ex- 
pect, deal with the managerial or accounting aspects of overhead costs. 
Rather, it is a group of seven essays concerned broadly with the allocation 
of resources in monopolistic areas and, more specifically, with the administra- 
tion and control of price-output decisions for enterprises under state regula- 
tion or management. 

Professor Lewis establishes the main elements of his theoretical framework 
in the initial essay, “Fixed Costs.” He rejects the traditional view that cost 
is essentially a function of output and that marginal cost is the only impor- 
tant social cost. The usual distinctions between fixed and variable and long- 
and short-run costs are, he contends, too simple and have produced a good 
deal of erroneous analysis, particularly in monopolistic markets where the ' 
ratio of fixed to variable costs is high. 

Demarcation of the line between fixed and variable costs requires recogni- 
tion of four distinct categories of fixed costs: (a) those fixed in the short 
run but not the long run, (b) joint costs that are fixed by reason of their 
indivisibility, (c) those fixed for small but not large changes in output and 
(d) those which are fixed under all circumstances. As thus modified, the 
traditional price = marginal cost concept for allocating resources finds no 
simple application in the analysis of imperfect markets or the administration 
of state enterprises. “There is no such quantity as the ‘marginal cost’ of out- 
put; there is not even a simple choice between two quantities, short- and 
long-run costs; there is a large variety of costs to choose from, depending 
merely how far ahead you choose to look, and this collection of costs itself 
varies from day to day, as current commitments alter.” In addition, in- 
divisible variable expenses must be covered if resources are to be utilized 
fully, and distinction must be made between business or accounting costs 
(amounts spent on production) and economic or social costs (those which 
cannot be escaped). 4 

The analytical problems involved in the application of these concepts are 
indeed great and, for those who insist upon rigidly determinate solutions, 
they may well be insuperable. Professor Lewis takes his hypotheses to the 
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market place for testing and, on the whole, with successful and challenging 
results, 

In “Fixed Costs,” he examines the problem of economic coordination be- 
tween two competing utility services. “The Two Part Tariff” is concerned 
with the principles behind multiple rates for electrical service and the use 
of this pricing method to obtain full utilization of existing resources. “The 
Economics of Loyalty” deals with the economics of price discrimination as a 
device for attracting and holding consumers. “The Inter-Relations of Ship- 
ping Freights” probes the relationships involved in various types of ocean 
rates and charters and the economic assumptions and results of price-fixing 
arrangements begun in 1935. “Competition in Retail Trade” examines the 
economic factors that determine the size, location, number and competitive 
relationships of retail stores with the particular purpose of uncovering the 
issues and principles useful for guiding policy-makers should retailing be- 
come subject to public regulation. 

The last two essays, “Monopoly and the Law” and “The Administration 
of Socialist Enterprises,” are considerably broader in scope. The first is an 
orthodox but persuasive presentation of the case for compulsory competi- 
tion vs, private or state monopoly. The second points out that socialization is 
no automatic panacea for social ills and urges, among other things, the en- 
couragement of competition within and between nationalized industries and 
the establishment of a contro] structure that will permit full and prompt 
reflection of consumer interests. 

Judgment as to the lasting qualities of a book of this nature is likely to 
vary directly with the interests of particular readers. In the opinion of 
this reviewer, Professor Lewis has made two significant contributions. First, 
his refinement of the nature and rôle of fixed costs in the marginal equation 
is an important step toward an understanding of the complex ‘of relation- 
ships in concentrated markets. Second, he has not been content to stop (as 
is frequently the case) with pointing out the flaws in existing concepts but 
has gone on to effect a constructive synthesis of his own hypotheses with 
particular market structures. 

In any event, most readers will agree that Professor Lewis is not only 
singularly adept as a theorist but combines this quality with an excellent 
sense for the relationship of theory to reality and with unusual skill as a 
writer, 

ALFRED S. CLEVELAND 

The Brookings Institution 


Twentieth Century Economic Thought. Edited by GLENN Hoover. (New 
York: Philosophical Library. 1950. Pp. xiii, 819. $12.00.) 

The term “economic thought” in the title of this volume refers, not to 
pure theory, but to the application of economic reasoning to issues of na- 
tional policy. Only two of the twenty essays are primarily theoretical: the 
remaining chapters deal with a wide range of policy issues, including social 
security legislation, government control of agricultural prices, the analysis 
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and control of economic fluctuations, international economic policies, public 
regulation of trade unions, and methods of preserving free competitive enter- 
prise. 

Professor Hoover has limited his own réle to the selection of authors and 
subjects, and has not edited the chapters either as to thought or style. The 
result is some unevenness in the level of treatment, ranging from the rather 
technical and difficult chapters by Frank H. Knight and Benjamin Higgins 
to the much more elementary treatment by Emerson P. Schmidt. For the 
most part, however, the volume is within the competence of the intelligent 
layman to whom it is primarily addressed, while at the same time avoid- 
ing the oversimplification of much popular writing. 

The average quality of the chapters is good. Most of them present a clear 
and well-reasoned point of view, with a pleasing absence of straddling or 
evasion of difficult problems, The contributions by Erdman, Hayes, Higgins, 
Hoover, Isaacs, Knight, and Kreps impressed this reviewer as particularly 
well done. 

The editor notes in his preface that professional economists are often in 
disagreement on policy matters. It might have been well to warn lay readers 
even more forcibly that some of the chapters represent only one point of view 
on a controversial subject, and that the statements made would be disputed 
by other scholars. One suspects, for example, that many would quarrel with 
Miss Bingham’s assertion that social security “is merely a new name for... 
relief of the needy” (p. 19), and that insurance concepts are entirely in- 
valid; or Professor Brown’s advocacy of the single tax (Chap. III); or Pro- 
fessor Erdman’s reluctance to countenance price supports or other methods 
of farm income stabilization during periods of economic depression (p. 154); 
or Professor Knight’s view that intervention to raise wage rates is likely to 
be ineffective or actually harmful (pp. 504-5). 

Economists can perform a useful service by discussing important public 
issues at a popular level and, in so doing, they are bound to voice individual 
judgments and preferences. We must take care, however, that the public 
realizes the need for a representative cross-section of professional opinion on 
disputed issues. It would be unfortunate if lay readers were to take this col- 
lection (or any other collection) of essays as the unanimous voice of the 
economics profession. 

This volume is to be welcomed as a solid contribution to public thinking 
on economic affairs. One may hope that it will be widely read and discussed, 
and that economists who disagree with any of the views expressed will take 
up the cudgels in their turn. 

Lioyp G. REYNOLDS 

Yale University 


Basic Econontics—A Macro- and Micro-Analysis. By GEORGE H. Evans, Jr. 
(New York: Alfred A. Knopf. 1950. Pp. xix, 381. $4.50; text, $3.40.) 
This volume is designed to meet the needs of a one-term course in ele- 
mentary economics with particular reference to two groups of students; 
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“those who do not expect to take further work in the subject; and those who 
plan to major in economics or a related study” (preface, v). Its funda- 
mental purpose is to provide a knowledge of the problems and methods of 
economics which will enable the student to carry out an intelligent rôle “as 
an amateur political economist” (p. 377). Three primary objectives are: 
“(1) to acquaint its readers with the nature of the problems with which 
economics deals, (2) to give a fair degree of understanding of some of the 
analytical methods employed in studying those problems, and (3) to stimu- 
late thought and discussion about basic economic problems” (p. 3). 

By far the greatest emphasis is on aggregative economics, Parts I and II 
deal with the macro-economic problems which relate to the various economic 
institutions, including the monetary and banking system, long-term credit 
and venture capital, labor organization, big business, and the national eco- 
nomic problems, such as economic growth, business cycles, the employment 
problem, economic welfare, the national debt, inflation, and interest rates. 
Parts III and IV direct attention toward the micro-economics of the market 
and the individual firm. Part V returns to the economics of aggregates in the 
problems of international trade. 

There can be no quarrel with the objectives proposed for the volume. The 
profession stands in great need of a text, adapted to the requirements of one 
semester, particularly for students who do not intend to major in economics. 
Also, the topical order of presentation, differing as it does from that in most 
economic texts by beginning and ending with aggregates, would seem to be 
more teachable. But the strength and weaknesses of any book lie in its con- 
tent and here there are serious questions to raise. With respect to the strong 
points, the book is commendable for its brevity. In addition, the description 
of the various economic institutions and their problems seems quite ade- 
quate. The chapters on economic growth and entrepreneurial income provide 
a desirable and original emphasis. In discussing entrepreneurial income the 
author not only indicates the present weaknesses in the theory but suggests an 
improvement by breaking the functions of the entrepreneur into four parts: 
the owner, the management, the control, and the enterprise. 

In spite of these good points, the inclusion of many difficult ideas normally 
reserved for consideration in the second semester or in advanced economic 
courses, although raising the level of scholarship, greatly limits the useful- 
ness of the book as a one-semester introduction to economics, Thus, in dis- 
cussion of micro-economics, it is surprising to find a section (pp. 247-53) 
devoted to the development of and the derivation of demand and supply 
curves, including a dozen or so demand and supply equations and material 
on three-dimensional diagrams. Again, it would seem unnecessary in an intro- 
ductory course to use a three-dimensional diagram (pp. 291-92) to explain 
economic rent. Even more unexpected is the section on Euler’s Theorem (pp. 
293-96), not only because of its difficulty, but because the numerical ex- 
amples used, without the calculus, seem no more convincing proof that 
the distribution of net product on the basis of marginal productivity ex- 
hausts the total product, than does a simple statement of the proposition. 
Finally, it is unusual, in an elementary treatment, to find pricing under 
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monopolistic competition (pp. 334-35) explained in terms of the probability 
laws, strategies, and tables presented in Hurwicz’s, “The Theory of Eco- 
nomic Behavior.’’? These materials provide useful tools of analysis but arè 
not essential to a begimner’s understanding of the pricing system. It would 
seem unwise, therefore, to include them in the first and probably only ex- 
posure which many college students will have to the problems and objectives 
of economics. l 

Besides presenting these unusually difficult economic concepts in his state- 
ment on market economics and pricing of the individual firm, it is to be 
regretted that the author makes little use of the national income analysis 
presented in his Chapter 10. Once having developed the analytical model in 
which changes in planned savings and planned investment affect changes in 
the level of income, no further use is made of the tools although two of the 
three financial problems of aggregative economics (the national debt and 
control of inflation during World War II) might logically have been analyzed 
with the aid of the savings-investment mechanism. Likewise, the section on 
international trade and economics largely ignores income effects. 
- The conclusion from this review is that the author had an excellent idea 
in preparing a new treatment of basic economics, oriented toward national 
economic policy problems and tailored to the needs of the one semester stu- 
dent. But the too rigorous treatment of certain specialized topics leaves one 
encouraged by the scope and vitality of the idea but thwarted somewhat 
by its practical content and expression in the book. 


KENNETH D. Roose 
Oberlin College 


* American Economic Review, Vol. XXXV, No. 5 (Dec., 1945), pp. 909-25. 


Economic History; National Economies 


The Decline and Fall of British Capitalism. By Kerru Hutcuison. (New 
' York: Scribner. 1950. Pp. 315. $3.50.) 
Crisis in Britain. By ROBERT A. Brapy. (Berkeley and Los Angeles: Univ. 
of California Press. London: Cambridge University Press. 1950. Pp. xii, 
730, $5.00.) 


If its title and a certain theme song running through the text be, for the 
moment, neglected, the American (and the British reader, too) will find Mr. 
Hutchison’s book a fascinating and true account from its start in 1880 to 
its final glimpse into the future. The treatment is broadly chronological, in 
five ages; fn de siècle, Edwardian, First World War, Interwar, and “One 
War too Many.” Repeatedly the reviewer has found once isolated political per- 
sonages and events—Lord Randolph Churchill, The Primrose League, the En- 
tente Cordiale—neatly navigating, and illuminating, the stream of social 
forces. Mr. Hutchison knows his original authorities, Beatrice Webb, See- 
bohm Rowntree, Keith Hancock, and his economics and economic history; 
he displays sound judgment, even on such sources of acrimony as the suf- 
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fragettes or Lord Lansdowne’s peace feeler of 1917. The period is one reach- 
ing out beyond that of ordinary history books and reaching back too early for 
the journalist; a period most important to have bridged, and delightful to 
have so elegantly bridged. 

But, really, the title of the book cannot be overlooked nor the theme run- 
ning through its members; Part IV, for instance, is the Decadence and 
Part V, the Last Days of British Capitalism. The reader would hardly 
imagine (as Professor Brady’s book brings out) that the Labour Party is 
today still arguing whether to proceed beyond the mere 20 per cent of na- 
tionalisation at present more or less envisaged; or that large British Joint 
Stock companies still flourish and multiply with booms, as well as slumps, in 
their shares on a lively Stock Exchange. Mr. Hutchison can no doubt answer 
back that he did not mean the fall of capitalist institutions thus crudely. 
But in that case, he should have spent more time explaining his more subtle 
tests of the decline, fall or decadence of capitalism. The “economic decadence” 
of British capitalism is summed up as a fact (p. 225) after four or five pages 
on the introduction of the tariff into Britian in 1932. Has American capital- 
ism then been decadent since the middle-nineteenth century? A passage, all 
too brief, on the first page of the Introduction makes capitalism synonymous 
with the free-market system (“the heart of the capitalist economy”), un- 
graduated direct taxation and absence of social services. But freedom of supply 
and demand and their restriction today is not what Mr. Hutchison is writing 
about. Curiously enough, the dust cover “blurb,” so often an unreliable index 
to inside contents, is nearer the mark in announcing a narrative of “the slow 
retreat by the British ruling classes”! 

Capitalism must refer not just to a market mechanism or financial devices 
but to some industrial power of private property (that, at least, is the way 
the Oxford dictionary has it) and it is actually this power which the narra- 
tive follows up. Something in Britain certainly has declined, if not fallen, 
which Mr. Hutchison alludes to often enough—the comfort and the rule 
of the aristocracy and grande bourgeoise. In the earlier part of Mr. Hutchi- 
son’s period, capitalism was actually rising in power at the expense of the 
landed aristocracy. After Lord Salisbury’s resignation in 1901, no peer has 
been Prime Minister or is ever likely to be; and Tory Prime Ministers have, 
except in wartime, been frankly provincial and capitalist—Bonar-Law, 
Baldwin, Neville Chamberlain. The story Mr. Hutchison is telling, and 
telling admirably, is the decline and fall of the political power of the quasi- 
feudal upper class, then the decline in power, but certainly not the fall, of the 
capitalist middle class. Mr. Hutchison is perfectly right when he says that 
total war has proved an enemy to capitalism, but he does not admit the 
corollary that if war and the danger of war retreat, capitalism may revive 
as it did in 1921-29 and 1935-37. The structure of capitalism is still fairly 
intact in Britain, and government controls have already been taken off as 
shortages due to the war come to an end. 

Professor Brady’s Crisis in Britain is complementary to the Decline and 
Fall. It does not pursue trends but paints in the details of the present mixed 
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capitalist and socialist scene. The first chapter provides a sociological frame 
to the landscape, very necessary for American readers. After that, successive 
chapters take one economic activity after another—banking, coal, public 
utilities, iron and steel, transport, telecommunications, agriculture and market- 
ing—and analyse, in each case with independent comment, the economic situa- 
tion and political overtones previous to nationalisation (or rationalisation), 
the scheme itself and its reception, particularly in Parliament (the author is 
well up on Hansard). But there is far more than the control of economic 
activities in the Labour programme and Professor Brady devotes further 
chapters to British social security, town and country planning, industrial 
location and development, and empire relations. 

For the average English-reading but England-unconscious American, ` get- 
ting the background right is perhaps the most important duty of the writer. 
Here the truth lies somewhere between the Hutchison narrative and the 
Brady picture. While the Decline and Fall of Capitalism recounts the com- 
plete collapse of the power of the old ruling class, Crisis in Britain sketches 
in (p. 22) “countless doormen, butlers, lackeys, flunkeys, coachmen, scrub- 
women, governesses, private tutors, instructors and porters in private homes 
and government offices.” This purple passage, true fifty years ago Is now a 
fantastic fiction almost of the Kremlin pattern. These categories of servants 
can perfectly well be counted (the author does so on page 671) and when 
counted appear to have fallen in 1948 to less than one-third of their number 
at the 1931 Census, in spite of the rise in the population. If the book is not 
to fool Americans and lose its credibility with Englishmen, these few early 
pages should be drastically revised at the next edition. Old England is cer- 
tainly trying to retain her class system with the aid of her so-called Public 
Schools and the transmission there of the so-called Oxford accent (which 
three-quarters of the citizens of Oxford don’t speak). But a servantless sec- 
ondary schooled new England is moving sociologically toward the situation 
not in Russia but in the United States of America; and economically toward 
the equality of net incomes, proclaimed in Jeffersonian ideology and already 
far outstripping the American fact. 

Apart from missing this background story that Mr. Hutchison tells so 
well, Professor Brady has admirably seized upon the essential philosophy 
of the Labour Party. It derives not from Marx but from the reformist 
utilitarians, the Webbs and Keynes, and is taking shape in a Capital-Labour 
co-partnership, borrowing plans from conservative appointed committees and 
Royal Commissions. This point must apparently be repeatedly driven home 
in America, and is admirably sharpened by the list (p. 41) of these com- 
mittees and their chairmen. “The Bank of England (MacMillan report), coal 
(Reid report), gas (Heyworth report), electricity (McGowan report), town 
and country planning (Barlow, Scott and Uthwatt reports) and social se- 
curity (Beveridge report).” 

Crisis in Britain will prove exceedingly useful as a companion to British 
as well as American readers and writers. British economists were not trained 
during the war; those trained since then are training others, or else too busy 
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in government service making the economic facts, to write about the facts. 
Over and over again, visiting Americans ask me for the British authorities 
on the British nationalisation of coal and transport, or on the British social 
security and health service. The answer in the vernacular is Damn All! 

Americans, who, like Professor Brady, are filling the void are very welcome. 
Points for criticism, however, are that he is inclined to give figures for 
Britain as though they were peculiar to that country without comparing the 
corresponding figures in America or other countries. Though he quite harps 
on their smallness (pp. 5, 647, 649), British factories measured in workers 
are on the whole not much smaller than even American; nor is a larger pro- 
portion of man-power engaged in distribution; nor pro rata are deaths by 
accidents more frequent in British mines. In fact, except for technical man- 
agement methods and the horse-power per worker, and consequently pro- 
ductivity, the surprising thing is the similarity of the two countries in their 
industrial set-up. There is also some lack of discrimination in assessing the 
achievement of the Labour government. Professor Brady is rightly disappointed 
in the Labour government’s enterprise and efficiency and indeed does not 
perhaps say enough about the weakness of the official tools for implementing 
plans, but this disappointment should not extend to the policy of industrial 
location. The object here was to employ the available labour of the old 
depressed areas, A greater proportion of women are now occupied in these 
parts than even at the most prosperous times and the unemployment rate for 
men at the last showing was down to 3 per cent in South Wales. 

These are but small blemishes, however, on a solid piece of work. Brady 
as well as Hutchison will be warmly recommended to Honours students 
in at least one English University this year! 

P. SARGANT FLORENCE 


The University, Birmingham, England 


L’Economie Soviétique. By Cu. BETTELHEIM. (Paris: Recueil Sirey. 1950. 
Pp. viii, 472. 1,600 fr.) 

Professor Bettelheim is well known for his previous work on the problems 
of planning in general and on Soviet planning in particular, as well as for 
his writings in other fields. His present treatise is an effort to present a sys- 
tematic account of the anatomy of the Soviet economy and of its develop- 
ment since 1917. After a brief review of general economic development, he 
covers in orderly fashion the organization of the economy as a whole, agri- 
culture, industry, domestic and foreign trade, money, credit, and planning. 
There is no separate chapter on labor, but various aspects of labor policy 
are dealt with as appropriate in the body of the book. Transportation and 
communication are, however, almost entirely ignored, a regrettable omission. 
The emphasis on organization in the volume sets it apart from the postwar 
volumes of Dobb and Baykov, the two books in English whose length and 
scope of coverage are most nearly comparable to it. They stress historical 
development more than does Bettelheim’s work. This reviewer now has a 
volume in press which will provide-an English study with objectives more 
similar to this product of French scholarship. 
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There is much merit in this book. It is well organized and clearly written for 
the most part. Professor Bettelheim has striven for a high standard of schol- 
arly objectivity so that the tone of his writing is quiet and moderate, un- 
marred either by raucous anti-Sovietism or pro-Sovietism. His book is based 
primarily upon a wide variety of Soviet sources, and specialists will appre- 
ciate the pains he has gone to to obtain access to a large body of materials 
published in the USSR. Such extensive use of Soviet sources is a necessary, 
though insufficient, condition for accurate scholarship in this field. In view 
of the trials of defeat and occupation that France has suffered in the past 
decade, it is remarkable indeed to find that a French scholar has so much 
available material. For those who read French but not Russian, this book 
will be a valuable handbook on the structure of the Soviet economy. And 
even for those who can use Soviet materials, this orderly account will be 
valuable since no one book published in the USSR gives so systematic and 
complete a picture of that economy. 

The many virtues of this book make all the more melancholy this reviewer’s 
duty to point out a number of its extremely serious deficiencies. These de- 
ficiencies are not simply a matter of inaccuracies, though there are a number 
of these such as the statement on page 359 that the State Bank has not been 
under the Ministry of Finance since 1937, though it was restored to that 
jurisdiction in 1946. Rather, Professor Bettelheim in his laudable effort to 
be objective has leaned over backward with the result that certain portions 
of his book are misleading. He accepts Soviet statistics uncritically and omits 
certain important features of the USSR’s economic system which are vital to 
an understanding of its nature and operation. 

The treatment of questionable Soviet statistics may be illustrated by ex- 
amples from his chapters on industry and agriculture. In the former, on 
pages 136 ff., he cites data on the increase of gross industrial output in 
terms of 1926-27 prices. The inflationary bias of the production index cal- 
culated in this manner is now well known, but the author does not refer to 
it explicitly in the text and does no more than mention casually changes in 
Soviet statistical methods between 1928 and 1932. The non-specialist reader 
could hardly be blamed if he concluded that the author accepted data in 
1926-27 prices and believed conclusions regarding production drawn from 
them to be accurate. 

In similar fashion, his discussion of agricultural production is misleading. 
He accepts the Soviet series on gross agricultural output in terms of 1926-27 
prices, and mentions neither the changes in definition of this series nor the 
extension of territory after 1939. Yet he says flatly that between 1928 
and 1940 agricultural output in fixed prices increased 58.8 per cent (p. 89) 
as if the figures were comparable. Most serious here is the fact he does not 
mention the major changes in definition of crop yield and production in the 
1930’s that have resulted in a gross exaggeration of output data because of 
the shift from a barn yield method of accounting to a field method which 
makes no allowances for large losses in harvesting and transporting crops. 
In his eagerness to show the great progress achieved by Soviet farm mecha- 
nization and collectivization, he gives a table of yields for three major crops, 
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showing the gain from 1928 to the record year of 1937. He does not warn 
the reader that 1937 is entirely unrepresentative and that results for 1938-40 
were well under it. His statement that “Because of the manner in which 
Soviet statistics are prepared the areas, harvests and yields do not always 
coincide” misses the point and is absolutely inadequate to expose the reality 
of agricultural development, hidden as it is behind statistical trickery. 

One looks in vain here for discussion of several important elements of the 
Soviet economy. Surely the existence and importance of forced labor is suff- 
ciently documented by now to merit inclusion in any systematic survey of 
the Soviet economy, but it is not in this volume. There is no adequate dis- 
cussion of trade unions and there is no mention of the desuetude into which 
the system of collective agreements fell between 1935 and 1947. The low 
Soviet standard of living is indicated only obliquely in the discussion of per 
capita industrial production, and the tragic deterioration of urban housing 
conditions before World War II goes virtually unmentioned. These omissions, 
together with errors of commission such as pointed out above, result in a 
book whose over-all portrayal of the Soviet economy.is far more consonant 
with that presented by Soviet propaganda than with reality. 

Despite these criticisms, there is much in this book that will interest 
American economists and it should be useful to a much broader audience 
than that in France. It is unfortunate, however, that Professor Bettelheim 
does not have a larger acquaintance with the literature in English and Ger- 
man, the writings of Jasny, Gsovski, Bergson, Gerschenkron, Prokopovicz 
and others, and did not include the results of modern analytical studies of 
the Soviet economy. His book would have been more accurate and less likely 
to mislead non-specialists if he had drawn on these sources. 

HARRY SCHWARTZ 

Syracuse University 


Economic Systems; Planning and Reform; Cooperation 


The Economic Theory of a Socialist Economy. By BURNHAM P, BECKWITH. 
(Stanford: Stanford University Press. 1949. Pp. viii, 444. $5.00.) 


Until very recently, Karl Marx’s ban on utopianism has prevented the eco- 
nomic problems of socialism from receiving serious consideration by socialists. 
Mr. Beckwith’s book is perhaps the most extreme example of a reaction to 
this ban, and consists of a careful blueprint for the economic working of 
a socialist society. The author undertakes to make four fundamental con- 
tributions to the theory of socialist economy. They are: first, the application 
of marginal economic theory to the problems of socialist administration; 
second, the use of a profit-loss mechanism in the management of the so- 
cialistic economy; third, a marked emphasis on the desirability of individual 
freedom in a socialistic state; and, finally, the application of the principle 
that prices should equal marginal costs in all pricing problems of a socialist 
economy. 

Mr. Beckwith does not argue for socialism. In this volume he takes the 
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desirability of the establishment of socialism as given, and by socialism he 
means the public ownership of the instruments of production. He does, how- 
ever, insist that freedom of the individual is a fundamental purpose of social- 
ism. It is therefore strange to have him begin his book by declaring that 
socialism is now important because in the Soviet Union socialism has been 
established over a very large part of the earth’s surface. Nevertheless, 
throughout the book one feels that a socialist society is not merely one which 
has public ownership of industry. It is also the society of the future and at 
the same time it is an ideal society from the point of view of human freedom 
and fulfillment. | 

The blueprint is worked out with considerable detail, and with admirable 
intrepidity, adhering strictly to the principles of marginal analysis and the 
freedom of the individual even if they lead to conclusions which would be 
extremely unpopular because they seem to depart from so-called common 
sense. Perhaps the most important exception is where he sacrifices the logic 
which would make the citizen’s social dividend (his share of the earnings of 
publicly owned property) independent of the amount of work he does. But 
even here he displays considerable discomfort in deciding that a certain 
amount of work should be compulsory—probably because it is supposed to 
be a socialist principle that everybody should work. 

The result is a large book very rich in ingenious suggestions for an ideal 
society. Mr. Beckwith over-estimates the importance of the economies of 
scale, and exaggerates the possibilities of scientific management. Or perhaps 
it is better to say that he under-estimates the importance of competition in 
our economy. He would like to have a society in which there are a number of 
monopolies, pure monopolies he calls them, whose managers, instead of trying 
to maximize profit, follow rules which will result in the optimum use of 
resources in serving the preferences of the citizens both as consumers and 
as workers. His thorough understanding of modern marginal analysis, and 
detailed familiarity with recent work on welfare economics and on the social 
functions of markets and pricing, lead him to develop rules which, if obeyed, 
really would result in the most effective use of resources in efficiently serving 
the preferences of the public. He carries to logical and detailed conclusions 
the principle that price should be equal to marginal cost for the purposes of 
economic efficiency in the general social interest. - 

The same willingness to accept the findings of economic science leads him 
to the realization that planning in a free society must be cut down to the 
collection and dissemination of information to guide the decisions of the 
various managers who have to make the economic decisions. But exaggera- 
tion of the possibilities of scientific and large-scale management often causes 
him to overlook some of the real difficulties. Thus, he declares that there will 
be no great difficulty in allocating the resources which are being saved, and 
which are to be used for investment, since there would be no more than about 
twenty trusts in charge of investments. The concentration of all investment 
decisions in twenty trusts does not solve the problem of the hundreds of 
thousands of decisions which must be made for appropriate and most effec- 
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tive allocation of factors throughout the economy. If the problem could be 
simplified in that way, one could go still further and have only one trust in 
charge of investment so that the problem would disappear altogether. But 
clearly, this doesn’t really help. It merely puts the different managers who 
have to make the decisions under one roof. 

It would seem to the reviewer that Mr. Beckwith’s acceptance of indi- 
vidual freedom and the satisfaction of the individual’s needs and desires as 
the ultimate objective of economic organization should lead to the incorpora- 
tion in the ideal economy of such private enterprise as would be able to 
compete successfully with public enterprise in fair competition on equal 
terms. But private ownership of the instruments of production is ruled out 
by the initial declaration that the book will take for granted the desirability 
of the establishment of a socialist economy. This would not matter if it were 
not implicit throughout the book that the real objective is not socialism in 
the sense of the public ownership of the instruments of production as a 
dogma that is not to be questioned, but socialism in the sense of a society in 
which the institutions of society are to be modified without regard for tradi- 
tion, wherever such modification would serve most efficiently to maximize 
the satisfactions or the freedom of the individual members of society. It is 
this humanist objective that really provides the interest and the incentive 
for the author to write and for most readers to study such a work, and it is 
really illegitimate to mobilize concern for this objective for the dogma of 
100 per cent public ownership of the instruments of production. 

The greater part of the book consists of positive proposals for social 
organization, many of which economists will want to disagree with, all of 
which will be very helpful in calling for careful examination of problems 
which have been inadequately considered by socialists. It is probable, how- 
ever, that the book will not have the influence that it deserves. It is likely 
to be unpalatable to socialists because of its insistence on pricing, marketing, 
money, and other things which look to them like nothing more than the 
trappings of Capitalism. It is likely to annoy non-socialist economists by its 
unquestioning acceptance of the socialist dogma that all the instruments of 
production must be socially owned, and that all the problems can be solved 
by an efficient and scientific bureaucracy. Still others may be repelled by the 
repeated and rather irrelevant anti-philosophical side remarks. It would be 
a great pity if this were to be so, for the book could be of enormous service 
in introducing socialists to the problems that they have shamefully ignored 
and could be of perhaps even greater use to teachers of social institutions 
and organization, to reformers of all kinds, including New Dealers, as well 
as to the opponents of any particular proposals for reform. The book is full 
of provocative and ingenious proposals and could be read with profit by all 
who are concerned about the effectiveness of our economic organization in 
contributing to the good life of the individuals that constitute our society, no 
matter what their interest or absence of interest in “socialism.” 

ABBA P. LERNER 


Roosevelt College 
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The New Society. By PETER F, Drucker. (New York: Harper & Bros. 1950. 
Pp. ix, 356, $5.00.) 

The “New Society” for which Mr. Drucker has written a description, a 
diagnosis, and a prescription is based on mass production as “a general prin- 
ciple for organizing people to work together.” With skill and sparkle, he 
portrays the results of widespread application of this principle: the loss of 
the individual’s independent capacity to produce, the consequent gravity of 
unemployment as a social and psychological threat, the impact on family 
relationships, and, most important, the creation of an autonomous, big enter- 
prise which provides, at the same time, both a highly productive economy 
and a constant threat to our freedom. From these results flows the general 
problem to which the book is addressed: “Unless industrial society can 
decentralize the power of giving access to the means of production, it will 
not remain a free society; it will be in permanent danger of becoming 
totalitarian. But if it loses the power to act, it will fail to remain a society 
altogether.” 

In the analysis of this general problem (Parts 2, 3, 4, and 5), familiar 
material, some of it taken from the author’s previous work, is drawn together 
and juxtaposed in a way which provides fresh insights into the operation of 
the large corporation, the union, and the “plant community.” Indeed, 
Drucker is at his best in discussing the functions of top management, the 
differences between the outlook of various levels of management, the rôle 
and problems of union leaders, and the nature of the plant community. His 
chapter on “The Communications Gap” between these various groups is 
particularly good. 

Mr. Drucker’s general solution to the problems of the New Society is (a) 
federalism within the enterprise, patterned after the General Motors’ style 
of organization, and (b) participation of the union and, more particularly, 
representatives of the plant community in the solution of the types of prob- 
lems that arise at the local level. In brief, his call is for “responsible par- 
ticipation of the citizens in their own government,” including the organiza- 
tion in which they work. Of course, these general precepts are supplemented 
and implemented by many more specific proposals. 

These specific proposals, however, are not nearly so convincing as his 
analysis of the problems to which the proposals are directed. For example, 
he argues that collective bargaining should be directed initially toward the 
“wage burden” rather than toward the emotionally charged “wage rate,” 
thus enabling the union leader to adopt a more rational approach. Then, 
though he rules out negotiation for all industries simultaneously ‘on a nation- 
wide basis as leading to “monopolistic tendencies,” he proposes instead that 
wage-burden bargaining “can only succeed if ... carried out on an industry- 
wide basis (p. 321). Industry-wide bargaining over the “wage burden,” then, 
presents no monopoly problem? 

Again, after arguing convincingly that national unions would oppose the 
organization of “enterprise-oriented” plant communities, he seems to pro- 
pose a compulsory union shop throughout all industry. After such a drastic 
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step, he quite properly takes up governmental controls over internal union 
government, including (the most striking example) “We must make it pos- 
sible for a man to transfer within his trade or craft from one union to a 
competing (italics supplied) union without losing his seniority and with it 
all his claims to security and benefits” (p. 330). He does not tell us, however, 
how to deal with the reaction of “junior?” members of the competing union 
when such a transfer is made. 

As another example, he takes on the question of the general level of em- 
ployment—in ten pages. After disposing of the “real menace” of “Keynesian 
medicine men who inherited their master’s prescriptions without having his 
diagnostic skill” (p. 256), he states dogmatically that a Public Works pro- 
gram leads “to a decline of all other capital goods orders which offsets the 
stimulus of the government’s orders” (p. 259) and that therefore, “govern- 
ment in an industrialized country has but one weapon to fight a serious or 
chronic depression: an armaments program” (p. 260). He then offers his 
solution to the problem: a tax program designed to encourage business sav- 
ing during the boom and business investment during depression. He cavalierly 
suggests furthermore that ‘Co-ordination of these projects by the government 
would be needed to prevent both a premature start on these projects and 
their abandonment during a depression because of lack of confidence” (p. 
262). In other words, he no sooner gets started on this problem than he is 
through with it. 

Despite differences with specific proposals, however, any reader would find 
Mr. Drucker’s analysis of today’s industrial problems to be a challenging 
one. For while he is often dogmatic, he is always provocative. 

GEORGE P. SHULTZ 

Massachusetts Institute of Technology 


Au-delà du Capitalisme, du Collectivisme et du Dirigisme. By ANDRÉ STAL- 
DER. Collection de la Nouvelle École de Lausanne. (Lausanne: Im- 
primeries Populaires. 1950. Pp. 336.) l 


André Stalder’s investigation of “The Beyond” is, structurally, a massive, 
forbidding treatise in the grand manner of the nineteenth century. The sub- 
ject of his study is in keeping with this formal and solemn setting. It is 
nothing less than an analysis of capitalism, collectivism, and ‘directed 
economy” (dirigisme), and a detailed outline of “harmonized economy” 
(économie harmonisée) which, if the author’s recipe gains general acceptance, 
would lead the world out of its present impasse. 

Dr. Stalder’s somewhat unorthodox definition of capitalism is essential 
to an understanding of his thesis. “Capitalism,” he writes, “is a system of 
cooperation of legally independent (juridiquement. distincts) factors of pro- 
duction, based on the division and advanced mechanization of labor, of which 
the specific feature and driving force (charactére specifique et générateur) is 
‘laisser faire’ or, in other terms, spontaneity.” The essence of capitalism, 
therefore, is not, as it is usually held, private ownership of means of produc- 
tion but “laisser faire,” spontaneity, or non-intervention by the State author- 
ity. This terminological eccentricity allows the author to consider the “di- 
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rected economy” and the “harmonized economy,” both of which retain private 
ownership of means of production, as economic systems sharply differentiated 
from capitalism as well as from collectivism which Dr. Stalder defines as “a 
type of economy based on public (sociale) ownership of almost all means 
of production and distribution, the direction and control of the use of which 
is assured by the State.” 

The author is unsparing in his criticism of both capitalism (“un régime 
aveugle et opaque”) and collectivism which ignores consumers’ demand, is 
inimical to human dignity, and destructive of political and cultural liberties. 
He is, if possible, even more critical of “directed economy,” a moot category 
in which he lumps together the New Deal, Léon Blum’s Front Populaire, 
National-Socialist Germany, war economies, and the postwar nationalization 
policies in France and England. “Directed economy,” Dr. Stalder holds, is 
“chaotic, tyrannical, inefficient in production, unjust in the allocation of in- 
come”; it tends to suppress, by indirect methods, intellectual freedom and, 
moreover, is not an “economic system” because it lacks a definite ‘‘phi- 
losophy.” 

Some of Dr. Stalder’s criticisms are reasonable and fair but their effective- 
ness is impaired by the flimsy factual foundation on which they rest. He 
refers exclusively to publications which have appeared in the French lan- 
guage. This may explain why in his discussion of capitalism he deals, per- 
haps at excessive length, with Hayek and Walter Lippmann but never even 
mentions, for instance, Schumpeter. A section on business cycles is based ex- 
clusively on an unpublished manuscript by Dr. Stalder’s revered master Pro- 
fessor Firmin Oulés and shows no familiarity with the vast literature on this 
subject which has appeared in England and, especially, in the United States. 
Information on Soviet collectivism is drawn chiefly from two volumes by 
Charles Bettelheim and a booklet by Strumilin. This paucity of sources leads 
Dr. Stalder into a number of factual errors bearing on essential points, for 
instance, the question of incentives in the U.S.S.R., on which much has been 
written, the position of labor (revolutionized by the Soviet labor legislation 
of 1940 which he never mentions), and the very nature of Soviet planning 
which he imagines, quite wrongly, to be rigid and inflexible while in actual 
fact the Five Year Plans are being incessantly revised. 

Dr. Stalder’s positive contribution is the presentation of the theory, and 
program of “harmonized economy” which stems from the work of Walras and 
Pareto but has been formulated by Professor Oulés, founder of the New 
School of Lausanne. “Harmonized economy” aspires at establishing equi- 
librium between liberty and authority, through the systematic but selective 
intervention of the State. According to this theory the motives of human 
action are either harmonious or selfish. It is the duty of public authority, 
inspired by the ideal of social justice, te “harmonize” selfish private inter- 
ests through “enlightening, flexible, indicative, and truly liberal” planning 
(“planification éclairante, flexible, indicative, et vraiment liberale”). The 
author discusses in some detail a comprehensive list of economic and social 
reforms which the Lausanne School regards as essential for the establish- 
ment of “harmonized economy.” Although Dr. Stalder states emphatically 
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that “directed economy” and “harmonized economy” are in no way com- 
parable, to this reviewer, at least, the distinction appears tenuous, not to 
say imaginary. Switzerland, a tiny compact country with a sturdy social 
structure, high standards of living, and a long tradition of public welfare 
lends itself to heartening speculations about human affairs. It is, perhaps, no 
mere accident that the New School of Lausanne and the author of La 
Nouvelle Héloise and Emile were both born on the shores of the lake of 
Geneva. 
MICHAEL T. FLORINSKY 
Columbia University 


Has Market Capitalism Collapsed? By ALLEN Morris Sievers. A Critique 
of Karl Polanyi’s “New Economics.’ (New York: Columbia University 
Press. 1949. Pp. 387. $4.75.) 


The central thesis of Polanyi’s The Great Transformation is that both the 
idea and the endeavor to establish a self-regulating market system during 
the 19th century were a “stark utopia.” The attempt to set up a free money 
and labor market was condemned to failure because it was based upon an 
erroneous identification of money and labor with commodities. The extension 
of the domestic market system to the international field (gold standard), the 
erection of a balance-of-power system upon the substructure of the gold 
standard mechanism and the separation of the economic from the political 
spheres of human and social existence in the liberal state—these and indeed 
all related “creations” of ‘the self-regulating market were based upon a com- 
plete misconception of the nature of man as a social being. In fact, the insti- 
tution of a self-adjusting market “could not exist for any length of time 
without annihilating the human and natural substance of society; it would 
have physically destroyed man and transformed his surroundings into a 
wilderness. Inevitably, society took measures to protect itself, but whatever 
measures it took impaired the self-regulation of the market, disorganized in- 
dustrial life, and thus endangered society in yet another way” (Polanyi, 
pp. 3-4). It was this dilemma which forced the disruption of the market sys- 
tem and accounts for the social cataclysm which we have been and are still 
witnessing. Socialism was a symptom and fascism the outcome of the liberal 
utopia. 

Sievers does not seem to have any basic quarrel with the central thesis of 
Polanyi’s book. His main criticism is directed against what he considers to be 
Polanyi’s lack of a specific philosophical indictment of the classical-political 
economists and lack of a positive elaboration of some of the implications of 
Polanyi’s analysis. In some instances Sievers’ strictures are related to matters 
of form rather than substance. They deal with issues of secondary impor- 
tance or with special interpretations of Polanyi’s position. Thus, Sievers be- 
lieves that Polanyi intended to formulate a new economic science founded 
on anthropology and states that this attempt was not only abortive but 
superfluous for the purpose in hand; that Polanyi’s criticism of Adam 
Smith’s psychological premises (about the propensity to barter) went too 
far and was also unnecessary because contemporary conclusions in favor of 
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laisser faire no longer rest upon them; that Polanyi by arguing that the 
market economy was man-made denies that it has a history; that Polanyi’s 
‘implicit doctrine is that regulation is natural and universal but that “he 
does not ever stop to develop this doctrine explicitly”; that Polanyi “ap- 
pears” to be a polemicist; he wants to change society, he stands with the 
socialist tradition, is possessed of “journalistic zeal with which his true con- 
tributions are magnified”; that Polanyi’s scholarly procedures are marked 
by a paucity of footnotes; that Polanyi uses the term and concept of market 
economy in too limited a sense; that Polanyi fails to spell out the reasons for 
the failure of the Speenhamland Law of 1795; that Polanyi should have 
developed more fully the parallel or lack of parallel between the Speenham- 
land attempt and the anti-enclosure movement; that Polanyi gives the im- 
pression that his social doctrine is original with him; and so forth. 

It is impossible and perhaps superfluous to deal with these and many of the 
other of Sievers’ strictures and objections in detail. Suffice it to say that there 
is no indication that Polanyi’s objective was to reformulate economic science. 
Sievers may have misinterpreted Maclver’s prefatory remark to the effect 
that Polanyi “is re-writing history” and that his book “makes most books 
in its field seem obsolete and outworn.” Indeed, one gains the impression 
that many of the misgivings and most of the interpretations which Sievers 
reads into Polanyi’s writings could have been eliminated by discussing them 
with Polanyi. It is therefore greatly to be regretted that, despite the fact that 
Polanyi encouraged Sievers to undertake this critique, the author did not 
choose to avail himself of Polanyi’s generous willingness to be consulted 
during the course of writing. Sievers’ explanation that he decided against 
such consultation, “in order that my evaluations and judgments would be 
based solely upon what anyone could find in the printed word” and because 
“it seemed best to approach The Great Transformation on the same footing 
as it is necessary to approach The Wealth of Nations,” is singularly uncon- 
vincing, at least as far as this reviewer is concerned. 

Despite occasional hints to the contrary, the accumulation of Sievers’ 
critical observations and the tone of his debate create the impression that 
the whole is meant to represent a pretty damaging refutation of Polanyi’s 
conclusions. Unfortunately, it is only in the concluding chapter that Sievers 
corrects this false impression “that the weight of the critique is against 
Polanyi when quite the contrary is the case” and states expressly that “the 
over-all judgment is very much in Polanyi’s favor” (pp. 313, 314). 

One further point concerns the distribution of space and weight in the 
structure of the book. More than two-thirds of this “critique” of Polanyi 
is devoted to a restatement of Polanyi’s ideas, an examination of such topics 
as “Owenism” and Marxism, and a recapitulation of the author’s own ex- 
position and analysis. The restatement of Polanyi’s ideas proceeds with the aid 
of exceedingly detailed quotations which are often taken from widely sepa- 
_ rated parts of Polanyi’s work (cf., e.g., Sievers’ page citations on pp. 48, 52, 
54, 65, 75, 76). The author seems to justify his procedure by pointing out 
that “neither strict chronology nor basic themes are used [by Polanyi] as 
organizing principles. The same subject is frequently discussed in widely 
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separated parts of his book, as can easily be seen by observing the page 
citations in this present work.” The fact of the matter is, however, that 
Sievers has chosen to change the structure and sequence of Polanyi’s expo- 
sition and hence could hardly be surprised to find the necessary documenta- 
tion for his digest of Polyani’s ideas on widely separated pages. 

The strongest part of the book is contained in Chapter IV and deals with 
the philosophical and methodological roots of classical-political economy (pp. 
135-65). Here the author stresses convincingly the relation of doctrines 
of natural law and classical-political economy—a point not treated by Polanyi. 
However, if we were to apply Sievers’ own standards to this, his best contribu- 
tion, one would have to say that Sievers gives the impression of much 
greater originality than the extensive discussion of the importance of natural 
law concepts during the formative stages of classical-political economy would 
seem to warrant (cf. the writings of Hasbach, Schmoller and Myrdal on the 
Continent and those of Bonar, Veblen, O. H. Taylor and W. Stark in the 
English literature). Nevertheless, I cannot but record my over-all agreement 
with Sievers’ analysis of the philosophical misconceptions of political econo- 
my, and I also share his regret about the contemporary economist’s compara- 
tive neglect of the truly chief problems with which he should have been 
concerned—the conditions of permanent institutional stability, the forces 
making for a dynamic of irrevocable change, and the possibilities of social 
control over the direction and rate of social evolution (p. 7). 

K. WILLIAM Kapp 

Brooklyn College 


National Income and Social Accounting 


Controlling Factors in Economic Development. By Harotp G. MOULTON. 
(Washington: Brookings Institution. 1949. Pp. xii, 397. $4.00.) 

Mr. Moulton tells us that the title of this book “best expresses the essence 
of the economic problem.” The study treats factors which “generate and 
promote economic advancement” as well as those which “impede and re- 
strict” it. Part I, about a third of the book, is devoted to an explanation of 
. the extraordinary and unexpected economic progress of the nineteenth and 
early twentieth centuries and the factors retarding this progress. Part IT deals 
with the potentials for economic advancement, especially in the United 
States, in the next hundred years and with the question of principles and 
policies appropriate for their realization. It is concluded that economic 
progress in the United States is potentially just as great in the century ahead 
as in the century past, and that over a long period of time there can be a 
vast rise in world standards of living. The determining factors in future 
economic growth will be the “difficulties involved in the over-all operation 
and management of the complex business, economic, and political system of 
the modern world,” rather than adequacy of natural resources and scientific 
genius. 

Moulton’s writings have usually brought forth the results of new research, 
or given original and stimulating insights or reflections on economic processes, 
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or presented analysis and policy recommendations on a current problem in 
public affairs, For about three decades as president of The Brookings Insti- 
tution he has directed and worked on many inductive investigations of 
specific problems. This book, he tells us, “is in the nature of a synthesis of 
the economic studies in which the author has participated during the last 
thirty years.” As such, it falls in the category of this-is-the-way-it-now-looks- 
to-me appraisals by elder statesmen. And as such, it covers a great deal of 
ground. Much of the treatment is perforce highly condensed but the author 
occasionally indulges in a discursive streak. 

The book, is evidently addressed to the intelligent general reader, economist 
or not, rather than to technical specialists in any fields. For this purpose it 
is admirably written in a style that is simple, straightforward and clear. 
Most of the substance can be readily understood by those without training 
in economics. Unfortunately, however, simplicity sometimes degenerates into 
undue simplification and the uninformed or unwary may be misled by cate- 
gorical statements that ought to have major qualification. Mr. Moulton likes 
to see things black or white. 

The author begins his book by pointing out that the economic progress 
between 1830 and 1930 was equal to that of the entire preceding period of 
recorded history. He contrasts this with the dismal forecasts of the classical 
school of economists in the first part of the nineteenth century and then 
explains the divergence of fact from forecast in terms of two sets of factors 
unforeseen by the writers of the time: (1) the phenomenal advances in 
science and technology in both agriculture and industry, and (2) great im- 
provements in economic organization, including the development of the cor- 
poration and the evolution of bank credit and stable monetary and fiscal 
systems. 

Two chapters are then devoted to business depressions, which emerged in 
the nineteenth century as a serious problem .and a brake on the rate of 
economic progress. The first presents a very good brief description of the 
frequency and duration of depressions between 1819 and 1938 and summary 
of leading causal explanations and suggested remedies. Noting that most 
students of the problem seem to have been searching for a single cause, the 
author takes special pains to show that both a priori reasoning and the his- 
torical record indicate variety and complex causation. Chapter III gives a 
comprehensive, incisive, and balanced explanation of the Great Depression 
of 1929 including the background of international and domestic maladjust- 
ments of the ’twenties. Unfortunately, the high quality of this chapter Is 
marred by the last section which contains a sketchy treatment of government 
intervention in leading countries of the world with the sweeping conclusion 
that no real correlation is discoverable between government policies and re- 
covery. The truth or falsity of this cannot be established by the few pages 
of superficial analysis given in this book. 

In Chapter IV, the author turns attention to non-cyclical factors affecting 
the rate of economic progress. Here he emphasizes his thesis originally pre- 
sented in 1918 that decisions to save and decisions to invest are in different 
hands; that “expanding consumption is the controlling factor” in capital 
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formation, and that “in a pecuniary society there might develop a situation 
in which savings would be excessive (italics are the author’s), that is, greater 
than the demand for funds for capital expansion,” a situation which would 
in turn, retard capital formation; and that “the allegedly automatic mecha- 
nism of fluctuations in the interest rate could not be depended upon to 
prevent either undersaving or oversaving and thus to maintain the desired 
balance between saving and spending” (pp. 100-102). 

The bulk of this chapter consists of a summary of the conclusions of the 
extensive inductive studies of The Brookings Institution published in 1934-35 
in four volumes (America’s Capacity to Produce, America’s Capacity to Con- 
sume, The Formation of Capital, and Income and Economic Progress), which 
contributed so much to factual knowledge of economic processes, and a pres- 
entation of the author’s critique of the Keynes theory of underemployment 
and the mature economy conception. Moulton’s critique of Keynes may be 
left to the experts. Unhappily only four and a half pages of this chapter 
are devoted to the evidence of later years bearing on basic questions ex- 
amined in the Brookings studies referred to above, and only evidence con- 
firming or supporting the conclusions of those studies seems to be discussed. 
In view of the extensive attention of economists in the intervening fifteen 
years to the relations of income, production, employment, savings, invest- 
ment, and consumption, this is a little surprising. No mention is made of 
Kuznets’ revealing studies which indicate that the proportions of national 
income going into consumption and into capital formation have remained 
almost constant for many decades, except for cyclical variation. This would 
appear to be at variance with the conclusion of the Brookings studies that 
the percentage of the national income going into savings increased during the 
first three decades of the present century (pp. 109-10) and with the “law” 
that was derived therefrom: “The higher the general level of income of the 
population as a whole, the greater will tend to be the proportion of the 
aggregate that is saved.” 

Is it possible to reconcile these two sets of findings by reference to diver- 
gences between intended and realized proportions of income going into sav- 
ings, accompanied by a retarding effect on total national income? Or by 
reference to Moulton’s theories about the flow of some money savings into 
non-productive uses such as security speculation, pyramiding of securities, or 
idle balances? Unfortunately, the author fails to go into these matters. 

In Part II, entitled Looking Forward, the author examines the economic 
potential for expansion of output in the United States in the coming century 
as governed by resources and productive power. To test the adequacy of 
basic resources by setting a very high goal, he poses the problem in the 
following terms: “So far as natural resources and productive capacity are con- 
cerned, might the United States a century hence support a population double 
that of the present day on a plane of living eight times as high as that now 
prevailing?” (pp. 203-4). 

Studies of family expenditures at different levels of income are used to 
make a rough estimate of the relative volume of expenditures in major classes 
of goods and services with the assumed increases in population and plane of 
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living. With the aid of specialized knowledge of assistants and consultants, 
the author makes a systematic survey of available resources and potential 
scientific developments in each of the following fields: food and nutrition, 
shelter and home maintenance, attire and personal care, education and health, 
recreation and travel, metal and mineral resources, fuel and energy resources. 
In no field are serious or unsurmountable difficulties found in the shape of 
inadequate supplies of materials or other resources. In only a few cases, 
such as some mineral resources, is it considered -that the great expansion in 
supply would raise raw material costs. The chapter ends with a glowing 
picture of the potential service of electronics to society and the confident 
view that the onward sweep of science and technology can continue un- 
abated. I know of no basis on which we can either accept or reject these 
findings of fifty years ahead, to say nothing of a hundred years. 

Having concluded that the attainable economic potential of the coming 
century is very great, the rest of the book centers on the question, what prin- 
ciples, methods, or policies must be followed in order to achieve steady and 
progressive economic development? The underlying requirements are sum- 
marized as protection of natural resources, increasing productivity, necessity 
for large-scale enterprise, monetary stability, fiscal stability, progressive ex- 
pansion of mass purchasing power. In a discussion of the relations of income 
distribution and economic progress, historical data are provided on wage and 
price movements since 1800, division of corporate income 1929-47, and the 
changing distribution of personal income since 1929. The principal conclu- 
sions from discussion of methods of broadening the distribution of income 
are: the fiscal system can play a significant, but limited rôle; legislation to 
improve the income status of particular groups impairs economic flexibility; 
profit reductions would yield but small results in increased income to labor 
or the consuming public; and the best practicable solution of the basic prob- 
lem of dissemination of the benefits of technological progress is a combina- 
tion of price reductions and increases in money wage rates. ' 

In Chapter X the author returns to the problem of economic instability 
and asks whether depressions can be prevented. Economists of many different 
views on this problem will probably agree, for quite different reasons, that 
some of this chapter is very good and some is very poor. Moulton believes 
that neither central banking nor fiscal policy can prevent depression or 
promptly arrest a developing recession. He also explains that business man- 
agement cannot by itself prevent or halt depression or restrain expansions. 
However, the author concludes—somewhat surprisingly in view of his pre- 
vious analysis, including a very pessimistic view of the potentialities of the 
Employment Act of 1946—that depressions can be mitigated by a combina- 
tion of actions by government, business, labor and agriculture to halt defla- 
tion at an agreed level before a drastic cumulative decline has occurred. 

The final chapter in the book presents some sketchy reflections on the 
problem of restoring world economic order and maintaining peace and con- 
cludes with a brief discussion of the controlling factors in economic develop- 
ment in the world at large. 

The volume includes a short appendix entitled Analysis of Criticisms of 
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Brookings Siudies of Income Distribution and Economic Progress. Those 
who like to know the “names and numbers” of the players will be disap- 
pointed to find that the members of the opposing team remain anonymous. 

This book is not easy to appraise. In general, the historical and factual 
descriptions and much of the analysis of economic processes seem to me much 
better than the treatment of conditions and policies requisite for continued 
rapid economic. progress. Three specific weaknesses in treatment of policy 
matters seem to me to stand out. 

First, the author states and restates his thesis that a widening distribution 
of income is imperative for realization of economic progress and that it should 
be attained principally by voluntary action in the private sphere, but he has 
little to say on how this is actually to be accomplished. He does not formulate 
any concrete principles or standards for the guidance of management and 
labor in dividing the fruits of progress between consumers, labor, and busi- 
ness enterprises. Nor does he address himself to the problem of how business 
and labor leaders can be induced to follow the appropriate principles or 
standards, once they are developed, with or without their participation. 

second, Mr. Moulton’s pessimism on the effectiveness of government policies 
to deal with depression is a very shaky basis for his own remedy, a com- 
bination of government and private actions to halt deflation before it be- 
comes drastic and then stimulate expansion. If private groups should believe 
Moulton’s appraisal of the ineffectiveness of government policies, would they 
not conclude that the best conceivable combination of government actions 
would be of little effect? And if so, would they see any sense in joining the 
cooperative effort in which Moulton places his hope? Is not the minimum 
condition for success along this line a widespread belief on the part of private 
groups that government policies can and will go far to check depression and 
stimulate recovery? 

Finally, the treatment of policies is impaired by failure to recognize the 
deep and strong historical trend to more and more social control, expressed 
largely through increasing group activity and influence, which is widely 
considered a principal development in the evolution of democracy in the 
twentieth century. 
Donatp H. WALLACE 
Princeton University 


Business Fluctuations; Prices 


Introduction to Business Cycles. By ASHER ACHINSTEIN. (New York: Thomas 
Y. Crowell Co. 1950. Pp. xvi, 496. $4.00.) 


The author of the volume under review has clearly and effectively differ- 
entiated his product. He does not simply offer us another text on business 
cycles out of the currently fashionable mold. The coverage of Asher Achin- 
stein’s Introduction to Business Cycles is both broader and narrower than 
this, and the volume must be judged accordingly. 

In recent years, texts on business cycles, especially those intended for 
undergraduate use, have generally combined their treatment of business cycles 
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as such with relatively extensive material on fiscal policy, economic stabiliza- 
tion, and even short-run forecasting. In some cases, the analysis of business 
cyclés—though nominally the subject matter of the volume—has not only 
been focused upon these later problems but has been clearly subordinated to 
them. Achinstein’s work is to be distinguished from such other texts by its con- 
centration on the more traditionally defined subject matter of business cycles 
themselves. 

Within this framework the coverage is unusually comprehensive for an 
elementary text. The volume is divided into three parts of approximately 160 
pages each. The first part is devoted to an entirely adequate survey of the 
theoretical literature on business cycles which is comparable in scope to, for 
instance, Haberler’s Prosperity and Depression, although it is of course at 
a more elementary level. Inasmuch as the author as a devoted student and 
disciple of Mitchell distrusts equilibrium theories as such, it is noteworthy 
that about half of this first section is devoted to Keynes’ General Theory 
_ and other modesn analyses which are closely related to it. 

The entire second section of the volume is given over to an extensive sum- 
mary of the valuable empirical work of the National Bureau of Economic 
Research in this field. The problem of defining and identifying business cycles, 
the measurement of cycles with the aid of business annals and indices, and 
the statistical methods of the Bureau are taken up in separate chapters, and 
another discusses the Bureau’s work on the national income and its relation 
to their studies of the cycle. The Bureau’s statistical results with respect to 
typical patterns of cyclical fluctuations and average leads and lags of various 
components are then summarized. The section concludes with two chapters 
_ Which provide a detailed review of the Burns-Mitchell analyses of the five 
cycles occurring in the United States from 1919 through 1938. 

In addition to all this discussion of the theoretical and empirical literature 
on the business cycle in its shorter forms, the final section of the volume 
offers an equally comprehensive introduction to the theoretical and empirical 
literature on secular trends and relatively long-term fluctuations in popula- 
tion, capital formation, productivity, residential construction, patterns of 
consumption, and money, prices and over-all production. The studies reviewed 
in this section range all the way from the work of Burns, Kuznets, Fabricant, 
Mills and Shaw at the National Bureau to Cassels’ and Carl Snyder’s studies 
of money and prices and production, Douglas’ laws of production and Colin 
Clark’s analysis of the development of tertiary industries. Separate chapters 
are devoted to Hansen’s studies of population trends and economic stagna- 
tion, to the Kondratieff cycle and to Schumpeter’s analysis of the business 
cycle and economic development. 

As the preceding summary will indicate, this volume is distinguished by 
an unusually inclusive survey of the empirical as well as of the theoretical 
literature in the broad field of business fluctuations and secular economic 
trends. The volume is also noteworthy for the commendable emphasis given 
to analytical methods used by the various authors and the way such methodo- 
logical choices have influenced their theories and conclusions. The style is 
good, and the author has succeeded rather well in distinguishing his -own 
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judgments and conclusions with respect to his subject matter from the 
analysis and argument of the authors themselves. As is inevitable, there are 
some gaps and a few slips in Achinstein’s treatment of different theories, 
and there are various places in which his personal judgments and sondi- 
sions regarding them differ from this reviewer’s and doubtless also from those 
of many other readers; none of these, however, are so serious that they cannot 
easily be covered in supplementary readings and classroom discussions. 

The volume should gain wide acceptance among instructors who want to 
teach a course in business cycles, as distinct from or supplementary to 
courses in fiscal policy, economic stabilization, or business forecasting. In 
conjunction with other readings it should also prove to be very useful in 
courses oriented more specifically to these latter subjects. : 
JOHN LINTNER 
Harvard University 


Business Cycles in Selected Industrial Areas. By PHILIP NEFF and ANNETTE 
WEIFENBACH. (Berkeley: University of California Press, for the Haynes 
Foundation. 1949. Pp. xiv, 274. $4.00.) 


“Underlying this entire study is the thesis that business cycles, or business 
fluctuations, involve more than movements in aggregate economic activity, 
and more than movements in the various industries or businesses that make 
up the economy” (p. 189). This is indeed a noteworthy point of departure. 
The study is the most recent of the regional monographs financed by the 
Haynes Foundation. 

The method of study selected is to trace the cyclical changes of four factors 
in six industrial areas for the period 1919 to 1945 in so far as possible and 
to make comparisons with other factors and national business cycles. The 
four factors are bank debits, department store sales, industrial employment, 
and power sales, The six industrial areas are Los Angeles, San Francisco, 
Chicago, Detroit, Cleveland, and Pittsburgh. 

The data are adjusted for trend by dividing by the straight-line trend 
fitted to 1919 to ‘1945 (wherever possible). Seasonal indexes are computed 
in all cases, but the data are not generally adjusted for seasonal “because of 
the strong evidence that seasonality differs between areas so that differential 
distortion would result” (p. 56), The most uniform method of analysis turns 
on two basic measurements: average level of the trend-adjusted data for the 
cyclical period and coefficient of variation. However, a wide variety of subsi- 
diary methods are employed. Many of the difficulties involved in the basic 
measurements are obvious and not overcome in the study. Of special note, 
however, is the fact that when cyclical timing does not approximately corre- 
spond, comparisons have to be omitted. 

A few generalized and many specific conclusions are reached. Relative 
instability of Detroit, lack of support for the thesis that cycles move regularly 
from East to West, the lead found in bank debit series, the relatively long 
cycle in store sales, lack of consistent relation between regional cycles and 
growth, the disproportionate industrial expansion of Los Angeles during and 
since the War, greater consistency of movement in major than in minor cycles, 
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and price variability as a basic element in national cycles appear to me the 
most notable. These conclusions carry varying degrees of conviction, but to 
argue them would unduly expand this review. 

A great many regional differences are shown to be dependent upon short- 
comings of the series employed, mechanical difficulties experienced in proces- 
sing them, and known differences in the industrial distribution. With regard 
to the last point, conclusions derived from regional distributions do not neces- 
sarily add to knowledge from the regional point of view. 

Many conclusions appear dogmatic. The conclusion with regard to build- 
ing permits in Cuyahoga County and southern California reached on page 143, 
for example, appears unwarranted in view of the limitations of building per- 
mit series. As just one more example, on page 150 the favorable rise in activity 
in Pittsburgh from 1933 to 1937 is used as evidence against the assumption 
that this upswing was mainly a consumption recovery, while on page 158 note 
is taken of the disproportionate increase in steel production in Pittsburgh in 
this period relative to the nation as a whole. Careful editing would have 
helped a great deal in eliminating incorrect table references, difficult sen- 
tence structure, order of thought, and the like. 

The book represents a useful step in the evolutionary development of re- 
gional analysis. It raises thought-provoking questions, but provides few truly 
satisfactory answers. Many suggestions might be made. For instance, the 
reviewer believes that many conclusions would have been easier to interpret 
if comparisons had been made with the total of the six industrial areas as 
well as with the national business cycle. 

ELMER CLARK BRATT 

Lehigh University 


Total Business Fluctuations, By MONTGOMERY D. ANDERSON. (Gainesville, 
Florida: Kallman Publishing Co. 1949. Pp. xii, 148. $3.75.) 


In this small multigraphed book Professor Anderson builds aggregative 
conceptions of profits, wages, income, consumption, production, employment, 
velocity of money and of goods, investment and saving. The econometric func- 
tions are set up, developed and statistically verified. The book ends with a 
chapter presenting a historical comparison forecaster of common stock prices, 
but no hint is given as to what series was employed to achieve the results. 
The book is the result of extension and development of ideas the author has 
expressed in journal articles and earlier books, beginning with his Capital 
and Interest. 

The book contains arresting econometric hypotheses and striking statistical 
verifications, There are many common-sense positions which the reviewer feels 


* Chicago, Richard D. Irwin, 1934. Some other publications in the Anderson series are 
Theory of Economic Aggregates (Gainesville, Univ. of Florida Book Store, 1945) ; “Employ- 
ment, Investment, and the Multiplier,” Econometrica, Vol. 8 (Apr., 1939), pp. 240-52; 
“Dynamic Theory of Wages,” Southern Econ. Jour., Vol. 7 (July, 1939), p. 193; “Invest- 
ment and the Valuation of Capital,” Econometrica, Vol. 10 (July, 1940), pp. 159-68; “A 
Formula for Total Savings,” Quart. Jour. Econ., Vol. 58 (Nov., 1943), pp. 106-19. 
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to be highly pertinent and some which appear otherwise. Major difficulty 
arises from the fact that most of the conceptions are quite unusual while 
clear-cut comparison with conceptions more commonly accepted is not pro- 
vided. A few illustrations must suffice. Profits are accepted to be essentially 
what the accounting profit records show. The distinction between producer 
and consumer goods is not considered valid. Production or income is taken 
as total purchases of finished and unfinished goods and services, valued at 
market prices, and divided by one more than the average number of stages 
of production. Consumption is the same but valued at cost to the seller. Sav- 
ing is defined as that part of investment which is not bought with new in- 
come. 

With a constant price level it is concluded that total profits equal zero, 
except for Physiocratic conception of the sale of valuable material which 
does not have a pecuniary cost. The average number of stages of production 
are found to be approximately constant in the long run. The transactional 
velocity of money is found to be similarly constant; and, likewise, the turn- 
over of all goods. | 

Attention is given almost exclusively to aggregative relations, with little 
probing into the problems of distributional variation. In one way the 
analysis is very much in step with current thinking: great emphasis is placed 
on the relation between stocks and flows of money and of goods. 

ELMER CLARK BRATT 

Lehigh University 


Money and Banking; Short-Term Credit; Consumer Finance 


The Monetary and Banking System. By GEORGE WALTER WOODWORTH., (New 
York: McGraw-Hill. 1950. Pp. xvi, 586. $5.00.) 


The study of money and banking requires a combination of analytical 
thinking with factual knowledge of economic and legal institutions, historical 
experience, and judgments about public policy. The depression, war, and 
postwar experiences have accentuated emphasis upon the theory of money and 
the operations of the banking system rather than upon their history. It has 
also been found necessary to integrate recent institutional changes with bank- 
ing theory, and an effort needs to be made to assimilate the developments in 
monetary analysis with the older forms of the quantity theory. This book 
does the former better than the latter. It is, however, always a question how 
much time and effort should be devoted to various aspects of the subject 
and whether the student should carry away with him predominantly a method 
of thinking and analysis, or a knowledge of past and existing financial insti- 
tutions. 

Professor Woodworth has written an excellent book which achieves a fine 
balance between these objectives. It is both a description and a theoretical 
analysis of the operation of banking and monetary systems with sufficient 
reference to their origin and history to orient the reader. It is well organized 
and comprehensive, containing chapters on the elements of money, monetary 
standards, prices and price changes, commercial bank operations, the theory 
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of money, international finance, and the structure of the American money 
market. The style is clear, simple, and direct and eschews excessive detail, 
needless elaboration, and prolixity. While providing a realistic background 
for banking and monetary theory, it emphasizes basic principles rather than 
the changing facts of daily experience for which we have come to rely upon 
such sources as the Federal Reserve Bulletin. At a time when institutions 
and regulations are undergoing rapid changes, it is doubtful whether it is of 
much value to students to fill them up with knowledge likely to be outmoded 
a few years after graduation. A case in point are the reserve requirements 
of member banks which are changed from time to time by the Federal Re- 
serve System. It is better that the student learn where he can find this in- 
formation than that he try to memorize a particular set of data which may 
soon be obsolete. 

One of the most interesting and useful sections of Professor Woodworth’s 
work consists of Chapters XX VII to XXXIV dealing with The Rate of Inter- 
est, Analysis of the Money Market and the Forces Governing the Rate of 
Interest, The Money Market and Rate Structure, The United States Gov- 
ernment Security Market, The Brokers’ Loan Market, The Commercial Paper 
Market, and the Bankers’ Acceptance Market. 

The monetary theory consists of a description and analysis of the older 
and newer theories, presented briefly but adequately. The reader learns about 
a number of theories of money, income, and prices and not a theory of 
money. This is perhaps best under the contemporaneous state of theoretical 
development, but one might wish for an integrated monetary theory incorpo- 
rating what is valid about the many different versions so as to furnish an 
adequate framework for analysis. 

The author recognizes the changes that have taken place in the gold 
standard and its virtual abandonment as a guide to monetary policy. He 
finds that it provides a common basis for an international currency (p. 55) 
but states that it has been found objectionable because of its rigidity which 
“has at times in the past thwarted realization of the more basic aims of 
maximum and stable production and of reasonable economic progress.” Hold- 
ing price stability defective as the sole guide to central bank policy (pp. 61- 
65), he does not sufficiently emphasize the great need of maintaining the 
value of money against inflationary forces. Hence, in discussing fiscal and 
monetary management, he fails to mention what ought to be the prime objec- 
tive of such a policy under a modern system of paper currency: reasonable 
stability of prices. This aim may be unrealized if the state and the central 
bank concentrate on attainment, by the means of monetary and fiscal meas- 
ures, of the other four objectives mentioned on page 526: high level employ- 
ment, stable employment and production, equitable distribution of income 
and a rising standard of living. Like so many other writers today, the author 
does not give, it seems to me, sufficient weight to the conflict between his 
basic objectives and the traditional duty of monetary management to prevent 
inflation. While such higher criticism of current economics may be outside 
the scope of a first treatise, still it would do no harm to retain a little more 
of the traditional emphasis than is now fashionable in the new economics. 
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On the whole, however, the treatment accorded to these subjects is objective 
and reasonable and adds rather than detracts from the usefulness of this 
highly meritorious book. 
WALTER A. Morton 
University of Wisconsin 


The Measure of Gold. By W. J. Busscuau. (Cape Town: Central News 
Agency, Ltd. 1949. Pp. xi, 164. 12s, 6d.) 


The principal purpose of this book is to support the se of the author 
that the price of gold should be raised in terms of national currencies. He 
prefers the term “measure” of gold to “price” of gold, but the two expres- 
sions are used interchangeably. The main body of the book was written be- 
fore the devaluation of sterling and other currencies in 1949 but account 
is taken of these revaluations in the last chapter. The author approves of these 
steps as desirable for the purpose of correcting exchange relationships of the 
devalued currencies with the dollar. But he also urges that the dollar should 
be devalued by raising the dollar price of gold. The price that he suggests 
is $70 per ounce. After such action the price of gold in terms of sterling and 
other currencies should again be raised so as to maintain approximately the 
present exchange relationships with the dollar. 

These proposals are based upon the author’s thesis that there is insufficient 
liquidity in the banking systems of the world. He says that a country’s bank- 
ing system is illiquid if in relation to the flow of transactions there is a 
shortage of means of payment. Internally where a country has abandoned 
convertibility of its currency into gold, illiquidity can easily be cured, since 
the state can easily increase the supply of paper money which is used in 
settlement of debts. But in the international field the problem is different 
since payment must be made in real terms by the transfer of non-money 
assets or by the “global money” gold. 

The measure of a country’s liquidity may be judged by the relationship 
between the currency value of its monetary gold stock and such magnitudes 
as money supply (including bank notes and bank deposits subject to check 
owned by the public), public debt, national income and wholesale prices. 
Statistics are presented in Chapter VI and Appendix XI to show that the 
increase in the latter items in principal countries has been several times the 
increase in the monetary gold stock during the period 1938-1946. Especial 
importance is attached to the showing of Table I in the text. This table com- 
pares for the two years 1938 and 1948 the monetary gold holdings and 
the monetary supply in each of 18 countries together holding approximately 
90% of the world’s monetary gold. For the 18 countries as a whole the 
monetary value of gold holdings was equal to 45.8% of the money supply in 
1938 whereas the ratio had fallen to 18.8% in 1948. For the United States 
the comparative ratios were 45.9% and 21.9%. If the 1949 devaluations had 
been in effect in 1948, the ratio for the whole in the latter year would have 
been 20.8%. Although the stock of monetary gold increased considerably 
from 1938 to 1948, the decline in the gold/money ratio was of course due 
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to the enormous expansion of deposits and bank notes resulting from the 
methods pursued in financing World War II. 

These figures are considered to indicate a serious decline in the liquidity 
position of most countries. The present situation is said to be similar to that 
existing after World War I. By 1938, however, as a result of the devaluations 
effected during the ’thirties, liquidity had been partially restored although 
` exchange rates did not settle down into an ideal pattern. But the expansion 
of the money supply associated with World War II has again caused a de- 
terloration in liquidity. Consequently, further increases in gold prices are 
necessary in order to obtain that degree of banking liquidity which will in- 
sure the maintenance throughout the world of high levels of income and em- 
ployment and failure to increase gold prices sufficiently and in time will lead, 

as did the similar failure after World War I, to a severe credi deflation and 
widespread unemployment. 

Such is the general argument of Tke Measure of Gold. Iti is supported by 
a selection of applicable statistical material covering such matters as gold 
production, gold stocks, monetary supply, national income, public debt and 
par values of currencies. Several chapters, moreover, are devoted to a presenta- 
tion of various aspects of monetary theory. Since the book is not intended as 
a contribution to monetary theory, the substance of the theoretical portion 
need not detain us, It may be commented, however, that the theoretical 
argument is not always easy to follow because of lack of skillful organiza- 
tion and presentation. Moreover, the selection of theoretical subject matter 
is sometimes questionable. As stated by the publishers, the book is a tract, 
not a treatise. It would be expected that the choice of subject matter would 
be determined by the purpose of the tract. But much of the theoretical dis- 
cussion has no apparent relation with this purpose. On the other hand, one 
could wish for a more adequate treatment of the principles involved in the 
operation of an international gold standard, or of the functions of gold under 
the International Monetary Fund—matters that would seem to be essential 
as background for the development of his fundamental thesis. 

The main question, however, is how well the author supports his proposal 
for world-wide increases in the price of gold. As far as the reviewer can dis- 
cover, the principal argument advanced is the statistical exhibit in Table I 
previously described. The author simply assumes that the deterioration in 
the gold/money-supply ratio shown in this table will lead to world-wide 
deflation just as he assumes that a similar situation after World War I led to 
the deflation of the ’thirties. But even if there is some force to this explana- 
tion of the deflation of the ’thirties, it is questionable whether that experience 
can be regarded as a precedent to explain the consequences of the present 
situation. After World War I, there was an attempt to restore the operation 
of an international gold standard. But at present the gold standard has been 
abandoned everywhere except for the limited type in effect in the United 
States. In countries not operating under the gold standard a shortage of gold 
does not necessarily mean a contraction of the currency if rates of exchange 
can be appropriately altered. Mr. Busschau makes no attempt to analyze the 
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mechanism through which a low gold/money-supply ratio will lead to defla- 
tion in countries that do not subscribe to the obligation to redeem their 
currencies in gold. Only in the case of the United States where such an obliga- 
tion is observed for international payments is it clear that a deficient gold/ 
money-supply ratio could necessitate deflation: But the author states that 
nowhere in his text has he suggested that the United States figure by itself 
indicates a low degree of liquidity. . l 

In the last chapter of the book sympathy is indicated with proposals for a 
return to an international banking system with currencies in which there is at 
least convertibility into gold for external payments. But Mr. Busschau con- 
siders that his suggested revaluation of gold is a condition precedent to a 
return to convertibility. If we assume such convertibility, the deflationary 
dangers envisaged by the author are doubtless enhanced, but even under 
these assumptions the case is by no means clear. According to his statistics 
the gold/money-supply ratio for leading countries was 20.8% in 1948 (if we 
assume that the devaluations of 1949 had been in effect at that time). This 
is compared with a ratio of 45.8% in 1938. But what reason is there for 
assuming that the 1938 ratio is a normal or necessary one for the operation 
of the gold standard? Figures published by the National City Bank and 
quoted by Mr. Busschau show that the 1938 ratio in the United States of 
46% was extraordinarily large and that during the years 1914-29 the ratio 
was only in the neighborhood of 15%. In the light of these figures what rea- 
sons are there for assuming that the 1948 over-all ratio of 20.8% is insuffi- 
clent for maintaining gold convertibility without deflationary consequences? 
No convincing exposition of these reasons is to be found in the text. 

Of course, 20.8% is an over-all ratio, and in view of the extraordinary con- 
centration of gold in the United States, the ratios in most other countries 
are decidedly less. But this is a question of the maldistribution of gold, Will 
devaluation of the dollar in terms of gold improve this distribution? The 
author thinks that it will, apparently on the grounds that the resulting 
strengthening of the reserve position of the United States will allow external 
investment on a larger scale. The reader can judge for himself as to the force 
of this argument. _ 

It is, perhaps, hardly necessary to point out the dangers that are involved 
in a higher dollar price for gold in the way of increased inflationary poten- 
tialities in this country. 

WiLLram O. WEYFORTH 

The Johns Hopkins University 


Public Finance 


Proyecciones Económicas de las Finanzas Públicas: Un Estudio Experimental 
en El Salvador, By HENRY C. WaLLIcH and JoHN H. Anrer. (Mexico: 
Fondo de Cultura Económica. 1949, Pp. 363.) 

As underdeveloped countries embark upon new lines of development, new 
problems and strains are bound to appear in their systems of public finance. 

Obviously, government officials and others in such countries must be aware 
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of the economic consequences of fiscal measures. In addition, they should 
know what kinds of fiscal systems have been established in other under- 
developed nations, and how they operate, since this is the sort of knowledge 
which suggests appropriate models and alternative courses of action. In this 
book, Henry Wallich and John Adler, of the New York Federal Reserve Bank, 
present a case study of the fiscal structure of El Salvador, as a contribution to 
this field of public finance in underdeveloped countries—a field which only 
very slowly has been arousing the interest of economists. 

In selecting El Salvador for such a study, the authors point out that they 
enjoyed some advantages which would not be found in many countries— 
namely, a comparatively simple economy and fiscal system, a prevailing con- 
dition in which public expenditures have not exceeded fiscal resources, and 
several years of fiscal and monetary stability. On the other hand, the ob- 
stacles of a statistical nature were serious; some basic figures had to be. 
worked up especially for this study, and, in general, the accuracy of available 
statistical data was questionable. 

It is precisely in connection with the inadequacy of quantitative E 
that the book makes one of its most important contributions to the literature 
dealing with underdeveloped economies. The authors rely heavily and frankly 
on qualitative judgments in reaching conclusions on critical questions. I hope 
that this will influence others studying underdeveloped countries to be bold 
about resorting to qualitative factors. Without denying the importance of 
amplifying and refining statistical information, it is clear that the most im- 
portant factors to understand are the qualitative ones, and thus it is not 
necessary to wait for reliable statistics before getting a working understand- 
ing of the nature, functioning, and problems of an underdeveloped economy. 

The fiscal system of El Salvador is examined from all angles: mechanics 
of budgeting; administration of tax-collecting; sources and amounts of public 
revenues; nature of public outlays; the effect of fiscal policies on business; 
the revenue system and the consumer (including discussions of incidence, 
progressiveness, and evasion of taxes); relation of fiscal operations to national 
income and the distribution thereof; fiscal policy and cyclical fluctuations; 
fiscal policy and money supply; the public debt and its rôle in the economy. 
On a number of questions, comparisons are made with other Latin American 
countries, and even other nations, especially ds regards sources of revenue 
and principal fields of government expenditure. 

To summarize the authors’ specific findings would extend unduly the 
length of this review. A few of the more important ones, however, should be 
mentioned. 

1. Revenues derived from direct taxes are very small, even for Latin America 

where this tendency is characteristic. 

2. In the aggregate, the revenue system has little influence on business. The 
principal effects are: an unduly heavy tax burden on small coffee producers; 
discrimination against the corporate form of business organization; encour- 
agement of textile, sugar, and henequen production by means of tariffs and 
subsidies. 

3. In spite of substantial regressive taxes on consumption, the tax system as a 
whole appears to be moderately progressive in nature. 
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4. El Salvador is less vulnerable to cyclical fluctuations than many other export 
economies (partly because of special demand for its high-quality coffee, and 
partly because of internal factors such as virtual self-sufficiency in food 
production). But government revenues in the postwar period have seemingly 
become more sensitive than ever to changes in national income, and the 
ability of the government to adopt recovery measures in time of depression 
has been weakened. 

5. Government outlays for developmental purposes have risen from about 10 
per cent of total expenditures two decades ago to 20 per cent in recent years. 
Nevertheless, as things go in Latin America nowadays, the government has 
been moderate in promoting economic development by direct action. Most of 
its efforts have been indirect, destined to create conditions favorable to 
private enterprise. 

6. Conservative fiscal and monetary policies have enabled El Salvador to main- 
tain since 1934 a stable currency in terms of gold and a free exchange market. 
These conditions have not been adequate to stimulate a rise in private in- 
vestment, but if they are continued and matched by government action to 
create an internal capital market, they should bear fruit in the future. In 
this connection, it is suggested that a small amount of open-market pur- 
chasing of government securities by the central bank, a practice not now 
followed in El Salvador, would be helpful in developing a capital market. 


This book will certainly be read throughout Latin America with great 
interest, by informed laymen as well as professional economists. Technical 
concepts are explained briefly and skillfully, so that a general reader can 
follow the drift of the analysis without trouble. It is a model study in every 
way, and an extremely valuable contribution to the growing literature on 
the economic problems of underdeveloped areas. 

SANTORD A. Mosk 


University of California, Berkeley 


Taxes and Economic Incentives. By Lewis H. Kimmer. (Washington: 
Brookings Institution. 1950, Pp. x, 217. $2.50.) 

This study of the effect of taxes on economic incentives is based largely 
on questionnaires answered by businessmen. The taxes considered are the 
personal and corporate income taxes, sales taxes and excises, property taxes, 
and payroll taxes. The major finding of the study is that income taxes bear 
most of the responsibility for tax discouragement to the expansion of plant 
and equipment, and willingness to invest and to work. The other taxes in- 
vestigated were believed, at their 1950 rates, to have relatively little effect 
on incentive. The most noteworthy policy proposal is the advocacy of a 
gradual reduction of the corporate income tax rate from a maximum of 38 
per cent to around 10 per cent. Although the “traditional” view that the 
corporate income tax rests on the corporation is rejected in favor of the 
newer theory “now in the ascendancy” (which holds that the tax tends to 
be shifted through prices changes), it is concluded that the corporate income 
tax frequently affects decisions with respect to expansion of plant and equip- 
ment. This is largely because of its effect on the funds needed for such 
expansion. 
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The latter conclusion seems to be borne out by the results of the question- 
naire, which indicate that only 60 per cent of those executives who replied 
believe the corporate income tax is reflected “more or less” in prices. Al- 
though this is a greater percentage than that reported in some earlier similar 
questionnaires when the rate of tax was lower, the author’s findings do not 
give much basis for believing that a great part of the incidence rests on the 
consumer. Thus the conclusion would appear valid that small corporations 
are likely to find-it difficult to expand plant and equipment out of their 
earnings except during periods when profits before taxes are very high. More- 
over, an aggressive labor union policy would in the latter event probably 
force a rise In costs. 

One may question how much reliance should be placed on the conclu- 
sions derived from the questionnaires. The replies to most of the questions 
number around 200, divided among thirteen industrial categories. This is not 
a large sample. (It may be noted that little use is made of the thirteen indus- 
trial subdivisions, and a sense of repetitiousness might have been avoided if 
merely over-all averages had been given except where actual use was to be 
made of the breakdown.) Moreover, the reader is likely to be more impressed 
with the lack of unanimity in the responses to most of the questions than 
with any particular percentage of affirmative answers. It is indeed useful to 
realize the immense diversity in the conditions surrounding business decisions 
in different sorts of enterprise. But it is doubtful how much can be accom- 
plished by the method of the questionnaire; for an unbiased and accurate 
mental reconstruction of the circumstances of the actual decision is probably 
impossible. Even if one were to accept the practical usefulness of the induc- 
tive approach to the problem of tax incidence, the form of interrogation used 
in the present study appears to be oversimplified. More significant results 
might have been obtained, given the size of the sample, if a clear demarca- 
tion had been made between firms operating under administered prices and 
those subject to conditions of competition. Then, with respect to the former, 

ersonal interviews would have been in order, to ascertain exactly what a 
respondent meant when he stated that a tax was “more or less” passed on in 
higher prices. Unfortunately, it is difficult to believe that the respondent 
would usually be in a position to make an unambiguous statement. Short of 
such a detailed interrogation, the same criticism must be leveled against the 
“new theory,” based on administered pricing, that the author aims at marginal 
analysis, namely: “if the underlying assumptions do not conform with the 
facts, the conclusions can have little practical value” (p. 180). : 

Another difficulty in the interpretation of the replies to a number of the 
questions is the fact that the questionnaire was answered during the period 
of high business activity in mid-1948. The author points out that the state 
of business activity and profits probably affected the answers. But if so, the 
respondents should have been more closely questioned on what they believed 
to be the effects of the business situation on their decisions. However, not 
much optimism would seem to be justified concerning the dependability of 
the replies even if this were done. The laudable caution displayed in the 
author’s inferences from the results of the questionnaire is justified by the 
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bluntness of this instrument for interpreting businessmen’s responses to taxes 
in the total economic framework within which they operate. 

The study concludes that the federal excise must remain an important 
part of the tax system. This is partly because excises are found to exert 
a much less adverse effect on incentive than does the income tax, and because 
they supply a needed diversity to the tax system. However, it is not pro- 
posed that the revenues lost through a reduction in the corporate income 
tax be made up substantially through increased excises. But it is hard to 
see how this could be avoided. 

KENYON E. Poole 

Northwestern University 


International Economics 


Economic Survey of Europe in 1949. Prepared by the Research and Plan- 
ning Division, Economic Commission for Europe. (Geneva: United 
Nations, Department of Economic Affairs. 1950. Pp. xv, 299. $3.00.) 


For the last three years, the annual publication of the Survey has been 
the most important event in the field of regional economics. The Survey’s 
combination of abundant factual and statistical material with theoretical 
analysis of the highest order has set a standard never before reached by 
similar works. A thorough analysis would require a treatise not much shorter 
than the 299 folio pages of the Survey itself; the following remarks cannot 
give a true picture of the wealth of information and ideas presented by the 
Survey, and they do less than justice to the judicious treatment of most con- 
troversial issues. If somewhat more space is devoted to criticism than to 
praise, such imbalance signifies only that a dissent is better material for dis- 
cussion than a mere expression of admiration. 

One of the highlights of this year’s Survey is a chapter, prepared by Mr. 
Ingvar Svennilson under a grant by the Rockefeller Foundation, modestly 
entitled “Prospects of Expansion in European Production.” This chapter 
presents a highly abbreviated but nevertheless comprehensive theory of 
economic development. The author follows the precedent set by Colin Clark 
in boldly forecasting developments from 1950 to 1960; he predicts an in- 
crease in industrial production by about 50 per cent for Western and North- 
ern Europe (p. 215) and by. about 90 per cent for the underdeveloped areas 
of Eastern and Southern Europe (p. 218). These forecasts are based on a 
sound appreciation of the long-run flexibility of the European economy; the 
author is less concerned than many contemporary economists with the alleged 
danger of oversaving and stresses the need for providing in time the savings 
necessary for increased investment in the rapidly expanding economies of 
Southern and Eastern Europe (p. 220). 

Another chapter of more than current interest deals with the problem of 
international - equilibrium; this chapter and the rest of the Survey have 
been prepared by Mr. Hal B.- Lary, who succeeded Mr. Nicholas Kaldor 
as director of the Research and Planning Division, and his staff. The authors 
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analyze the changes in trade patterns between the interwar and postwar 
periods and argue that neither current transactions on merchandise or service 
account nor the activities of international lending institutions can be expected 
to furnish an appreciably larger amount of dollars to the rest of the world 
(p. 180). They conclude, therefore, that without extraordinary grants or in- 
vestments the amount available abroad for the purchase of U. S. goods would 
fall to about $9 billion annually, as compared with actual U. S. exports of 
$12 billion in 1949, and that Europe’s share in those exports would be about 
$2 billion as compared with more than $4 billion in 1949 (p. 181). The 
Survey indicates, however, that even such a small figure would not be in- 
compatible with the satisfaction of Europe’s vital import needs (p. 187), 
although the burden would fall unevenly on different countries and might 
prove extremely heavy for some of them (p. 191). 

The Survey acknowledges that the trend in the first months of 1950 “may 
suggest that the preceding analysis has been based on unduly pessimistic 
assumptions” (p. 192). In fact, the results of the first half of 1950 show 
that the annual rate of U. S. exports to the world at large could drop below 
$10 billion, and of U. S, exports to Europe to little more than $3 billion, 
without causing any trouble either in the United States or in the rest of 
the world. This does not mean that a further substantial reduction of U. S. 
exports would necessarily serve any particularly useful purpose: from the 
point of view of economic policy, it might well be better for the United 
States as well as for the world at large to maintain an export surplus of 
approximately the 1949-50 size by continued foreign Investment or perhaps 
even in part by public grants or subsidies. However, the calculations of 
the Survey should help to destroy the myth that such an export surplus 
would be an inevitable Act of God rather than the result of conscious 
political decisions. 

The Survey exhaustively analyzes the foreign trade of European nations. 
It points out the lag in Germany’s overseas exports (p. 135) and the stimulus 
given to Europe’s imports of machinery and other industrial products from 
the United States by the availability of ECA funds (p. 142); these two strictly 
temporary factors accounted in 1949 for nearly one-half of Europe’s total 
‘trade deficit with overseas countries. The Survey also demonstrates the 
price effects of the devaluation of European currencies and its influence upon 
the balance of international payments (pp. 153 and 156). 

The Survey pays particular attention to the problem of East-West trade 
and states that the limiting factor is “the ability of eastern European coun- 
tries to increase the capacity of their agriculture and industry to supply 
goods of interest to western Europe” (p. 92). In line with the attitude taken 
by Mr. Gunnar Myrdal, the Executive Secretary of ECE, the Survey em- 
phasizes that the expansion of trade between Eastern and Western Europe 
would be more beneficial than “the integration effort within either of these 
spheres” (p. 91), and it exhorts the Eastern European countries not to 
neglect their agricultural exports in favor of industrialization (p. 93). The 
Survey realizes, however, that the problem is “largely political rather than 
economic” (ibid.). 
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In only two points does this reviewer sense a certain pro-planning bias, 
which had been even more pronounced in the earlier issues edited by Mr. 
Kaldor. These points concern the anti-inflationary policies of some European 
nations and the abolition of trade controls, and it so happens that on both 
occasions the Federal Republic of Germany is the main target of the Survey's 
criticism. 

The Survey states that Germany may have “thrown away, by ending 
rationing and relaxing import controls, two of the weapons which experi- 
ence suggests are necessary in dealing with [its] structural problems” (p. 71), 
and that Germany, after having removed “physical controls .. . faster and 
more completely than .. . most other countries, . . . now finds it difficult 
to attain a high level of economic activity while maintaining monetary 
stability” (p. 56). This criticism sounds strange in view of the fact, dis- 
closed by the Survey itself (Tables 1 and 2), that in 1949 Germany showed 
greater progress in economic activity than any other European country, not 
excluding those of the Soviet orbit, while maintaining a remarkably stable 
level of prices and wages. 

The Survey is correct in pointing out that Germany, despite its rapid 
advance, was unable to maintain full employment. The Survey is fully aware 
of the structural reasons of that development; nevertheless, it suggests “the 
adoption by the authorities of an expansionist policy, whether through an 
increase in the supply of credit to the private sector or through direct deficit 
spending by the Government” (p. 67). The Survey realizes that such a policy 
may result in inflation, which would have to be repressed by new controls: it 
may “prove necessary ... to retreat from the liberal principles of economic 
policy hitherto followed” and to reverse “the recent policy of liberalizing 
western Germany’s import trade (zbid.). The Survey seems to have forgotten 
that it was the elimination of repressed inflation by the currency reform of 
1948 which made possible the rapid rise in production and consumption, the 
improvement in labor relations, and in general the maintenance of internal, 
and the advance toward international, equilibrium in the German—and 
therefore the entire European—economy; all that progress would be un- 
done if repressed inflation were permitted to reappear. 

While minimizing the dangers of inflation, the Survey brings up the 
spectre of deflation. It asserts that under present conditions in Germany 
“any increase in the rate of savings is less likely to lead to an increase in 
the rate of investment than to a deflationary spiral” (p. 49), and it states 
flatly that Germany (and Italy) have pursued “deflationary policies” (p. 71). 
At least in the case of Germany this accusation could be considered valid 
only if any policy aimed at stabilizing the level of prices and wages were 
called deflationary; but according to such a definition, even a policy of re- 
pressed inflation, similar to that suggested by the Survey itself, would be 
“deflationary.” According to the usual meaning of the term, which involves 
a reduction in the supply of money and credit, the charge is completely un- 
founded: in 1949, the volume of money (currency plus bank deposits) rose 
from 18 billion to 22.5 billion marks, and that of bank credits from 5.5 
billion to 12.5 billion—a pretty queer deflation indeed. 
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The Survey’s lack of faith in the working of a free economy is reflected 
in a skeptical attitude toward liberalization of trade. The Survey rightly 
stresses the importance of a revival of German foreign trade for the restora- 
tion of equilibrium in Europe’s overseas and continental trade relations. It 
asserts, however, that developments in 1949 “do not give promise of a ready 
absorption of anything approaching the prewar level of exports from western 
Germany without serious disturbance to other European suppliers” (p. 96). 
It also predicts that any increase in Germany’s exports, employment, and in- 
dustrial production would lead to a further rise in imports, which would have 
to be “counteracted in some measure by import restrictions and consumer 
rationing’ (p. 95). Altogether, the Survey fears that “the immediate effects 
[of liberalization] on the overseas balance of payments may be negative 
rather than positive” (p. 107); it seems to share the apprehension of “ex- 
pansionist” countries lest liberalization, and especially the establishment of 
the European Payments Union, expose these countries to losses in reserves 
and force them “to abandon their expansionist policies in favor of more 
restrictive policies followed in a number of other- European nations” (p. 105). 

The Survey is correct in stating that the problems of liberalization will 
be minimized “if there is a high rate of growth in economic activity through- 
out the area” (p. 104); but it does not realize how-intimately such growth is 
connected with the restoration of freedom in domestic and international 
economic relations. Its pessimistic views can best be refuted by a look at 
recent developments. Between the first half of 1949 and the first half of 1950, 
Germany increased employment by 3 per cent, industrial production by 20 
per cent, and exports by 50 per cent. This rapid improvement did not lead 
to a dangerous rise in imports, which remained virtually unchanged, nor 
did it cause “serious disturbances to other European suppliers.” In the same 
period, liberalization was instrumental in raising the volume of intra~Euro- 
pean trade in the countries participating in the European Recovery Program 
by almost 30 per cent, and these countries, far from suffering losses in their 
reserves or feeling a “negative rather than positive” effect upon their dollar 
balance of payments, saw their gold and dollar reserves increase by about 
20 per cent and their trade deficit with the United States decline by 45 
per cent. s 

Unless these trends are reversed by further political disturbances, it will 
be hard for next year’s Survey to maintain its agnostic attitude toward 
economic liberalism. Such a change in heart is the only improvement which 
might be suggested to the authors of a truly great work. 

J. HERBERT FURTH 

Washington, D.C. 


Capital Imporis and The American Balance of Payments 1934-39—A Study 
in Abnormal International Capital Transfers. By ARTHUR I. BLOOM- 
FIELD. (Chicago: University of Chicago Press. 1950. Pp. xvii, 340. 
$6.00.) 

The capital inflow of $6 to $8 billion to the United States in the period 

1934-1939 was a phenomenon without precedent in the history of interna- 
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tional finance. It came to a country with lower interest rates than prevailed 
in the capital exporting countries; it was not associated with an expansion of 
income in the receiving country; and neither in the capital receiving nor in 
the capital exporting countries was there a corresponding adjustment in 
the commodity trade or in the balance of payments on current account. Dr. 
Bloomfield’s book, which is the revision of a doctoral thesis written at the 
University of Chicago, gives a detailed picture and thoroughgoing analysis 
of the capital flow in this six-year period. It is an excellent account of this 
unusual chapter in international finance. 

Bloomfield’s analysis of the inflow by geographical origin shows that of 
the $5 billion for which a geographical breakdown is available, approximately 
75% came from Europe, and over 55% from the United Kingdom, France, 
the Netherlands, and Switzerland (p. 7). Of the identified capital inflow of 
$5.8 billion, $3 billion represented net increase in foreign short-term assets 
in the United States; $858 million a net decrease in U. S. short-term assets 
abroad; $1,121 million foreign net purchase of U.S. securities; and $842 
million foreign net purchases of foreign securities. 

He analyzes each class of movement with reference to geographic origin, 
causes, and consequences. In the discussion of the movement of short-term 
banking funds he gives a meticulous analysis of the relation of these move- 
ments to short-term interest rates, and to the relation between forward and 
spot exchange rates. He concludes, contrary to a popular opinion common 
at the time, that foreign operations in American securities had little, if any, 
effect upon the stock market, and that it was more likely that stock market 
movements influenced foreign operations in American securities (p. 106). 

In Chapter V, “Capital Imports and Gold Imports,” Bloomfield takes the 
position that the capital movements were the causal factor in the gold flow, 
and gives an extended analysis (pp. 130-42) of the writings of Graham, 
Whittlesey,.and Lutz who had minimized the causal influence of the capital 
movement in explaining the gold flow. Chapter VI, “Operations of the Ameri- 
can Exchange Stabilization Fund,” is a judicious and discriminating analysis 
of the Fund’s operation. The author makes clear the limited influence that the 
Fund could have, in view of the American policy of maintaining a fixed price 
of gold. His conclusion on this point is worth quoting. “Not only did the Fund 
provide no genuine long-run support to foreign currencies (since such curren- 
cies when purchased were quickly converted into gold), but the initiative in 
determining the basic level of exchange rates lay in the hands of foreign 
authorities in view of the fixed American gold price” (p. 176). 

The most significant theoretical conclusions come in the final chapter, 
“Capital Imports and American Balance-of-Payments Adjustment.” Bloom- 
field brings out clearly the failure of the balance of payments to adjust to 
these capital imports by changes in the commodity or service items. His con- 
clusion is that the principal reason lay in the fact that under the circum- 
stances the capital imports were not income creating in the United States, 
and had only a limited restrictive effect on incomes in the countries from 
which capital came to the United States. He finds no correlation between 
capital inflow and the state of the American balance of payments, and con- 
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cludes that the moderate adjustment in the American trade balance in 1934- 
36 was due primarily to a rise in national income in this country greater 
than abroad “related in large part to an autonomously induced factor in the 
form of deficit financing operations by the United States government” 
(p. 291). 

In the discussion of theories of balance-of-payments adjustment (pp. 253- 
257), I feel it is unfortunate that Bloomfield leaves the reader with the im- 
pression that the “modern” theory of adjustment through shifts in demand is 
a new idea, and gives no hint that this view had vigorous spokesmen in the 
English monetary controversies of the Napoleonic period. 

FRANK WHITSON FETTER 

Northwestern University 


The Dollar Crisis: Causes and Cure. By T. BarocH. (Oxford: Basil Black- 
well. New York: Macmillan. 1949. Pp. xlvi, 269. $3.00.) 


Mr. Balogh’s recently published thoughts on the “dollar crisis” are largely 
reiterations of many of the ideas he has published elsewhere, brought up to 
date by examinations of the OEEC, Britain’s devaluation, and the Washing- 
ton Agreement. But in this volume he goes so far as to propose what is in 
essence world socialism, to be guided by Britain and financed by the United 
States. As usual, his reasoning (given his assumptions) is close and logical, 
though it also reflects an intense feeling as to the correctness of his own 
own views and the errors of others’. Balogh seems to be so certain of his 
position that one gets the idea that, if all the controls he demands for the 
British government were placed in his hands, he would produce panaceas. 

His fundamental thesis rests on “The basic principle that economic policy 
is supposed to aim not merely at an increase of total production but also of 
the equality of distribution . . .” (p. vii), thereby improving the standard 
of living and increasing the equality of opportunity of the masses, both na- 
tionally and internationally. Implementation of this policy is supposed to be 
the responsibility of the United States, since it is the richest nation of the 
world. Therefore, Balogh calls for a return to the original conception of 
UNRRA and Marshall Aid, which should be continued indefinitely so as 
eventually to redistribute more equally the world’s wealth and income. 

The relative richness of the United States is due to war devastation in 
Europe, to the lack of development in unindustrialized areas, to the United 
States internal mass market and its protection from foreign competition, to 
its relative self-sufficiency, and to the continuous increase of productivity in 
the United States faster than elsewhere. These conditions give risé to “The 
possibility that the United States might undersell the rest of the world, if 
perhaps not ‘all along the line,’ over a sufficient range to create large-scale 
disequilibrium and impose unemployment . . .” on non-dollar areas (p. 226). 
The unbalanced distribution of world wealth and income is a permanent con- 
dition, growing greater yearly; thus, the pressure on international balances 
of payments is likely to continue and cannot be solved by “orthodox” 
methods. These, he thinks, would only aggravate the disequilibrium and the 
inequality of income both nationally and internationally. 
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The orthodox remedy of devaluation is not justifiable, says Balogh, since 
it makes broadside swipes at income and employment, instead of redirecting 
domestic spending and channelizing resources to export markets. Rather, the 
remedy must come from the creditor nation—the United States. But, the 
necessary outflow of capital must not be induced by depression in the United 
States for it must maintain Europe’s primary source of dollar exports. How- 
ever, Balogh despairs of the United States maintaining a stable and high 
level of domestic income and employment even with an expanded foreign 
investment program. 

He, therefore, suggests that Britain and Western Europe, in order to 
guard against the inevitable decliné of economic activity in the United States, 
press for the reform of the Fund and Bank, changing them into an Inter- 
national Central Bank and a Board for International Economic Develop- 
ment. The revised organizations would be able, respectively, to create inter- 
national reserves when needed (and destroy them) and to guide interna- 
tional capital flows so as to equalize opportunity and productivity in vari- 
ous areas of the world. They would help provide immunity from a United 
States slump (e.g., by channelizing the expenditure of development funds to 
countries with induced deficits). After making the suggestion, however, Ba- 
logh again despairs of these being established, or of the United States 
granting continued unilateral aid, or of its maintaining high levels of in- 
come and employment. 

Accepting a United States failure to properly implement multilateralism 
through both domestic and international measures, Balogh urges Europe and 
Britain to expand intra-European trade (and, for Britain, greater self-suffi- 
ciency within the Empire); such action would include discrimination against 
United States exports through mutual preference to European countries and 
through clearing agreements, The resulting interdependence of European econ- 
omies would require close coordination and supervision of national programs 
and policies. To obtain this objective, others have suggested that Europe 
should integrate. Balogh disposes of each of the suggested forms of integra- 
tion as being either unsatisfactory or unnecessary. What he deems desirable 
and necessary is the enforcement of European cooperation through a regional 
planning agency under the strong leadership which can be provided only 
through British initiative. 

Balogh is greatly disappointed with the Labor government for not having 
taken the initiative in a socialist program calling for greater regional and 
domestic controls. He criticizes the British program as being especially weak 
internally; provision of full support to a regional planning agency requires 
greater domestic over-all planning than is now being done. By way of imple- 
mentation, the government should revamp internal industrial structures 
through highly discriminatory controls; it must also institute plans to stand- 
ardize production and processes, to concentrate individual plants and opera- 
tions, and to revise wage systems. The reorganization of the Board of Trade, 
the Treasury, and the Bank of England is mandatory in his eyes. These 
and other policies require even more extensive controls, both internally and 
externally, than exist at present. 
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In sum, Balogh covers the present international situation in an extensive 
fashion and also gives much space to a minute criticism of British policy. 
The contents of his work include the background of the economic crisis of 
Western Europe, the Marshall Plan, possible union of Western Europe, recent 
trends in American economic policy and activity, and proposals for post- 
Marshall aid. In addition, he includes three appendices on “Proposals for 
Post-War International Currency and Investment,” “The Concept of a Dol- 
lar Shortage,” and “Britain’s Economic Problem.” A lengthy preface adds 
last minute ideas and additional support of his thesis arising from events 
in late 1949, 

To this reviewer, a first criticism of Balogh’s thesis would be that his 
fundamental goal of equalization of wealth and income over the world is 
objectionable, especially if it is proposed that the United States accept all 
responsibility for implementation. 

A second objection is that, although Balogh recognizes the need for a re- 
vision of internal industrial structures of Britain and Europe (and one 
might add the United States), he does not show that it can be accomplished 
more expediently or economically under controls than under free-market de- 
termination of the use of resources. Especially would it seem to be difficult 
to guide the new structure through controls into lines compatible with multi- 
lateral trade. There are cogent reasons why it would be difficult to do so; 
the lack of adequate statistical data, as well as the lack of foresight of govern- 
ment officials, is cited by Balogh himself. 

Thirdly, even in his minor points of analysis and obiter dicta, the reviewer 
found much at which to cavil. For example, he criticizes customs unions, but 
only from the “control” viewpoint. He attacks the German monetary reform, 
focusing on its minor inadequacies and overlooking the major benefits. He 
stresses the need for standardization of products and concentration of pro- 
duction in the interest of all, actions which are definitely contrary to con- 
sumer sovereignty and the interest of small producers. He calls for “A new 
system of quickly effective incentives and deterrents .. .” for the British 
economy; yet he does not state what they should be or how they should be 
obtained—a crucial point in a socialist system. His footnote reference to 
Graham shows a propensity to misunderstand another’s position, as does his 
criticism of Haberler in which he also avoids the real issue and by implicit 
assumptions obtains some curious results. Finally, his statement that a na- 
tion may undersell another practically all along the line is used, at one place, 
to deny the validity of the doctrine of comparative advantage; this argu- 
ment has been effectively rebutted elsewhere. 

Finally, the reviewer is struck with the need for economic analysis in 
this field to start anew with the recognition of certain fundamental relation- 
ships in the mechanisms of adjustment (both internal and external) in inter- 
national balances of payments. For example, the forces which Balogh cites 
as contributing to the permanency of the “dollar crisis” are nothing more 
than initiating factors, which can and should be offset by external and in- 
ternal adjustments—both here and abroad. It is the denial of the required 
adjustments which continues the imbalance and not the initiating factors. 
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Whatever responsibility the United States has to the world, it certainly in 
cludes the encouragement of the adjustments in exchange rates, prices, and 
production structures which are necessary for world trade to become multi- 
latral without continuous pressure on exchange reserves. These adjustments | 
should probably be made easier by the assistance of the United States; one 
such measure which is a prerequisite to multilateral trade and payments is 
the provision of international reserves. But, international reserves so pro- 
vided may be dissipated through the continued deficits due to planning or 
to the as yet unstabilized and unadjusted domestic economies. Thus, adapta- 
tion of domestic structures along multilateral lines and a substantial return 
to free-market determination of resource use are required. 
J. N. BEHRMAN 
Princeton University 


Peace by Investment. By BENJAMIN A. Javits. (New York: Funk and Wag- 
nalls, in association with United Nations World. 1950. Pp. x, 242, 
$3.50.) 


It is significant to note that this book which proposes a trillion dollar 
U. S. foreign investment program over the next fifty years was written by a 
well-known attorney and businessman, with a Foreword by Charles E. Wil- 
son, President of the General Electric Company, to whom the author at- 
tributes many of the ideas presented. The author has sought to provide an 
answer to the question which is now very much on the minds of Americans, 
“What must we do to be saved?” The answer which is given is that we must 
buy our peace and security with dollars by investing abroad $20 billion 
a year for the next fifty years. The author is certainly right when he says 
that peace is worth $20 billion a year. It would be a bargain at $40 billion 
or even $60 billion a year, if indeed peace were something which could be 
acquired for mere money. 

Mr. Javits rightly sees as a fundamental factor making for war the eco- 
nomic want and insecurity of the hundreds of millions of the world’s peoples. 
He is also correct in believing that by increasing capital investment the 
world’s living standards could be raised and a larger measure of political sta- 
bility could be achieved. Mr. Javits’ goal for the next fifty years is an in- 
crease in capital investment of $1,000 per inhabitant for the entire globe, half 
of the funds for which would be supplied by the United States and the rest 
would come from other industrialized nations and from indigenous sources 
in the underdeveloped areas. The media for such investment are the U. N. 
agencies such as the World Bank and the technical assistance agencies, the 
Export-Import Bank, the RFC, private investment fostered by investment 
guarantees and a World Reconstruction Authority. This is to be largely a 
loan program. The transfer problem does not bother Mr. Javits because he 
rightly states that once we begin investing abroad we cannot stop, but must 
go on increasing our investment. He draws the analogy of domestic invest- 
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ment which also must be maintained at increasingly higher levels if a slump 
is to be avoided.* 

The author does not deal with the difficult problems involved in channeling 
large amounts of international capital into productive uses. Rather he con- 
tents himself with a somewhat rambling discourse on economic and political 
conditions in ten foreign countries, and concludes that all of their social and 
political problems could be solved by an investment of $1,000 per inhabi- 
tant. American capital investment on this scale would, according to the au- 
thor, not only buy peace but it would also assure the triumph of American 
capitalism throughout the world. The problem of relations with Russia would 
be dealt with by a 25 billion dollar credit over a five-year period, enough 
to assure the Russian people that America does not constitute a threat to 
their security. British monopoly capitalism and bureaucratic controls would 
succumb to the American competitive system by adequate U. S. investment 
in that country. 

The reviewer is reluctant to criticize Mr. Javits’ courageous program be- 
cause he is in wholehearted agreement with the author that now is the time 
for bold and revolutionary action if Western democracy is to be saved. But 
America, like the spoiled darling of rich parents, must learn that there are 
many things which cannot be bought with money alone, and peace is one 
of them. We need to have a substantial foreign investment program, which 
is wisely administered so that it will provide concrete results in terms of 
increased production. We also need a grant program for agricultural, health 
and educational projects which are not suitable for loans. But along with it 
we must have a bold political program which will be directed towards social 
and political reform and will prove to the great masses of people that we are 
interested in something more than preserving the status quo and upholding 
reactionary governments. If Democracy is to win over Communism among 
the millions of people now awakened from a millennium of passive acceptance 
of their semi-feudal status, it must become a vital movement which will 
capture their imagination and provide a sure road to a better way of life. 
Finally, in this hour of emergency in which we are fighting for the survival of 
our way of life, we must organize a common defense for the free world. 
But along with it we must give the people something to fight for. 

RAYMOND F. MIKESELL 

University of Virginia 


Customs Valuation in the United States. By R. ELBERTON SMITH. (Chicago: 
University of Chicago Press. 1948. Pp. xv, 380. $7.50.) 


Economists are generally agreed that if we must have a customs tariff it 
should be levied on an ad valorem basis. Specific rates of duty have adminis- 
trative advantages, but their disadvantages far outweigh them: (1) they are 

*For a discussion of the point see Walter S. Salant’s “The Domestic Effects of Capital 


Export Unity, The Point Four Program,” Am. Econ. Rev., Proceedings, Vol. XL, No. 2 
(May, 1950), pp. 495-510. 
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steeply regressive, bearing much more heavily on a cheap than on an expen- 
sive product of a given type; and (2) they are much more restrictive in 
periods of falling prices than in periods of rising prices. Germany, Austria, 
Hungary, Spain and Switzerland make little or no use of ad valorem rates 
and therefore do not face a valuation problem. Most of the other countries 
of the world make use of ad valorem rates and have had perforce to define 
dutiable value. Even countries making extensive use of specific duties have 
frequently combined them with ad valorem duties by providing for ad va- 
lorem maximum or minimum equivalents of the specific rates or by levying 
different specific duties on different value brackets of merchandise. Granting 
that tariff rates should be levied in relation to value, how shall value be de- 
fined? The problem of value is a difficult one for the academic economist to 
solve, even when his thinking is not harassed by the confusing counsels of 
interested pressure groups. When, however, he must satisfy the rigorous 
legal terminology of the customs bar, the protectionist demands of American 
producers and the widely divergent interests of importers of differing types 
of foreign goods, the problem of a suitable definition of value becomes almost 
insoluble. 

Dr. Smith’s book is an excellent summary of the American attempt to de- 
fine value. Since American tariff law is the most comprehensive of any coun- 
try in the world and since American protectionist sentiment has been the 
most persistent and in many ways the most articulate to be found any- 
where, Dr. Smith enjoyed a wealth of material with which to work. As a 
result of his careful study, economists (particularly students of international 
trade and commercial policy), customs brokers, administrators and lawyers 
will have a convenient source of authentic information on a much-neglected 
subject. 

After a brief introduction in which the author indicates the nature and 
significance of the valuation problem he proceeds to a thorough yet concise 
review of the origins of dutiable value and of valuation procedures in the 
United States, The historical section is well documented and shows a firm 
grasp of customs law and court decisions. Early valuation methods were 
largely a continuation of colonial practices. As protectionist strength grew, 
changes in valuation were made to assure maximum protection. Treasury 
agents stationed in foreign countries to collect value information caused a 
deep resentment abroad and gave the United States the reputation of having 
a singularly obnoxious tariff policy. In recent years the most important 
changes in valuation law have been achieved not by statutory changes but 
by administrative and court interpretation of the statutes. The resulting 
delays in appraisement of merchandise with the concomitant heavy load of 
contingent liability for importers has added a heavy burden of administra- 
tive protection to the already unconscionable rates of the American tariff. 

Following the historical survey the author analyzes each of the several 
forms of dutiable value currently in use in the United States, and the more 
important problems associated with customs valuation. The “ideal” dutiable 
value is specific purchase price. In cases where this is administratively un- 
workable (e.g., non-purchased goods), United States value and cost of pro- 
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duction may be substituted. All attempts to base duties on foreign value 
should be abandoned. Likewise, complex specific and ad valorem rates with 
their elaborate value brackets should be eliminated in favor of simple ad 
valorem duties which would reveal clearly the true level of tariff rates. The 
present reviewer and others who have taken the trouble to calculate the ad 
valorem equivalents of specific duties have been amazed at the fantastic rates 
that are sometimes concealed by specific duties. 

The book is well written. It is well indexed both by subject and name, 
it has a good bibliography of court cases and of other primary and secondary 
materials, and it meets the high standards of typography one would ex- 
pect from a great university press. 

CARL KREIDER 

Goshen College 


Imperialism—A Study. By J. A. Hopson. (London: George Allen and Unwin. 
1949. Pp. viii, 386.) 

This work was written in 1902 and a revised edition appeared in 1905. 
A third edition, in 1938, reproduced the second with little alteration (except 
bringing figures up to date) but with an Introduction by the author. It is 
this third edition which is now reprinted (but with the omission of the In- 
troduction). 

The South African war ended on the 31st May, 1902, and the Preface 
to the first edition was dated August, 1902. The book was a political tract 
for the time. The war had been supported by one section of the Liberal 
party, then in opposition, and bitterly opposed by another. Hobson was a 
wholehearted adherent of the latter, and his book was addressed more espe- 
cially to the other section, the Liberal Imperialists, of whom Asquith, Grey 
and Haldane were the leading spirits. 

The Liberals had met with defeat at the election of 1900, and their pros- 
pects seemed to be clouded by disunion. 

Hobson’s case against Imperialism was so shaped as to appeal to the 
liberals of the time. The liberals aspired to be the champions of democracy 
against the power of wealth, and he attributed the policy of dominating 
subject races to the influence of wealthy interests behind the government, 
particularly that of promoters of capital enterprises for the exploitation of 
oversea. territories. 

The liberals were by tradition and conviction opponents of militarism. 
Peace and the restriction of the cost of armaments held a prominent place 
in liberal policy. Hobson contended that if there was any danger of Great 
Britain being involved in war, the international jealousies and antagonisms 
aroused by Imperialism were the cause, and Imperialism was therefore re- 
sponsible for the growing expenditure on armaments. 

Above all, liberals were devoted to free trade, and Hobson contended that 
“Imperialism repudiates Free Trade, and rests upon an economic basis of 
Protection. Just in so far as an Imperialist is logical does he become an open 
and avowed Protectionist” (p. 67). 

The.essential principles of liberalism were democracy and personal free- 
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dom. Some people, Hobson wrote, believe “that we are gradually moulding 
the British Empire into a set of substantially self-governing States” (p. 
118). But it was a “great and demonstrable delusion” to suppose that those 
administering the Empire “either beljeve that the populations which they 
rule are capable of being trained for effective free self-government, or are 
appreciably affected in their policy by any regard to such a contingency in 
the near or remote future” (p. 119). 

As to personal freedom, Hobson laid great stress on the scandals of forced 
labour and exploitation. He had little to say of the benefits of an impartially 
enforced legal and judicial system. In reference to India, he even went so 
far as to quote with approval Meredith Townsend’s statement, ‘personal 
liberty, religious liberty, perfect security—these things the Empire gives; but 
then are these so valued as to overcome the inherent and incurable dull dis- 
taste felt by the brown men to the white men who give them?” (p. 29). 

The crying defect of the British government of India was the social colour 
bar, a “psychical chasm,” the inability of the “small white garrison .. . to 
enter into really vital sympathy with members of ‘an inferior race’” (p. 
302). i ; 

Power corrupts. The Great Powers had assumed the government of de- 
pendencies all over the world by the exercise of superior force, and the con- 
sciousness of this inspired the arrogance of so many of those who exercised 
the responsibilities of garrison and government. Hobson made out a powerful 
case against Imperialism as practised at the end of the nineteenth century. 
Undoubtedly the powers of government had in most instances been assumed 
in order to support economic exploitation. Yet the value of orderly government 
and impartial administration of justice was very great to communities la- 
mentably incapable of providing these benefits for themselves. 

Hobson was too fair-minded and too enlightened to shut his eyes to the 
need for some interference in the affairs of primitive communities. “Tt is idle 
to consider as a general principle the attitude of mere laissez faire. It is not 
only impracticable in view of the actual forces which move politics, but it is 
ethically indefensible in the last resort” (p. 225). 

Interference with the government of a lower race should be in the interest 
not of the interfering nation, but on the one hand of “the safety and progress 
of the civilisation of the world” and on the other of “an improvement and 
elevation of the character of the people who are brought under this control.” 

And compliance with these conditions should be the concern of “some 
organised representation of civilised humanity” (p. 232). l 

The present issue of Hobson’s work is not a new edition but a reprint. 
It has not been re-edited. Nevertheless, the introduction which Hobson wrote 
for the edition of 1938 has been omitted. The reader is left in ignorance of 
Hobson’s views of why a new edition was desirable at that time, and of how 
the events of the preceding thirty years had affected his attitude. It may be 
that this introduction was thought to partake too much of the Marxist ap- 
proach to Imperialism. But it ought not simply to have been ignored. Some- 
one ought to have taken the responsibility of explaining why a reprint has 
been issued without it, and also of giving some indication of how a new 
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edition came to be decided on in 1938 and what Hobson’s attitude then was 
to a world so very different from that of a generation earlier, 

R. G. HAWTREY 
London, England 


Gresham on Foreign Exchange. By RAYMOND DE Roover. (Cambridge: 
Harvard University Press, 1949. Pp. xiv, 348. $6.00.) 


What started out to be an introductory essay to an Elizabethan manu- 
script “for the understanding of the exchange” became a book-length dis- 
cussion of the intricacies of the money market in the sixteenth century. The 
study, in five chapters, proceeds from a consideration of the authorship of 
the manuscript to monetary policy, the theory of foreign exchange, the 
exchange controversy of the period, and an appraisal of Sir Thomas Gresh- 
am’s thought. 

After intensive effort to identify the writer of a manuscript bearing the 
date 1578 and the signature of John Dee, Queen Elizabeth’s astrologer, Pro- 
fessor de Roover reaches the conclusion that John Dee was the owner of 
the document and the presumable author was Sir Thomas Gresham, who 
served as royal factor under Queen Elizabeth until 1574. The organization of 
Professor de Roover’s discussion parallels that of the manuscript, Gresham’s 
Memorandum. After indicating Gresham’s thought on a particular phase of 
the subject, the author provides pertinent historical factors, and compares 
related comments of early mercantilists. 

Gresham was opposed to debasement and desired a sound, stable currency. 
In amplifying this position, the author delineates the steps in the great de- 
basement of Henry VIII and Edward VI, and describes Elizabeth’s re- 
coinage. He does not believe that the statement now known as Gresham’s 
Law—bad money drives out good—was formulated by Sir Thomas. Gresham 
showed, rather, that even if bad money is overvalued, it will not drive out 
better coins if not issued in excess of trade needs, 

Several Royal Commissions on the Exchanges, the first in 1564, were ap- 
pointed to study exchange abuses, prepare a report, and propose solutions. 
The discussion of these proposals led to a foreign exchange controversy. The 
Memorandum supplied the participants with material for debate, particularly 
on methods of exchange control. Gresham was opposed to a rigid system of 
control, and favored modifying the exchange rate through manipulation of 
the money market. He suggested that a sum of £10,000 st. be placed at 
the disposal of the Queen’s factor in Antwerp to buy bills on London if 
so many bills were offered that the exchange fell, and to sell bills on London 
to counteract a contrary situation. His proposal for the creation of a stabili- 
zation fund was never adopted. 

Although Gresham considered some of the separate elements necessary for 
the development of an integrated theory of foreign trade, he failed to pro- 
duce such a theory. Ideas were not skillfully expressed in the Memorandum, 
and the style was rather awkward, in the opinion of Professor de Roover. 
Gresham’s stabilization proposal was more adequately presented by others 
in a Royal Commission report than in the Memorandum. But the suggestion 
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for a government fund with which to operate in the foreign exchange market 
foreshadowed practices employed by several nations after 1930. Apparently 
Gresham was more capable as a man of action than as a theorist or writer. 

The text of the Memorandum, with facsimiles of some pages is reproduced 
at the conclusion of the book, together with a short appendix and a bibliog- 
raphy. The footnotes are very adequate. There are a few scattered sum- 
maries, but the reader might be aided considerably by regularly placed sum- 
maries, giving a definite finish to each major section. 

Dr. de Roover has written a scholarly book about a fascinating era in 
world finance. He is well prepared to undertake this study. He had practical 
commercial experience in banking and in shipping accounts while in his na- 
tive Belgium. Upon coming to the United States for additional academic 
training, he completed two books—Money, Banking and Credit in Mediaeval 
Bruges and the Medici Bank—in fields which increase his perspective for 
interpreting Gresham’s Memorandum. He has written several articles on re- 
lated subjects. 

The author’s careful perusal of matters related to the Memorandum en- 
ables him to cast additional light on the writings of men such as Gerard de 
Malynes, Edward Misselden, and Thomas Mun. This study shows that the 
path leading from early mercantilism to the theories of the neoclassical and 
mutual interdependence schools is a long one. The work contains a judicious 
fusing of theory and practice. The type of analysis utilized produces a book 
valuable for the historian and political scientist as well as the economist. 

GRACE BECKETT 

University of Illinois 


Business Administration 


Manufacturing Business. By P. W. S. Anprews. With a Preface by Sir 
Henry Cray. (London: Macmillan. 1949. Pp. xviii, 308. $3.75.) 


The impact of a book on a reviewer depends, I suppose, on the state of 
his own knowledge and interests and the extent to which he feels it adds to 
the existing literature. 

Two difficulties in assessing the contribution of Manufacturing Business 
are that it is written primarily with British readers in mind and that it is 
not quite clear to what degree it was designed as a textbook. 

According to the jacket, the author, a fellow of Nuffield College, Oxford, 
“has had considerable experience of the practical investigation of individual 
businesses in a wide variety of industries. These studies have led to a pro- 
gressive dissatisfaction with the modern theory of business, with its stress 
upon the restrictive effect of ‘monopolistic’ elements in business life. What 
began as a critique of that theory has finally led to this consistent and 
positive account of the pattern of thought which is believed to be most use- 
ful in the approach to business problems. The discussion has been kept 
largely in terms of the concepts used in ordinary business life.” 

Andrews in his introduction adds: “During the last twenty years we have 
indeed wandered far from the viewpoint of Alfred Marshall, and I should 
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like to suggest the need for a re-appraisal of his great achievement as a prac- 
tical theorist. . . . It seems possible that we modern economists have been 
far too much concerned to give a consistent Marshallian theory, and have 
tried too much to explain Marshall in a higher critical way than to achieve 
a better description of the- facts of industrial economics” (p. xvii). 

He then proceeds to analyze manufacturing business by discussing “The 
Forms of Business Ownership,” “The Reckoning of Business Income,” 
“Costs of Production,” “Markets and Prices,” and “The Theory of Business 
Activity.” 

Much of this material is on an elementary level for the individual who is 
steeped in the facts of modern business life. The discussion is kept as general 
as possible and there is a minimum either of case material or reference to 
other studies of business behavior. But Mr. Andrews obviously knows a great 
deal about British business practices and shows considerable insight in his 
treatment. 

To this reader, the most interesting chapter is on “Costs of Production: 
The Effects of Changing Organization.” Andrews is concerned, like many 
others today, with the strength of the prejudice against bigness as such, 
which is part and parcel of our anti-monopoly attitudes. Conceding that a 
concern may tend to decrease in efficiency as it increases in size, he counters 
with the idea that business has developed and is still developing techniques 
of management which extend “the capacity of the businessman” (p. 130). It 
is necessary therefore “to think in terms of levels of management, each with 
its appropriate kind of management technique, and each management tech- 
nique should be considered as applicable to a range of output” (p. 131). 
Within the range of scale covered by a given management technique, the 
actual costs of management will tend to fall as size increases. And even 
though managerial costs probably rise absolutely between the different levels 
of management, this is offset by the fact that technical economies tend to 
increase absolutely (but not relatively) the larger the business becomes. 

Personally, I should like to have seen a more complete discussion of the 
nature of the technical econonties which can be achieved as companies grow 
from one size-group to another, Mr. Andrews makes some references to in- 
dustrial research, but by and large his analysis remains Marshallian rather 
than Schumpeterian, with the main focus on cost and price rather than on 
innovation. In fact, I don’t believe the words innovation or entrepreneur 
are used in the book: an interesting commentary on the current state of 
“economics-of-the-firm” in England. 

Though Andrews is anxious to explain that his treatise is primarily theo- 
retical and not concerned with political polemics, he does not attempt to 
conceal a bias in favor of the existing structure of business with its emphasis 
on large-scale enterprise. And while he lays appropriate stress on the im- 
portance of small new businesses and on the need for venture capital to 
support them, he is inclined to think that the problem of entry is primarily 
financial. “There is a gap,” he writes, “in the facilities offered by the English 
capital market” for small concerns, though this has been partially filled 
recently by such private finance companies as the “Charterhouse Trust” and 
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the government sponsored “Industrial and Commercial Finance Corpora- ` 
tion” (pp. 243-45), But he rests his main hope for the future of small enter- 
prise on a change in tax policy whereby undistributed profits of private 
companies would be “totally exempt from income taxation” to permit rapid 
growth from earnings. 

The notion that a large established company may be slow to exploit new 
opportunities does not give him concern. “In any line of industry,” he de- 
clares, “the big business which can get finance will usually be looking around 
for new products which it could profitably add to its lists, and will be quite 
prepared to take up any line which seems likely to yield it a fair margin” 
(p. 172). Patents are seen primarily as giving a temporary advantage, but 
stress is laid on the fact that they run out. And the building up.of a com- 
petitive advantage through creating a differentiated product by advertising 
is played down on the theory that other people can advertise also. 

Yet I think we have to take the monopoly problem more seriously, though 
not nearly so much so as Corwin Edwards has urged in a book with a very 
different political slant—Maintaining Competition (McGraw-Hill, 1949). It 
is not my experience (in studies of the electrical, paper, glass and building 
material industries, for example) that large-scale enterprise “will be quite 
prepared to take up any line which seems likely to yield it a fair margin.” 
This is an instance in which I wish Mr. Andrews had been less interested 
in generalization and had backed his position up with more reference to 
actual cases. So also, in a volume on modern manufacturing business, I think 
he gives far too little attention to the patent problem. Patents run out as he 
says, but a vigorous research group and a strong patent department can 
blanket large sections of on art for long periods of time. 

Nevertheless, I think Mr. Andrews is essentially correct in outlining a 
theory of behavior of individual business which preserves much of the classi- 
cal emphasis. And he has done this with clarity and distinction, adding con- 
siderably to the work of Marshall and McGregor to whom the book is dedi- 
cated. 

W. RUPERT MAcLAuRIN 

Massachusetts Institute of Technology 


Public Utilities; Transportation; Communications 


British Broadcasting—A Study in Monopoly. By R. H. Coase. (Cambridge: 
Harvard University Press, for the London School of Economics and 
Political Science. 1950. Pp. ix, 206. $2.75.) 


This short but excellent survey of the monopolistic British broadcasting 
industry by R. H. Coase, reader on economics at the University of London, 
will be of considerable interest to those who are interested in the problems 
of American broadcasting. It is also quite timely in England as the license 
of the British Broadcasting Corporation expires at the end of 1951. 


1 See, for example, my Invention and Innovation in the Radio Industry (Macmillan, 
1949) in which it is shown why and how companies, as they grow, tend to develop fields 
of special inteřest in which very promising new lines are quite often not explored. 
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The book is divided into three sections, the first dealing with the institu- 
tional origin of the unique British system, the second with the competition 
offered by wire relay services and by foreign commercial broadcasting, and 
the third with a survey of public opinion. The acceptability of-the BBC 
monopoly in Britain as indicated by opinion surveys is attributed to per- 
sonal and fortuitous factors including the high regard of the public for Lord 
Reith, Director General of the Corporation, the influence of the Post Office 
Department, and the opposition of the British press to a competitive system ` 
that would presumably be financed through advertising. 

Coase is critical of the arguments for monopoly. The assertion that mo- 
nopoly is technically necessary by limitations imposed by spectrum is de- 
clared to be incorrect, the financial argument is called unproven and the 
efficiency argument is found inconclusive. These arguments are ancillary to 
the main argument that a monopoly is necessary to maintain a balanced 
program of high cultural quality. The assumptions of this argument are 
characterized as those of a totalitarian philosophy. Coase makes a further 
and main point that the arguments for competition have never been given 
a hearing. 

The author draws heavily upon official reports and “letters to the Times.” 
One could have wished that he had relied less heavily on argument and 
opinion, no matter how authoritative, and more on whatever evidence ex- 
perience afforded. After all, the denial of the air to Winston Churchill before 
World War II is a cogent fact and one difficult to dismiss, as the author 
rightly recognizes. 

The American reader cannot escape making deadly comparisons with the 
American system which James L. Fly, borrowing a simile from John Ran- 
dolph, likened to a dead mackerel in the moonlight “that both shines and 
stinks.” The discussion of the BBC’s preoccupation with the cultural content 
of the programs, as well as of its stately indifference to what the public 
might want, would make strange reading to an American broadcasting execu- 
tive. Even British opinion for competition draws back from citing the Ameri- 
can system as evidence. On the contrary, such words as “horror” occasional- 
ly creep in. The reviewer took pleasure in noting some opinion in favor of 
competing government and private systems, a policy he has advocated else- 
where. Coase modestly avoids any attempt to suggest an institutional system 
to replace the existing one. This is unfortunate, for he appears well equipped 
to project the study beyond the limits he set for himself. Within the limits 
of his objectives, his book is a competent and valuable one and particularly 
worthy of study on this side of the Atlantic. 

3 E. W. CLEMENS 
Umiversity of Maryland 


Land Economics; Agricultural Economics; Economic Geography 


The Impact of Federal Policies on the Economy of the South, By CALVIN B. 
Hoover and B. U. Ratcurorp. A Report of the Joint Committee on 
The Economic Report. (Washington, D.C.: Supt. Docs. 1949. Pp. xi, 
92. 25c.) 
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Why Industry Moves South. By GLENN E. MCLAUGHLIN and Steran Ro- 
Bock. (Washington. D.C.: National Planning Association. 1949, Pp. xxi, 
148. $3.00.) 


State Planning and Economic Development in the South, By ALBERT LEPAW- 
sky. (Washington, D.C.: National Planning Association. 1949, Pp. xvi, 
193. $3.00.) 


Whether as Land of Promise or as the “Nation’s Number One Economic 
Problem,” the South for the past twenty or twenty-five years has been some- 
thing of an obsession with a great many social scientists, politicians, and 
- businessmen. Nearly everyone has sooner or later taken a hand in the busi- 
ness of impaling the South upon a pin and critically examining its deficiencies 
and its potentialities. For those who still believe that the South constitutes 
a unique problem in regional economic development, the three volumes under 
review will prove informative and enlightening. 

All three studies are marked by a high degree of objectivity. They are not 
blurred by the emotionalism that too often suffuses discussions of Southern 
problems. On the contrary, they constitute a careful and unbiased account 
of the South’s present economic position; of the conditions that have served 
to retard its economic development; of the conditions upon which further 
economic progress is contingent; of the reasons for the progress that has 
already occurred; and of what the South is doing to facilitate its own progress. 
The authors are all men of the highest professional competence in the specific 
fields with which they deal and, in addition, have had long and intimate 
acquaintance with the special problems with which they are concerned. All 
of these studies have emanated from the Committee of ‘the South of the 
National Planning Association. The first of them, however, the study by 
Professors Hoover and Ratchford on the impact of federal policies on the 
economy of the South, has the distinction of having been prepared for use 
by the Joint Committee on the Economic Report as one of its reports to the 
Congress of the United States. 

The Hoover-Ratchford study presents in brief compass a wealth of figures 
and facts depicting the economic position of the South, The picture that 
emerges is the familiar one of a region characterized by a lag in economic 
development behind that achieved by the nation as a whole, a lag that is 
reflected in low per capita wealth and income. 

Instead of attributing this relatively unfavorable position to any of the 
usual scapegoats—the protective tariff, absentee ownership, differential freight 
rates, low wages, and the like—the authors show by meticulous analysis that 
these things are of but minor importance and that the really causative factors 
have been the low ratio of capital and natural resources to population; the 
marginal nature of many of the region’s natural resources; and the unde- 
veloped state of others. Economic progress in the South is held to be con- 
tingent upon increased productivity both in agriculture and in industry— 
producing things of greater value than heretofore. In agriculture, this means 
a continuation of the present trend to greater diversification, larger farms, 
and reduced pressure of population on the land. Along with this, there must 
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come about an expansion of industry to absorb population released from 
the land. For both of these to occur there must be improvement and develop- 
ment of existing natural resources. All of these require a large influx of capital 
from the outside as well as making available the savings and capital accumu- 
lation of the region itself. Above all, they depend upon a healthy state of 
the general economy of the nation. 

Substantial though modest progress has been and is being made in all 
these directions, helped in part by federal policies but coming about largely 
because of forces inherent in a free enterprise economy. The areas in which 
the federal government can best facilitate the economic development of the 
South are the conservation and development of certain natural resources, and 
assistance in raising the educational level. An agricultural support program 
that would do less violence to the working of the price system than the one 
now being followed, and which would neither encourage the production of 
surpluses nor subsidize their export, would be of long-run benefit to the 
- South as well as to the nation as a whole. 

In general, the recommendations of this report are for federal policies that 
will merely facilitate and accelerate the progressive trends and tendencies 
already present. In the words of the authors “. . . the South should not— 
and generally does not—expect special treatment from the Federal Govern- 
ment. The South as a region cannot expect to benefit from Federal policies 
planned with a sectional bias. The Federal Government should orient its 
political and economic policies in the interests of the whole Nation. Southern 
workers and management, in agriculture, in industry, and in commerce, must 
do the rest.” 

The industrialization that Hoover and Ratchford have emphasized is the 
subject with which the McLaughlin and Robock study is concerned. The 
specific question to which the authors address themselves is, Why does in- 
dustry move South? The conclusions are the result of a study of some eighty- 
eight industrial case histories. In spite of a somewhat academic discussion 
of the conditions that cause industries to be oriented towards their markets, 
their raw materials, their labor supply, or some combination of these with 
respect to their location, this study, by its analysis and classification of all 
relevant factors should prove helpful to industries seeking location as 
well as to communities seeking industries that will fit into their particular 
economic contexts. The concrete examples scattered throughout the book to 
illustrate the factors that have governed specific industries in choosing South- 
ern locations are especially interesting and significant. 

Three conclusions of particular interest to this reviewer emerge from this 
study. The first of these is that the growth of industry in the South is coming 
about to a large extent through the location in this region of branch plants 
of national concerns. As the authors state, most of their interviewing had to 
be done outside the South. This reinforces the contention of Hoover and 
Ratchford that the influx of capital that the South needs must for some time . 
come from outside the region. 

Another conclusion is that the growth of industry in the South has been 
at the expense of other regions only to a minor extent. It has, for the most 
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part, occurred on the basis of intrinsic advantages possessed by the South- 
ern location. > 

A third conclusion is that local subsidization of industry and special in- 
ducement have played a very small part in the South’s industrial growth 
and in many cases have really been unnecessary. Many Southern com- 
munities have hurt rather than benefited themselves by attracting industries 
that required a subsidy to bring them in. Certainly where subsidies were not 
necessary they have penalized themselves by such works of supererogation. 
Communities can apparently do best by themselves by carefully analyzing 
their local resources and capabilities and by bringing the pertinent facts 
to the attention only of those industries whose economic requirements fit 
the local situation. 

How this is being done by the South at the State level is the subject of 
Professor Lepawsky’s study of State planning and development agencies. 
State planning received its greatest impetus from the organization in the 
nineteen thirties of the National Resources Board that endeavored to stimu- 
late and cultivate state planning within the broad framework of federal 
programs. Before that, only New York, New Jersey, Wisconsin, and Illinois 
had state agencies performing any such function. By 1936, however, all 
forty-eight states had planning agencies of one kind or another. In the South, 
an additional impetus to planning was given by the R of the Ten- 
nessee Valley Authority. 

Existing as they do under state auspices, these agencies, as might be ex- 
pected, vary widely with respect to their statutory powers and functions, in 
the degree to which they are supported financially, and in the relative em- 
phasis that is given to planning and to developmental work in their day-to- 
day operation. This could not help but be the case, given the yagueness of 
definition inherent in the terms “planning” and “development” and the in- 
evitable overlapping of these functions in practice, together with the varying 
legislative intentions in setting up these bodies and the personal socio- 
philosophical animus of administrators, Professor Lepawsky has performed 
a kind of tour de force in tracing the kaleidoscopic development of these state 
planning bodies and in imposing some kind of order upon a confused mass of 
material embodying the current operating and administrative aspects of their 
work. 

The author notes a tendency for “development” to overshadow “planning” 
in the evolution of this state function but points out that some of the most 
dramatic achievements of these agencies in the field of development have 
resulted from the translation into visible form of research carried out in an 
earlier phase when planning received greater emphasis. Although he pays 
tribute to their accomplishments, Professor Lepawsky seems wisely to have 
eschewed passing any blanket judgment on the work of the state planning 
agencies. Perhaps -their chief significance lies in the mere fact that they 
exist and work according to the best light they have. In doing so, they are 
a symbol of the South’s eagerness and ability to participate in the shaping 
of its own economic future. 

EARLE L. RAUBER 

Atlanta, Gerin 
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Labor 


From the Wagner Act to Tafi-Hariley: A Study of National Labor Policy 
and Labor Relations, By Harry A. Mikis and Emiry CLARK BROWN. 
(Chicago: University of Chicago Press, 1950. Pp. x, 724. $8.50.) 

During his lifetime Harry A. Millis made a remarkable contribution to 
the understanding of industrial relations, as teacher, writer, arbitrator, and 
chairman of the National Labor Relations Board. He spent his final years 
working on his volume in collaboration with Emily Clark Brown, of Vassar, 
who had served the Board as operating analyst. This volume, which reflects 
so much of Dr. Millis’ rich practical experience and balanced judgment, 
should prove of enormous value to students of industrial relations generally 
and of governmental labor policy in particular. 

The authors defend both the Wagner Act and its administration, while 
recognizing inadequacies in the former and deficiencies in the latter. Dr. 
Brown distinguishes among the phases in the history of the National Labor 
Relations Board, criticizing the first or Madden Board for weaknesses in 
administration and the final or Herzog Board for political-mindedness, legal- 
ism in interpretation, and conservatism in enforcing the Act. The period of 
soundest administration, she finds, was in the Millis-Leiserson phase, a judg- 
ment with which this reviewer is in complete agreement. She also points out 
that the Board’s record in obtaining court enforcement of its orders was 
remarkable, considering how new ‘and controversial was the law that it 
administered. 

She criticizes Board policy, particularly in the later years, for removing 
foremen from the protection of the Act, unduly limiting the right to strike, 
permitting too great freedom of speech to employers, and unnecessarily en- 
couraging use of the Board’s certification machinery. In earlier periods, she 
believes, the Board was too slow to recognize the independence of a union 
which started as a successor to a company-dominated organization; it held 
that contracts barred a new election even when the old union no longer func- 
tioned; it held craft groups within industrial units too rigidly for a time 
and let them split off too readily in a later period. At all times administra- 
tion of the Act was hampered by delay, often due to inadequate appropria- 
tions, so that the democratic rights sought to be safeguarded under the Act 
were never fully protected. 

The Act and its administration broke down in certain important cases, 
among them Thompson Products, Weirton Steel, and the California can- 
neries, in the face of determined opposition by employers or unions. Amend- 
ments were needed, Dr. Brown argues, to protect non-coercive speech of em- 
ployers, to expand the right of employers to petition for elections, to require 
the union as well as the employer to bargain in good faith, to hold unions 
as well as employers liable in dual union discharge cases, and to make unions 
guilty of unfair labor practices and subject to injunction proceedings when 
they tried to induce employers to violate the union recognition provisions 
of the Act. Had the Board courageously and quickly sought the enactment 
of amendments such as these, which would have eliminated abuses without 
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weakening the protection of labor’s legitimate rights, Taft-Hartley might 
never have been enacted. 

The volume carefully documents the changes in the climate of opinion 
that culminated in the replacement of the Wagner Act by Taft-Hartley. 
Seymour Z. Mann has contributed to the volume an analysis and appraisal 
of the large number of bills relating to national labor policy that were intro- 
duced in Congress between 1937 and 1947, and traced in detail the legisla- 
tive history of the Taft-Hartley Act. He is critical of Congress for the in- 
adequacy of its debates, and for failing to undertake “any systematic, non- 
political study or investigation ... before it acted on many complex and 
technical matters about which it had relatively little accurate information.” 

Dr. Millis’ analysis of the complicated and controversial Taft-Hartley Act 
is careful and detailed. Section by section he examines the changes it made in 
our basic labor law, the ways in which it differed from the Wagner Act, and 
its effect on industrial relations. He argues that Taft-Hartley is “too much 
a technical lawyer’s act, . . . too little a product of men who know what 
makes the wheels go around in industry . . . Taft-Hartley was not a ‘slave 
labor law,’ but it was too much a strait-jacket, a strait-jacket which, we 
believe, proved a misfit at many points.” He finds it unduly complex, un- 
clear at many points, an administrative hodgepodge, and a bungling attempt 
to deal with difficult problems. 

The major changes that Taft-Hartley made in the law, Dr. Millis believes, | 
may be grouped into four major categories. The first includes a few needed 
changes in equalizing the Wagner Act and restraining certain unjustifiable 
practices of unions, such as coercion of employers or employees by minority 
unions, obtaining closed shop contracts by collusion, use of strikes or boy- 
cotts to further jurisdictional disputes, cases of extortion or “featherbedding,” 
and refusals to bargain. The second category consists of provisions which 
give an appearance of fairness, though the case for them is more doubtful. 
Here he puts the free-speech amendment, though this went too far in the 
direction of coercion; petitions by employers or by employees dissatisfied 
with their bargaining agent; union shop elections; equal treatment of un- 
affiliated and affiliated unions; and the requirements for 60-day notice and 
for filing union financial and other documents. Had the Taft-Hartley Act 
stopped here, Dr. Millis would have considered it an improvement over the 
Wagner Act. 

Third, there is a set of detailed provisions which upset established prac- 
tices, promote conflict and litigation, and cause difficulty in bargaining and 
in administration. These provisions include, among others, the outlawing of 
the closed shop and with it the hiring hall; the encouragement of damage 
suits; too great concern for protection of the right to refrain from collective 
activities; the encouragement to crafts to break up established bargaining 
units, and to complying unions to raid the non-complying ones; and the 
drastic changes in the administration of the Act, notably the bifurcation of 
the N.L.R.B. into the Board and the General Counsel and his staff. 

Finally, there is a long list of provisions which are unfair to unions, which 
reflect distrust of collective bargaining and exaggerated interest in dissenting 


BOOK REVIEWS 977 


groups and non-union workers, and which give powerful weapons to em- 
ployers who wish to fight unions. Among such provisions are the free-speech 
amendment; the sweeping and poorly defined provisions as to unfair labor 
practices of unions and their agents; the provision for mandatory injunctions 
against unions in certain cases, together with priority of handling; the in- 
creased use of injunctions in labor disputes; the loss by replaced strikers of 
eligibility to vote; the national emergency provisions, with pressure against 
unions but not against employers; and the ban on expenditures and contribu- 
tions by unions in national elections. These provisions, Dr. Millis points out, 
have their greatest effect, not on strong unions which might abuse their power, 
but on weak unions facing powerful employers. 

The portion of the volume dealing with the Wagner Act is an excellent 
analysis and appraisal of a phase of our national labor policy that had just 
ended when the work was done. The part on Taft-Hartley, by way of con- 
trast, was written largely during the first year of a highly complex piece of 
legislation, when decisions were still lacking on many crucial provisions of 
the Act, and while the pipelines were slowly filling with cases whose deter- 
mination, by the Board and by the courts, would provide definitive answers to 
questions about which Dr. Millis could only speculate. Whether or not his 
forecasts were accurate, only time could tell; but clearly there are few, if any, 
persons in the country whose judgments on the issues treated in the book 
deserve more careful reading. | 

JoEL SEIDMAN 

University of Chicago 


Heritage of Conflict. By VERNON H. JENSEN. (Ithaca: Cornell University 
Press. 1950. Pp. xii, 495. $4.75.) 

More illuminating than the title of this book is the subtitle: “Labor Rela- 
tions in the Nonferrous Metals Industry up to 1930.” It is a history of the 
growth of the Industrial Workers of the World, the Western Federation of 
Miners, the International Union of Mine, Mill, and Smelter Workers, and 
of lesser unions in the metal mining camps of the West. Dr. Jensen, who 
knows his West, deserves great praise for digging out and assembling a vast 
amount of important information not hitherto available. The records of those 
turbulent times are often scanty and more often inaccurate, since men of 
violent action are seldom keepers of records, and since the local press of the 
day was usually biased and fond of rumor-mongering. Through the great 
maze of gossip and lies, Dr. Jensen has carefully felt his way and, with fine 
scholarship, has recorded the truth and the lack of truth as he found them. 
He undertook a monumental task, and achieved it in great detail. 

Whereas the subject matter of the book is of a high order, the manner of 
presentation leaves much to be desired. As the title implies, the author sets 
out to prove a point—that the heritage of conflict is conflict. “Belligerent 
and short-sighted conduct is a prolific breeder of fear and hate” (p. viii). 
The main theme of the book is that the mine operators brought most of their 
labor troubles upon themselves, This fact is well supported by the facts 
which Dr. Jensen assembles. But while the development of the history sup- 
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. ports the theme, the development of the theme sometimes confuses the his- 
tory. The author would have written a better book if, instead of belaboring 
the rather obvious theme, he had written a straightforward history and let 
the theme take care of itself. Adherence to the theme got him into some his- ` 
toriographical troubles. For example, he never solved the problem of jump- 
- ing from place to place and from time to time. On page 100, he refers the 
reader to a discussion on page 292. On page 350, he refers the reader to page 
402. In each case, what is read in the first instance is not clear until the 
reader jumps ahead and reads the later material. Again, insufficient informa- 
tion about the political and industrial background of the states involved is 
given. For example, when dealing with events in Butte, there are numerous 
references to “the wars of the copper kings,” but there is no adequate de- 
scription of the background of these wars or of their significance to the 
whole picture. 

In some instances Dr. Jensens method results in making it difficult for a 
reader to “keep his unions straight.” As an illustration, he permits the 
TUMMSW to creep into his narrative unannounced. Its early organization 
is mentioned but is not identified by name. Gradually it comes to be referred 
to as “the International.” Only after it has appeared in several chapters is its 
name divulged. Indeed, the author’s problem of dealing with many unions 
is a difficult one, but this fact requires that especial care be taken to identify 
clearly each organization as it appears. This is particularly true because so 
much of the book is concerned with the conflict between the leaders of the 
different unions. 

Nowhere in the book is there reference to the legend of Joe Hill. The 
fact that he became a mythological character shouldn’t exclude him from 
an account of the I.W.W., since mythology was such an important force in 
that organization. Surely he deserves as much space as Frank Little. 

Most of the book is written in good, straightforward English. But there 
were times in the writing of it when the author apparently suffered from 
moods of eloquence. Such moods are manifested in florid clichés, such as 
“bowels of the earth,” “horny-handed miners,” “the rough edges of anger cut 
into the gaping wounds which festered and never healed,” and “the heroic 
men of the W.F.M. who valiantly fought shoulder to shoulder.” Adjectives 
have gone wild on pages 187-88, when, all in one paragraph, we read of “fiery, 
impetuous, hotheaded Al Ryan . .. scholarly, profound, and rational Percy 
Rawling . . . shrewd, fearless, and zealous St. John ... big, two-fisted, 
ambitious Charlie Mahoney . . . conservative, staid John McMullen... 
mild, but eminently fair, William Davidson.” One wonders what the author 
had against the last two, that he gave them only two adjectives each, Flam- 
boyant English creates a delightfully mixed metaphor on page 372: “This 
was the first gun in a ‘new blood’ movement (in the W.F.M.).” 

In spite of these criticisms, this book is fundamentally sound and valuable. 
It is a necessary addition to any library on the history of the American 
labor movement. Also, the format and typography are good. Dr. Jensen 
hints that there will someday be a second volume dealing with the years 
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since 1930, It is hoped that the second volume will be written and pub- 
lished. 
WILLIAM S. HOPKINS 
University of Washington 


Labour. By P. SARGANT FLORENCE. (New York: Longmans, Green. London: ` 
Hutchinson’s University Library. 1950. Pp. viii, 230. $1.60.) 


This modest sized textbook is one of a series of educational books designed 
for the general reader and especially for adult educational classes in Great 
Britain. Its timeliness and uniqueness lie in its emphasis upon the problems 
of obtaining labor efficiency under a government policy of full employment 
where the factor of labor selectivity is minimized. Discussions of various 
theories of wages and the development of organized labor, which comprise 
important parts of most American labor problems textbooks, are not stressed; 
instead, the discussion is focused on the practical aspects of how to attain 

“optimum labor mobility and efficiency under Britain’s present full employ- 
ment and social insurance policy. 

The author states the problem thus: “Inefficient employment of labour... 
is largely a failure to obtain the full willingness and capacity of labour. Full 
demand is not met, because all labour employed is not stimulated to produce 
adequately, and some labour is not stimulated to move where work is re- 
quired. . . . Fear of unemployment . . . will slow down willingness to pro- 
duce ... ; unemployment itself will cause inefficiency in future employment 
by reducing income and lowering nutrition and working capacity. On the 
other hand, fear of unemployment has proved an incentive, reducing labour 
turnover and absence—an incentive which the guarantee of full employment 
may remove, Unemployment, again, ... has been considered a stimulus for 
workers to move on to other industries where products and services are in 
greater demand. . . . There must be some kind of harnessing and un- 
harnessing of workers in accordance with community needs, and methods 
of stimulating work when and where it is required most” (pp. 22, 23). 

Introductory chapters include statistical and other factual data on man- 
power, its present allocation among the various industries and occupations, 
its qualitative differences and means for measuring fatigue and efficiency. 
Part II considers the conditions making for efficiency in employment, includ- 
ing optimum hours and speed of work, physical conditions, social relation- 
ships and personnel administration, methods of wage payment, and voca- 
tional selection and training. The chapter “Social Relationships in Em- 
ployment,” which discusses workers’ reactions to the monotony and frustra- 
tions of present-day large-scale repetitive work, deals with aspects of the 
“labor problem” which are arousing increasing concern on the part of Ameri- 
can industrial sociologists and economists. Similar to the thinking in this 
country are the author’s proposed remedies—wage incentives, rest periods, 
vocational selection, identification of interests between employer and em- 
ployees, democratic participation in management by workers, two-way in- 
formation, etc. , 
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The third part of the book tackles the problem of unemployment. In the 
section on the rôle of investment, the author follows the Keynesian analysis 
with considerable discussion to bring out the point that recourse must be had 
to public outlay for consumption and investment in capital equipment in 
order to avoid both trade cycles and declining trends. Unemployment repre- 
sents only one phase of inefficiency, however, and the final section of the book 
raises the question: Who is to be charged with the required alteration and 
control of conditions for attaining the maximum efficiency in employment 
in all its aspects? The laissez faire method has been abandoned because, in 
the author’s words, it results only in “acute industrial misery” (p. 184) and 
control formerly exercised by employers alone now is shared by trade unions 
and the government. The function of trade unions, as summarized by Pro- 
fessor Florence, is confined to the traditional activities connected with bar- 
gaining over terms of employment. He does not envisage (or at least does 
not discuss) possibilities for expansion in union activities which in this coun- 
try is covered under the term union-management cooperation. Instead, Pro- 
fessor Florence closes his book with the succinct statement: “The key to 
social progess—the avoidance of unemployment and rising productivity 
per man and hence rising standards of living and amenities—lies today largely 
with the top management of big industrial enterprises whether cooperative or 
nationalized or controlled by capital. It is a problem in practical political 
science to find the staffing procedure which will bring the more efficient and 
enterprising managers to the top.” 

FLORENCE PETERSON 

Bryn Mawr College 
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With an English summary of 17 pages. (Stockholm: Swedish Institute for Indus. Re- 
search, 1950. Pp. 428.) 
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Chapman and Hall. 1950. Pp. 650. $7.50.) 
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Krew, L, R. Economic fluctuations in the United States, 1921-1941. Cowles Commission 
monog. no. 11. (New York: John Wiley. London: Chapman and Hall. 1950. Pp. xi, 
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Action against unemployment. Stud. and repts., new ser., no. 20. (Washington: Internat. 
Labour Office. 1950. Pp. 32. $1.50.) 


Economic expansion—patterns, problems, potentials. A graphic analysis. (New York: Nat. 
Indus. Conference Board. 1950. Pp. 32.) 


Factors affecting volume and stability of private investment. Prepared by the staff of the 
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1950. Pp. xxvii, 555. Rs. 20; $8.) 


Mints, L. W. Monetary policy for a competitive society. (New York: McGraw-Hill. 1950. 
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Public Finance 


Brnver, R. Die belastung durch die persönliche einkommensteuer in Deutschland, England 
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Coscrani, C. La riforma tributaria—analisi critica del sistema tributario italiano. (Flor-. 
ence: La Nuova Italia. 1950. Pp. 366.) 
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TITLES OF NEW BOOKS 987 


State and local finance in Virginia. Papers presented to the Institute on State and Local 
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123. (Washington: Supt. Docs, 1950. Pp. xiv, 1381.) 


Anglo-French discussions regarding French proposals for the Western European coal, iron, 
and steel industries, May-June, 1950. Great Britain Foreign Office. Cmd. 7070, (Lon- 
don: H. M. Stat. Office. 1950. Pp. 15.) 


Annual report of the Executive Directors for the fiscal year ended April 30, 1950. (Wash- 
ington: Internat. Monetary Fund. 1950. Pp. 160.) 


Balance of payments yearbook 1948 and preliminary 1949. Prepared by Balance of Pay- 
ments Division. (Washington: Internat. Monetary Fund. 1950, Pp. 428.) 
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Eighth report to Congress of the Economic Cooperation Administration, for quarter ended 
March 31, 1950. (Washington: Supt. Docs. 1950. Pp. x, 137. 40c.) 


The European recovery program; US.-U.K. occupied areas of Germany, 1 July 1949- 
30 September 1949. Joint report of the U.S. and U.K. High Commissioners as successors 
to. the Military Governors. (Berlin: U.S. High Commissioner for Germany. 1950. 
Pp. 61.) 


Export-Import Bank of Washington, 9th semi-annual report to Congress, period July- 
December, 1949. (Washington: Supt. Docs. 1950. Pp. 72. 25c.) 


First annual report on exchange restrictions, March 1, 1950. (Washington: Internat. Mone- 
tary Fund. 1950, Pp. 144.) 


Foreign commerce yearbook, 1948. (Washington: Supt. Docs. 1950. Pp. 593. $2.) 


Foreign transactions of the U. S. government (basic data through March 31, 1950.) 
(Washington: Office of Business Economics, Dept. of Commerce. 1950. Pp. vi, 105.) 


Formulating a Point Four program. (Philadelphia: Am. Acad. of Pol. and Soc. Sci. The 
Annals, July, 1950. Pp. 148.) 


The following General Agreement on Tariffs and Trade (GATT) publications may be 
obtained upon application to the Interim Commission for the International Trade Or- 
ganization, Geneva, Switzerland: 


First report on the discriminatory application of import restrictions. Sales no. GATT/ 
1950-1. Pp, 28. 

Liberating world trade. Second report on the operation of the General Agreement on 
Tariffs and Trade. Sales no. GATT/1950-2. Pp. 29. 

The use of quantitative restrictions for protective and other commercial purposes, Sales 
no. GATT/1950-3. Pp. 18. 


International Bank for Reconstruction and Development—Fifth annual report to the 
Board of Governors 1949-1950, (Washington: Internat. Bank for Reconstruction and 
Development, 1950. Pp. 64.) 


Lebensfihigheit und vollbeschéftigung. Published by the Institut fir Weltwirtschaft and 
der Universitit Kiel, the Deiitsches Institut fiir Wirtschaftsforschung, Berlin, the 
Rheinisch-Westfalisches Institut fiir praktische Wirtschaftsforschung, Essen and the 
Bremer Ausschuss fiir Wirtschaftsforschung, Bremen. Pp. 55.) 


Membership and participation in the International Trade Organization, Hearings before 
the House Commitiee on Foreign Affairs, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950, Pp. 809.) 


Overseas trade of the United Kingdom; statistics relating to trade with sixty overseas 
countries for the year 1949 with comparative figures for 1947 and 1948. Prepared by 
Great Britain Board of Trade. (London: H. M. Stat. Office. 1950. Pp. 168.) 


The pattern and finance of foreign trade—with special reference to the City of London. 
(London: Europa Publications, for the Institute of Bankers. 1949. Pp. 231. 15s.) 


Problemes économiques allemands et droit international. Prepared by the Librairie 
Générale de Droit et de Jurisprudence. (Paris: R. Pichon and R. Durand-Auzias. 1950, 
Pp. 169, x.) 


Recent developments in the foreign trade of Argentina. By the Tariff Commission. (Wash- 
ington: Supt. Docs. 1950. Pp. 185.) 


Recovery in Europe; the first two years of Marshall Aid, Prepared by the Economic In- 
formation Unit, Great Britain Treasury. (London: H. M. Stat. Office. Pp. 39.) 


Survey of United States international finance 1949. Prepared by Gardner Patterson with 
the cooperation of members of the Dept. of Economics and Social Institutions of Prince- 
ton University. (Princeton: Princeton Univ. Press. 1950, Pp. x, 222. 75c.) 
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United Nations publications, distributed by the Columbia Univ. Press, New York 27, N.Y.: 


Agricultural requisites in Latin America. Report of the Joint ECLA/FAO Working 
Party, Pub. 1950. IL.G.1. Pp. xvii, 156. $1.25. 

Catalogue of economic and social projects, 1950. Pub. 1950. II.D.1, Pp. xx, 515. $3.75. 

Second volume of a series describing and classifying the work of the secretariats of 
the United Nations and the specialized agencies in the economic and social fields. 

The economic development of Latin America and its principal problems, Prepared by 
the Economic Commission for Latin America. Pub. 1950, IT. G.2. Pp. v, 59. 40c. 

Economic development in selected countries—plans, programmes and agencies. Vol. II. 
Prepared by the Dept. of Economic Affairs. Pub. 1950. ILB.1. Pp. xiii, 271. $2. 

Vol. II outlines programmes in Australia, Bulgaria, Colombia, New Zealand, the 
Philippines, Puerto Rico, Southern Rhodesia and the Union of South Africa. 

Economic survey of Asia and the Far East. By the secretariat of the U.N. Economic 
Commission for Asia and the Far East. Pub. 1950, ILF.1. Pp. xix, 485. $3. 

Economic survey of Europe in 1949, By the Dept. of Economic Affairs. Third major 
report of its kind prepared by the secretariat of the Economic Commission for 
Europe. Pub. 1950. IL.B.1. Pp. vii, 299. $3. 

Full employment: views of certain non-governmental organizations on the experts’ report 
on national and international measures for full employment, U.N. doc. E/1695. 1950. 
Pp. 106. 

National income statistics of various countries, 1938-1948. Pub. St/Stat/2, 15 Mar. 1950. 
Pp, 249, $3.50. 

Public finance information papers: Colombia. Pub, St/ECA/Ser.A/2. Pp. 41. Italy. 
Pub. St/ECA/Ser.A/3. Pp. 80. 


Business Administration 


Acnew, H. E., Conner, H. A. and Doremus, W. L, Outlines of marketing. 3rd ed. (New 
York: McGraw-Hill. 1950. Pp. xi, 432. $4.25.) 


Devine, C. T. Cost accounting and analysis. (New York: Macmillan. 1950. Pp. xv, 752. 
$5.) 


Gaston, J. F. Effects of depreciation policy. Stud, in bus. econ., no. 22, (New York: Nat. 
Industrial Conference Board. 1950, Pp. 63. 50c.) 


Grant, E. L. Principles of engineering economy, 3rd ed. (New York: Ronald Press, 1950. 
Pp. xi, 623. $5.) 


Gross, A. and Houcuton, D. Sales promotion. (New York: Ronald Press. 1950. Pp. vii, 
434, $5.) 


OEHLER, C. Cases and problems in audits and examinations. (New York: American Bank 
Co. 1950. Pp. viii, 535. $5.50.) 


Ord, L. C. Industrial facts and fallacies—a contribution to national recovery. (London: 
Mayflower Pub. Co. 1950. Pp. xi, 207. 10s., 6d.) 


Osporn, R. C. Effects of corporate size on efficiency and profitability, Bur, of Econ. and 
Bus. Research bull. 7. (Urbana: College of Commerce and Bus. Admin., Univ. of 
Illinois. 1950. Pp. 82.) 


RAUTENSTRAUCH, W. and Virzers, R. Budgetary control—the managerial approach to 
budgeting. (New York: Funk and Wagnalls, in association with Modern Industry 
Magazine. 1950. Pp. xiv, 301. $5.) 


SHEPHERD, H. D. and others. Introduction to modern business. (New York: Prentice- 
Hall. 1950. Pp. 575. $6.35; text ed., $4.75.) 


VERDOORN, P. J. Grondslagen en techniek van de marktanalyse., (Leiden: Stenfert Kroese. 
1950. Pp. xi, 667. f.18.—; cloth, f.20.—.) 
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Weppinc, N. Public relations in business—a study of the activities of large corporations. 
Bur. of Econ. and Bus. Research bull. 71. (Urbana: College of Commerce and Bus. 
Admin., Univ. of Illinois. 1950. Pp. 46.) 


Audits by certified public accountanis—their nature and significance. (New York: Am. 
Inst. of Accountants. 1950. Pp. 56.) 


Business size and the public interest. Econ. policy div. ser., no. 18, (New York: Nat. 
Assoc. of Manufacturers. 1949. Pp. 51.) 


Economic expansion; patterns, problems, potentials. (New York: Nat. Industrial Con- 
ference Board. 1950. Pp. 32. 75c.) 


New frontiers for the industrial accountant—1950 proceedings of the thirty-first Interna- 
tional Cost Conference. (New York: Nat. Assoc. of Cost Accountants. 1950. Pp. vi, 138.) 


Profit margins and prices. A study of various statistical yardsticks for measuring corporate 
profits, and an analysis of profit margins on sales, industry-by-indusiry. (New York: 
Nat. Assoc. of Manufacturers. 1949, Pp. 15.) 


Retail price distributions. (College Park: Bur. of Bus. and Econ. Research, Univ. of Mary- 
land. 1950. Pp. 20.) 


SRDS consumer markets, 1950-1951. (Chicago: Standard Rate and Data Service. 1950. 
Pp. 882, $5.) 


Industrial Organization and Markets; Public Regulation of Business 


Bocert, G. G. Cases on the law of trusts. 2nd ed. Univ. casebook ser. (New York: 
Foundation Press. 1950. Pp. 1041. $7.50.) 


CaDMAN, J. W. The corporation in New Jersey—business and politics, 1791-1875. (Cam-7— 
bridge: Harvard Univ. Press, London: Geoffrey Cumberlege. 1949. Pp. xvi, 462, 48s.) 

ELuiott, W. Y. Mobilization planning and the national security. Pub. affairs bull. no. 81. 
(Washington: Legis. Reference Svce., Library of Congress. 1950. Pp. 188.) 

HARTZELL, K. D., compiler. The Empire State at war, World War II. (Albany: The State 
of New York, Div. of State Publicity. 1949, Pp. xxiv, 423.) 

Huzar, E. The purse and the sword—control of the Army by Congress through military 
appropriations, 1933-1950. (Ithaca: Cornell Univ. Press. 1950, Pp. xiv, 417. $4.50.) 


Purpy, H. L., LINDAHL, M. L. and Carter, W. A. Corporate concentration and public 
policy. 2nd ed, (New York: Prentice-Hall. 1950. Pp. xv, 727. $5.) i 


MosH_Er, W. E., Kincstey, J. D. and STAHL, O. G. Public personnel administration. 3rd 
ed. (New York: Harper and Bros. 1950. Pp. xi, 652. $5.) 


SHoTT, J. G. The railroad monopoly—an instrument of banker control of the American 
economy, (Washington: Public Affairs Institute. 1950. Pp. xi, 250. $3.) 


THompson, V. A. The regulatory process in OPA rationing. (New York: King’s Crown 
Press. 1950. Pp. xi, 466. $5.75.) 


Adjusting to mobilization, 1950. Research Institute analysis no. 74. (New York: Research 
Institute of America. 1950. Pp. 48.) 


Annual report and statement of accounts for the year ended 31st December 1949, By Great 
Britain National Coal Board. (London: H. M. Stat. Office. 1950. Pp. 271.) 


Congress and the monopoly problem: fifty years of antitrust development, 1900-1950. 
Prepared by the Library of Congress Legis. Ref. Svce. unde the direction of the Select 
Committee on Small Business, 81st Cong., 2nd sess., House doc. 599. (Washington: Supt. 
Docs, 1950. Pp. 174.) 


Defense Production Act of 1950. Hearings before the House Committee on Banking and 
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Currency, 81st Cong., 2nd sess., July 24 and 25, 1950. (Washington: Supt. Docs. 1950. 
Pp. 130.) 


Department of Defense industrial mobilization program, 17 March 1950. (Washington: 
U. S. Munitions Board. 1950. Pp. 42.) 


Mobilizing for atomic war. Stud. in business policy no. 46. (New York: Nat. Indus, Con- 
ference Board. 1950. Pp. 64.) 


Small Business Act of 1950. Hearings before the Senate Committee on Banking and Cur- 
rency, 81st Cong., 2nd sess., pt. 1, June 22-28, 1950, (Washington: Supt. Docs, 1950. 
Pp. 172.) 


Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 81st Cong., 2nd sess., May 8-10, 1950, 
pt. 5. (Washington: Supt. Docs. 1950. Pp. 100.) 


Study of Reconstruction Finance Corporation, Hearings before a subcommittee of the 
Senate Committee on Banking and Currency, 81st Cong., 2nd sess. Analysis of income 
and costs May 8-9, 1950. (Washington: Supt. Docs. 1950. Pp. 151.) 


Study of Reconstruction Finance Corporation. Lustron Corp—Transportation contract, 
interim rept. of Senate Committee on Banking and Currency, 81st Cong., 2nd sess. 
(Washington: Supt. Docs. 1950. Pp. 22.) 


Public Utilities; Transportation; Communications 


BEHLING, B. N. Subsidies to transportation. Public affairs bull. no. 86. (Washington: 
Legis. Reference Svce., Library of Congress, 1950. Pp. 58.) 


EDELMAN, M. The licensing of radio services in the United States, 1927 to 1947. (Urbana: 
Univ. of Illinois Press, 1950. Pp. xi, 229. Paper, $2; cloth, $3.) 


Gropinsky, J. The Iowa Pool—a study in railroad competition, 1870-84. (Chicago: Univ. 
of Chicago Press. 1950. Pp. xi, 184. $4.) 


JouBEerT, W. H. Southern freight rates in transition. (Gainesville: Univ. of Florida Press. 
1949. Pp. xiii, 424. $6.) 


LEFFLER, G. L. Average prices of gas, water and electric light and power companies in 
Pennsylvania since 1939. Bur. of Bus. Research, bull. no. 39. (State College, Pennsyl- 
vania: State College. 1949. Pp. 34.) 


Tarr, C. A. Commercial motor transportation. (Chicago: Richard D. Irwin. 1950. Pp. x, 
413. $6; college ed., $5.) 


WotreE, T. Air transportation—trafic and management. (New York: McGraw-Hill. 1950. 
Pp. xvi, 725. $6.) 


Air-mail subsidies. Hearings before subcommittee of the Committee on Interstate and 
Foreign Commerce, House Committee on Foreign Commerce, 81st Cong., 2nd sess. 
(Washington: Supt. Docs. 1950. Pp. 279.) 


Airport terminal activities and space utilization. (Washington: Civil Aeronautics Admin., 
Dept. of Commerce. 1950. Pp. 64.) 


Economic aspects of America’s air navigation program. Civil Aeronautics Admin, (Wash- 
ington: Supt. Docs. 1949. Pp. 83.) 


Effective community air traffic potential. (Washington: Civil Aeronautics Admin., Dept. of 
Commerce. 1950. Pp. iv, 35.) 


Historical development of transport coordination and integration in the United States. 
Bur. of Transport Economics and Statistics, Interstate Commerce Commission. (Wash- 
ington: Supt. Docs. 1950, Pp. 217.) 
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Industry Studies 


DreArmonp, F. The laundry industry. Published under the sponsorship of the American 
Institute of Laundering and Troy Laundry Machinery Division, American Machine and 
Metals, Inc. (New York: Harper and Bros. 1950. Pp. xiv, 302. $4.) 


Dirpmunpn, H. Industrie standortlenkung. (Bremen: Walter Dorn. 1950. Pp. 124. DM 
4,—.) 


Giss, G. S. The Saco-Lowell shops—textile machinery building in New England 1813-1949. 
(Cambridge: Harvard Univ, Press. 1950. Pp. xxxvi, 835. $7.50.) 


McNam, J. B. Simon Cameron’s adventure in iron, 1837-1846. (Los Angeles: Author, 
818 S. Ardmore Ave. 1950. Pp. xi, 160.) 


Navin, T. R. The Whitin Machine Works since 1831—a textile machinery company in an 
industrial village. (Cambridge: Harvard Univ. Press. 1950, Pp. xxix, 654. $6.50.) 


STISSER, R. Standorte der deutschen kraftjahrzeugindustrie. (Bremen: Walter Dorn, 1950. 
Pp. 81. DM 4,—.) 


Second census of manufactures India 1947, Statistics by industries and provinces. Pub. 
of Ministry of Industry and Supply. (Delhi: Manager of Publications. 1950. Pp. iv, 
761. Rs. 21.) 


Steel-acquisitions, mergers, and expansion of 12 major companies, 1900 to 1950, Hearings 
before House Select Committee on Small Business, 81st Cong., 2nd sess, March 10, 
1950. (Washington: Supt. Docs. 1950. Pp. 80.) 


Land Economics; Agricultural Economics; Economic Geography 


BACKMAN, J. Bituminous coal wages, profits and productivity. Prepared for Southern 
Coal Producers Assoc., presented before Presidential Coal Board. (Washington: Southern 
Coal Producers Assoc, 1950. Pp. 128.) 


BLACHER, N. The Columbia Basin Inter-Agency Committee; a case study of the use of 
an inter-agency organization for the development of a river basin, A master’s thesis. 
(Stanford: Stanford Univ. 1949. Pp. 128.) 


Biack, J. D. assisted by the Committee on Research in the Social Sciences and the 
Graduate School of Public Administration, Harvard University. Tke rural economy of 
New England—a regional study, (Cambridge: Harvard Univ. Press. 1950. Pp. xxiv, 
796. $7.50.) 


Forster, G. W., and Lracer, M. C. Elements of argicultural economics. (New York: 
Prentice-Hall. 1950. Pp, 457. $6.65.) 


Herne, O., and Karpor, D. R. A framework for long-range agricultural policy, Planning 
pamph. no. 72. (Washington: Nat, Planning Assoc. 1950. Pp. viii, 68. 50c.) 


Jounson, D. G. Trade and agriculture—a study of inconsistent policies. (New York: 
John Wiley. London: Chapman and Hall. 1950. Pp. vii, 198. $2.50.) 


Neuro, W. Neue deutsche agrarpolitik. (Tübingen: J.C.B. Mohr. 1949. Pp. vi, 250.) 


Nurnperc, M. Recent trends in the housing market of Pittsburgh and Allegheny County. 
(Pittsburgh: Allegheny Conf. on Community Development, 1950. Pp. 23.) 


Rose, J. K. The Brannan Plan; a proposed farm program. Legis. Reference Svce. Public 
affairs bull. no. 78. (Washington: Library of Congress. 1950. Pp. 74.) 


Smr, G.-H., editor. Conservation of natural resources. (New York: John Wiley and 
Sons. 1950, Pp. xii, 552, $6.) 


Strom, A. E. Yakima Valley industrial survey. (Seattle: Univ. of Washington Press, 1950. 
Pp. 192.) 
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WESTFALL, V. C. Bibliography on materials on Missouri Basin development. Governmental 
Research Bur. rept. no. 22. (Vermillion: Univ. of South Dakota. 1950. Pp. 24.) 


A century of conservation 1849-1949. Dept. of the Interior Conservation bull. 39. (Wash- 
ington: Supt. Docs. 1950. Pp. 34.) 


The Columbia River; final letters of transmittal and comments of the affected states and 
federal agencies. 81st Cong., 2nd sess. House doc. 473. (Washington: Supt. Docs. 1950. 
Pp. 399.) 


Economic development atlas, recent changes in regions and states. (Washington: Supt. 
Docs. 1950. Pp. 32. 75c.) 


Great Lakes-St. Lawrence basin. Hearings before the House Committee on Public Works, 
81st Cong., 2nd sess. (Washington: Supt. Docs. 1950. Pp. 567.) 


Metropolitan Washington after 150 years: its economic expansion. (College Park: Bur. 
of Bus. and Economic Research, Univ. of Maryland. 1950. Pp. 29.) 


Minerals yearbook 1948. Bur. of Mines, Dept. of the Interior. (Washington: Supt. Docs. 
1950. Pp. 1652.) 


Proposed practices for economic analysis of river basin projects. Report to the Federal 
Inter-Agency River Basin Committee prepared by the Subcommittee on Benefits and 
Costs. (Washington: Supt. Docs. 1950. Pp. 85.) 


Labor 


Aaronson, R. L. Layoff policies and practices—recent experience under collective bargain- 
ing. (Princeton: Indus. Relations Sec., Princeton Univ. 1950. Pp. 55.) 


Baker, H., and France, R. R. Personnel administration and labor relations in department 
stores—an analysis of developments and practices. (Princeton: Indus. Relations Sec., 
Princeton Univ. 1950. Pp. 144.) 


BooTHE, V. B., and Arnoxp, S. Prewar, war, and postwar earnings, hours, and employment 
of wage earners in Ohio industries, 1935-1946. (Columbus: Bur. of Bus. Research, Ohio 
State Univ. 1949. Pp. 626. $7.50.) 


Braun, K. The right to organize and its limits—a comparison of policies in the United 
States and selected European countries. (Washington: Brookings Institution. 1950. Pp. 
xili, 331. $3.) 


Brown, E. C. Taft-Hartley after three years and the next steps. Rept. no. 6. (Washington: 
Public Affairs Institute. 1950. Pp. 79. 50c.) 


CHAMBERLAIN, N. W. Management in motion: the corporate decision-making process 
as applied to the transfer of employees. (New Haven: Labor and Management Center, 
Yale Univ. 1950. Pp. 124.) 


Crece, H. A. Labour relations in London transport. (New York: Augustus M. Kelley. 
1950. Pp. viii, 188. $2.50.) 


Commons, J. R. The economics of collective action. (New York: Macmillan. 1950. Pp. 
xii, 414. $5.) 
Contains a biographical sketch by S. Perlman, also introduction and supplemental 
essay by K. H. Parsons. 


Dana, J. L. Occupational wage survey, Denver, Colorado, November, 1949. Bur. Labor 
Statistics bull. 985. (Washington: Dept. of Labor. 1950.) 


DEUTSCHER, I. Soviet trade unions—their place in Soviet labour policy. (London and 
New York: Royal Inst. of Internat. Affairs. 1950. Pp. ix, 156. $1.75.) 


Dreier, M. E. Margaret Dreier Robins—her life, letters and work. (New York: Island 
Press Cooperative Inc. 1950, Pp. xviii, 278. $4.) 
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Douniop, J. T., and Hur, A. D. The Wage Adjustment Board—wartime stabilization in 
the building and construction industry. (Cambridge: Harvard Univ. Press. 1950. Pp. 
xii, 166. $3.50.) 


GARDNER, B. B., and Moore, D. G. Human relations in industry. Rey. ed. (Chicago: 
Richard D. Irwin. 1950. Pp, xi, 431. $5.) 


GOLDNER, W. Pensions under collective bargaining. (Berkeley ; Institute of Indus. Relations, 
Univ, of California, 1950. Pp. vi, 41.) 


Hasxet, H. A leader of the garment workers—the biography of Isidore Nagler. (New 
York: Amalgamated Ladies’ Garment Cutters’ Union, Local 10, 1950, Pp. 351.) 


Hormaas, A. J. Agricultural wage stabilization in World War II. U, S. Dept. of Agriculture, 
Bur. of Agricultural Econ., agric. monog. no. 1. (Washington: Supt. Docs. 1950. Pp. 
140. 55c.) 


Kwnicut, C., editor, The economics of collective bargaining. Proceedings of a series of 
public lectures held during 1948 and 1949 in Berkeley and Los Angeles. (Berkeley: Univ. 
of California, Inst. of Industrial Relations. 1950. Pp. 115. $1.) 


Kozmetsxy, G. Financial reports of labor unions, (Boston: Harvard Bus. School, Div. 
of Research, 1950, Pp. xi, 280. $3.50.) 


Levitan, S. A. Ingrade wage-rate progression in war and peace—a problem in wage ad- 
ministration techniques. (Plattsburg: Clinton Press. 1950. Pp. viii, 141. $2.50.) 


Mer, J. G. Sources of information on union-management relations. New York State 
School of Industrial and Labor Relations, ext. bull. no. 4. (Ithaca: New York State 
School of Indus, and Labor Relations, Cornell Univ. 1950, Pp. 34. 10c.) 


Morris, G. The C.L.O. today. (New York: New Century Publishers. 1950. Pp. 31. 10c.) 


O'Connor, H. History of Oil Workers International Union. (CIO) (Denver: Oil Workers 
Internat, Union. 1950, Pp. xiv, 442.) 


Peters, R. W, Communications within industry—principles and methods of management- 
employee interchange. (New York: Harper and Bros. 1950. Pp, xvi, 198. $3.) 


Picou, A. C. Wage statistics and wage policy. London Univ. Stamp memorial lectures. 
(New York: Oxford Univ, Press. 1950, Pp. 44. 60c.) 


SouTHALt, S. E. Industry's unfinished business—achieving sound industrial relations and 
fair employment. (New York: Harper and Bros. 1950, Pp. xviii, 173. $2.50.) 


Srraus, D. B. The development of a policy for industrial peace in atomic energy. Planning 
pamph. no, 71. (Washington: Nat. Planning Assoc. 1950. Pp. viii, 102. $1.) 


Surrin, S. C. Union wages and labors earnings. (Syracuse: Syracuse Univ. Press. 1950. 
Pp. ix, 97. $1.) 


Warxins, G. S., Dopp, P. A., McNaucuTon, W. L., and Prasow, P. The management of 
personnel and labor relations. 2nd ed., rev. (New York: McGraw-Hill, 1950. Pp. xviii, 
974, $5.75.) 


Causes of unemployment in the coal and other specified industries, Hearings before a sub- 
committee of the Senate Committee on Labor and Public Welfare, 81st Cong., 2nd 
sess. (Washington: Supt. Docs. 1950, Pp. 512.) 


Collective bargaining provisions—grievance and arbitration provisions. Based on collective 
bargaining agreements on file in the Bur. of Labor Statistics. (Washington: Supt. Docs. 
1950. Pp. 156. 35c.) 


Collective bargaining provisions, health, insurance, and pensions. Based on materials on 
file in the Bur. of Labor Statistics. (Washington: Supt. Docs. 1950. Pp. 251. 55c.) 


Fourth report of the International Labour Organisation to the United Nations. (Geneva: 
Internat. Lab, Office. 1950. Pp. v, 345.) 
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General report. Rept. I, Petroleum Committee. 3rd sess., Geneva, 1950. (Geneva: Internat. 
Lab. Office, 1950. Pp. 75.) 


Industrial relations. I, Collective agreements. II, Voluntary conciliation and arbitration. 
Internat. Labour Conference, 34th sess, 1951. (Geneva: Internat. Lab. Office. 1950. 
Pp. 37.) 


Industrial relations. Suppl., rept. IV, Internat. Labour Conference, 33rd sess., Geneva, 
1950. (Geneva: Internat. Lab. Office. 1950. Pp. 52.) 


Investigation of communist infiltration into labor unions which serve the industries of the 
United States. 80th Cong., 2nd sess., House committee rept. no. 16. (Washington: Supt. 
Docs. 1948. Pp. 42.) 


Labor’s library. Pub. no. 503. (New York: Workers Education Bur., Am. Federation of 
Labor, 1950. Pp. 81. 25c.) 


Memorandum on university research programs in the field of labor. By the Committee 
on Labor Market Research. (New York: Soc. Sci. Research Council. 1950. Pp. 64.) 


Minimum wage fixing machinery in agriculture. Rept. VIII (1) Internat. Labour Con- 
ference, 34th sess., 1951. (Geneva: Internat. Lab. Office. 1950, Pp. 29.) 


Population; Social Welfare and Living Standards 


ALBRECHT, W. P. William Hazlitt and the Malthusian controversy. (Albuquerque: Univ. 
of New Mexico Press. 1950. Pp. 124.) 


Barrour, M. C., Evans, R. F., Norestern, F. W., and Taruser, I. B. Public health and 
demography in the Far East. Report of a survey trip in 1948. (New York: The Rocke- 
feller Foundation. 1950, Pp. 132.) 


DE Neuman, A. M. Consumers representation in the public sector of industry. (Cambridge. 
Students’ Bookshops, Ltd. 1950. Pp. 22.) 


Dickinson, F. G. A brief history of the attitude of the American Medical Association 
toward voluntary health insurance. (Chicago: Am. Medical Assoc. 1949. Pp. 30.) 
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BROWNLEE, O. H. and Jounson, D. G. Reducing price variability confrontin 
producers. With discussions by F. D. Waugh, H. G. Halcrow, A. G. Hart. J 
Econ., May, 1950. Pp. 24. 


FRANK, B. and Nersoy, A. TVA’s unfinished business. Yale Rev., Sept., 1950. F 


Hirsco, W. Z. Marketing agreements and cooperative marketing: some ci 
aspects. Jour. Farm Econ., May, 1950. Pp. 9. i 


jJounson, D. G. The nature of the supply function for agricultural products, A 
Rev., Sept., 1950. Pp. 26. PA 


KEENLEYSIDE, H. L. Problems in the administration of Canadian Rast Ces, A N 7 
Econ. and Pol. Sci., Aug., 1950. Pp. 7. %, Bn 


Oser, J. Nutrition and agricultural price policy. Current Econ. i KN 
Pp. 11. 


Ropwin, L. Rent control dna housing. Soc. Research, Sept, 1950. Pp.: tg 


SCHICKELE, R. Farmers adaptations to income uncertainty. Jour. Farn! 30. 
Pp. 19, 


STEELE, H. A. and MUEHLBEIER, J. Land and water development program. yWorthern 
Great Plains. Jour. Farm Econ., Aug., 1950. Pp. 14. eee 


WanssroucH, V. C. Implications of Canadian iron ore production. Canadian Jour. Econ. 
and Pol, Sci. , Aug., 1950. Pp. 6. 


West, W. B. The report of the Marketing Act Commission (1947). Review article. So. 
African Jour. Econ., June, 1950. Pp. 11. 


Wirt, L. Our agricultural and trade policies. Jour. Farm Econ., May, 1950, Pp. 17. 
The balance sheet of agriculture, 1950. Fed. Res. Bull., Sept, 1950. Pp. 14. 
Recent developments in agriculture. Fed. Res. Bull., Sept., 1950. Pp. 11. 
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Labor 


AINSWORTH, R. B, United Kingdom labour statistics. Jour. Royal Stat. Soc., pt. I, 1950. 
Pp. 13. í 


Barkin, S, A trade unionist appraises management personnel philosophy. Harvard Bus. 
Rev., Sept., 1950. Pp. 6. 


DELSINNE, L. The trade union movement in Belgium. Internat. Lab. Rev., May, 1950. 
Pp, 30. 


FEDER, E. The milkers’ unions of the San Francisco and Los Angeles milksheds. Jour. 
Farm Econ., Aug., 1950. Pp. 19. 


FLANDERS, A. Wages policy and full employment in Britain. Bull. Oxford Univ. Inst. of 
Stat., July-Aug., 1950. Pp. 18. 


Goste, G. W. The non-stoppage strike. Current Econ, Comment, Aug., 1950. Pp. 9. 


Heneman, H. G., Jr. Measurement of secondary unemployment: an evaluation of 
Woytinsky’s methods. Indus. and Lab. Rel. Rev., July, 1950. Pp. 8. 


Inman, J. Post-war wages policy in Norway. Bull. Oxford Univ. Inst. of Stat., July- 
Aug., 1950. Pp. 22. 


Isaac, J. E. A wages policy for Australia. Econ. Record, June, 1950. Pp. 17. 


McConneE Lt, J. W. Problems of method in the study of human relations. Indus, and Lab. 
Rel. Rev., July, 1950. Pp. 13. 


Pets, P. S. The development of wages policy in the Netherlands. Bull. Oxford Univ. Inst. 
of Stat., July-Aug., 1950. p. 8. 


Parres Brown, E. H., with Hopxins, S. V. The course of wage-rates in five counties, 
1860-1939, Oxford Econ. Papers, June, 1950, Pp. 70. 


Puraneso, D. G, Collective bargaining: its economic merits and demerits. Indian Jour. 
Commerce, Mar., 1950. Pp. 10. 


RANDALL, R. L. Labor agreements in the West Coast fishing industry: restraint of trade 
or basis of industrial stability? Indus. and Lab. Rel. Rev., July, 1950. Pp. 28. 


RatHsun, B., Jr. The Taft-Hartley Act and craft unit bargaining. Yalé Law Jour., May, 
1950, Pp. 17. 


SHLAKMAN, V. White collar unions and professional organizations, Sci. and Soc., summer, 
1950. Pp. 23. 


Summers, C. Disciplinary powers of unions, Indus. and Lab. Rel. Rev., July, 1950. Pp. 31. 
TANNENBAUM, F. Contract versus status. Pol. Sci. Quart., June, 1950, Pp. 12. 


Population; Social Welfare and Living Standards 


Arpant, G. Les diables de Malthus, Remarques sur les aspects démographiques de la 
théorie de Vemploi. Population, Apr.-June, 1950, Pp. 22. 


Davis, J. S. Population and resources. Jour. Am. Stat. Assoc., Sept., 1950. Pp. 4. 


Dean, A. H. Accounting for the cost of pensions—a lien on production. Harvard Bus. 
Rev., July, 1950. Pp. 16. 


DE Neuman, A. M. Consumers’ representation in the public sector of industry, Manchester 
School, May, 1950. Pp. 20. 


Dorn, H. F. Pitfalls in population forecasts and projections, Jour, Am. Stat. Assoc., Sept., 
1950, Pp. 24. 


Garvy, G. The effect of private pension plans on personal savings. Rev. Econ. and Stat., 
Aug., 1950, Pp. 4. 
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- GEORGE, P. Géographie de la population et démographie. Population, Apr.-June, 1950, 
Pp. 10. 


GIRARD, A. Le problème démographique et Vévolution du sentiment public. Population, 
Apr.-June, 1950. Pp. 20. 


GRAVIER, J. F. Productivité et population. Population, Apr.-June, 1950. Pp. 10. 


NoTeEsTEIN, F. W. The population of the world in the year 2000. Jour. Am, Stat. Assoc., 
Sept., 1950. Pp. 11. 

Sauvy, A. Besoins et possibilités de Vimmigration française (17° partie), Population, Apr.- 
June, 1950. Pp, 20. 

TAYLOR, K. W. Some aspects of population history, Canadian Jour. Econ. and Pol. Sci., Aug., 
1950. Pp. 13. 


TMN, M. F. Economic theory and immigration policy. Canadian Jour. Econ, and Pol. 
Sci., Aug., 1950. Pp. 8. 


NOTES 


ANNOUNCEMENT OF A Seconp VOLUME or tHe “SURVEY oF 
CONTEMPORARY Economics” 


At the meeting of the Executive Committee of the American Economic Association in 
December, 1949, it was decided, upon the recommendation of the Research Committee, that 
the Association should sponsor a second volume of the Survey of Contemporary Economics. 
This second volume should appear early in 1952, and will contain review articles on ten 
important fields not included, or touched upon only incidentally, in the first volume. 

Purposes. The authors of the ten essays to be included in the new volume have been 
asked to keep in mind the following purposes of the volume: 

1. To make it possible for economists generally to bring themselves up to date on recent 
progress in fields of economics other than those in which they are specialists; 

2. To appraise recent work in the fields covered; and 

3. To indicate directions which, in the opinion of the authors, future research in these 
fields might profitably take. 

Procedure. As in the case of the first volume, two critics have been invited to review each 
essay. The procedure will be varied in one respect from that followed in the preparation 
of the first volume: the critics, in addition to making suggestions and criticisms available 
to authors and editor before submission of the essays in final form, will prepare for in- 
clusion in the volume brief critical comments upon the essays as published. 

Contents and Contributors. The volume will be edited by Bernard F. Haley, Stanford 
University. The fields to be included and the names of authors and critics follow: 


WELFARE Economics, by K. E. Boulding, University of Michigan 
Critics: Melvin W. Reder, Stanford University 
Paul Samuelson, Massachusetts Institute of Technology 
National Economic PLanninc, by Paul Baran, Stanford University 
Critics: Kenneth Galbraith, Harvard University 
Adolph Lowe, New School for Social Research 
Economic Growra, by Moses Abramovitz, Stanford University 
Critics: Simon Kuznets, University of Pennsylvania 
Harold F. Williamson, Northwestern University 


INTERNATIONAL INVESTMENT, by Norman S. Buchanan, University of California 
Critics: Ragnar Nurkse, Columbia University 
John Williams, Harvard University 
THe ENTERPRISE IN THE CONTEMPORARY Economy, by A. G, Papandreou, North- 
western University 
Critics: R. B. Heflebower, Northwestern University 
Edward S. Mason, Harvard University 
Pusric Finance, by C. Lowell Harriss, Columbia University 
Critics: Roy Blough, Council of Economic Advisers 
Simeon Leland, Northwestern University 
Economics or ConsumetTion, by Ruth Mack, National Bureau of Economic 
Research 
Critics: J. S. Davis, Stanford University 
Jacob Marschak, University of Chicago 
POPULATION THEORY AND Prosrems, by Joseph Spengler, Duke University 
Critics: Frank W. Notestein, Princeton University 
Rupert B. Vance, University of North Carolina 
Economics or AGRICULTURE, by D. Gale Johnson, University of Chicago 
Critics: John D. Black, Harvard University 
Theodore W. Schultz, University of Chicago 
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METHODOLOGICAL DEVELOPMENTS, by Richard Ruggles, Yale University 
Critics: Evsey D. Domar, Johns Hopkins University 
Milton Friedman, University of Chicago 


Tar TEACHING oF Economics 


The Metropolitan Economic Association of New York, established in 1949, has prepared 
a number of committee reports on various aspects of the teaching of economics. The re- 
ports available thus far are those of the Committee on the Objectives of the Basic Eco- 
nomics Course, under the chairmanship of Alfred Oxenfeldt, of Hofstra College; the 
Committee on Approaches to the Teaching of Basic Economics, chairman, Albert Lauter- 
bach, of Sarah Lawrence College; and the Committee on Basic-Course Textbooks, chair- 
man, Michael O’Connor, Rutgers University. 

The three mimeographed reports, priced at fifty cents, may be procured from the 
secretary of the association, Professor Albert Lauterbach, Sarah Lawrence College, Bronx- 
ville 8, N.Y. 


PUBLICATION OF HISTORICAL PAPERS 


The National Historical Publications Commission, following a request by President 
Truman to consider and report on “what can be done—and should be done-—to make 
available to our people the public and private writings of men whose contributions to our 
history are now inadequately represented by published works,” will undertake at once a 
survey of papers that would be appropriate for inclusion in such a publication program. 
The papers of all those who have made outstanding contributions to the American way 
of life—industrialists, labor leaders, lawyers, inventors, educators, and those prominent 
in the arts and sciences as well as leaders in the political and military fields—will be con- 
sidered for inclusion in the publication program. Suggestions and comments are solicited 
by Dr, Philip M. Hamer, secretary of the commission, at the National Archives, Washing- ~ 
ton 25, D.C. 


The Graduate School of Business, Columbia University, has initiated a series of mono- 
graphs in public finance and national income under the editorship of Professor Carl S. 
Shoup. The first volume issued is “The Liquor Tax in the United States, 1791-1947—A 
History of Internal Revenue Taxes Imposed on Distilled Spirits by the Federal Govern- 
ment,” by Dr. T. Y. Hu. 


FULBRIGHT AWARDS 


The following economists have received Fulbright awards as lecturers and research 
scholars for the academic year 1950-51, The list does not include junior awards for re- 
search study. 

France: Edward H. Chamberlin 

Wassily Leontief 
Italy: Vernon A. Mund 
Alfred Nicols 
Netherlands: Frank L. Kidner 
Norway: Walter Galenson 
Samuel G. Wennberg 

United Kingdom: John B. Condliffe 
Helen F. Hohman 
Elizabeth E. Hoyt 


Appointments and Resignations 
Albert Abrahamson is on leave from Bowdoin College to serve with the National Se- 
curity Resources Board, 


Daniel K. Andrews, formerly of the University of Utah, is now assistant professor of 
economics at Tufts College. 
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Karl M. Arndt is on leave from the University of Nebraska to serve on the staff of the 
Council of Economic Advisers. 

Robert L. Aronson has been appointed research associate in the School of Industrial 
and Labor Relations at Cornell University. 

Willard O. Ash has been promoted from instructor to assistant professor of statistics in 
the College of Business and Public Administration, University of Maryland. 

O. C. Ault, professor emeritus of George Peabody College, has been appointed visiting 
professor of economics in the College of Business Administration, Butler University. 

Sanford L. Bacon, formerly of the University of Washington, has been appointed in- 
structor in economics at the University of Minnesota. 

___-- James E. Bagwell has been appointed instructor in economics at the Alabama Polytechnic 
Institute, 

Frederick E. Balderston has been appointed research associate and instructor in eco- 
nomics at the Massachusetts Institute of Technology. 

Desire Barath has been appointed associate professor of economics at the University of 
Detroit. 

Philip W. Bell has been appointed instructor in economics at Princeton University. 

Raymond R. Beneke has been promoted from assistant professor to associate professor 
of economics at Iowa State College. 

James W. Bennett has been appointed instructor in economics and transportation at the 
Alabama Polytechnic Institute, 

Charles S. Benson has joined the staff of Bowdoin College as instructor in economics. 

Harold Bierman is instructor in accounting in the College of Commerce, Louisiana 
State University. 

Robert M. Biggs has been promoted to assistant professor of economics at the Uni- 
versity of Detroit. 

Wilbur T. Billington, on military leave from the University of Minnesota, is serving 
in the U.S. Army Air Force. 

Roy G. Blakey has been appointed visiting professor of economics at the University of 
California, Los Angeles, for the current year. 

Max R. Bloom has accepted an appointment as urban economist with the Housing 
and Home Finance Agency. 

George D. Bodenhorn has resigned from the department of economics at the Univer- 
sity of California, Los Angeles to take a position with Rand Corporation. 

Karl Boedecker has resigned as professor of finance at the University of Tennessee. 

Alfred Bonné, of the Hebrew University in Jerusalem, is visiting associate professor 
of economics at Columbia University. 

Arthur M. Borak is on leave from the University of Minnesota to serve with SCAP 
as Internal Revenue Specialist in the Research and Programs Branch of the Internal 
Revenue Division in Tokyo, Japan. 

Daniel Borth has been appointed assistant comptroller and professor of accounting at 
Louisiana State University. 

R. O. Boston has been appointed instructor in economics at the Alabama Polytechnic 
Institute. 

Samuel E. Braden has resumed teaching at Indiana University after serving as a 
Fulbright fellow at the London School of Economics during 1949-50, 

Harvey E. Brazer has accepted an appointment as instructor in economics at Wayne 
University. 

William E. Breese has been appointed assistant professor of marketing in the depart- 
ment of business organization and operation at the University of Florida. 

W. F. Bristol has been promoted to associate professor of economics at the State Uni- 
versity of Iowa. 


~ 
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Douglas S. Brown has resigned from Pennsylvania State College to accept an appoint- 
ment as assistant professor of economics in the College of Business Administration, Mar- 
quette University. 


Elizabeth H. G. Brown has resigned from Pennsylvania State College to accept a posi- 
tion with the First Wisconsin National Bank in Milwaukee. 


Oswald H. Brownlee, formerly of the University of Chicago, has joined the faculty of 
the University of Minnesota as professor of economics. 

Marcus C. Bruhn is associate professor of economics at North Central College, Naper- 
ville, Illinois. ` 

Foy M. Buchanan has been appointed instructor in economics in the School of Business 
Administration at the University of South Carolina. 


James Buchanan has been promoted from associate professor to professor of economics 
at the University of Tennessee. 


Norman S. Buchanan has resigned as associate director, Division of Social Sciences, 
Rockefeller Foundation, to return to the University of California as professor of eco- 
nomics. 


Paul Bullock, Jr., has been appointed instructor in economics at Occidental College. 
Arthur F. Burns will be traveling in Europe while on leave from Columbia University 
in the winter session. 


John A. Buttrick has been promoted from instructor to assistant professor of economics 
at Northwestern University. 


G. R. Bythewood has been appointed instructor in business administration at Louisiana 
State University. 


Helen G. Canoyer has been promoted from associate professor to professor of economics 
at the University of Minnesota. ae 


Harriet Holmes Capehart is associate professor of economics in the College of Business 
Administration, Butler University. 


Fred W. Case has been appointed interim assistant professor of real estate at the 
University of Florida, 


Earl F. Cheit has been appointed instructor in economics at the University of Minne- 
sota, 


Jobn Chisholm has been promoted from instructor to assistant professor of economics 
at Louisiana State University. 


Carroll L. Christenson, retiring chairman of the department of economics at Indiana 
University, has been appointed director of the division of economic research in the de- 
partment of economics, 


Jack N. Ciaccio, of the University of Chicago, is now instructor in economics at North- 
western University, 


J. M. Clark, of Columbia University, has been elected honorary president from the 
United States of the newly organized International Economic Association. 


William C. Cleveland has been appointed chairman of the department of economics 
at Indiana University. 


Robert L. Clewett has been appointed instructor in business administration at Montana 
State University. 


T. C. Cobb has been appointed assistant professor of economics at Louisiana State Uni- 
versity. 


Marshall R. Colberg has resigned as program analyst for the U.S. Air Force to accept 
a position as associate professor of economics at Florida State University. 


J. B. Condliffe, on leave from the University of California during the current year, 
will be visiting Australia, New Zealand, India, Saudi Arabia and England for purposes 
of making a study of sterling area trade policies. 
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oke, formerly of the University of Minnesota, has joined the staff of the 
nomics department of the Standard Oil Company of Indiana, in Chicago. 
has been appointed assistant professor of business statistics and economics 
y of Miami. 

iwford has been promoted to the rank of associate professor of economics 
versity. 


“rist, Jr., has been appointed associate professor of insurance at the Uni- 
la. ; 


s is lecturer in business law at the University of Tennessee. 


has been promoted from associate professor to professor of finance at 
Í Tennessee. 


k, dean of the School of Business Administration of the University of 
, was visiting professor at the Harvard Graduate Scheol of Business Ad- 
"he 1950 spring semester. 


Rycke has been promoted to chairman of the department of economics 
ollege. 


‘d has returned to the College of Business and Public Administration of the 
Maryland after a leave of absence spent teaching at (Columbia University. 


ley has been promoted to associate professor of economics in the School 
mple University. 
nan has been appointed assistant professor of economics at the University 


is has been promoted from assistant professor to associate professor of 
wa State College. 
jock Duncan has been appointed instructor in business statistics and economics at the 
University of Miami. 
Cecil L. Dunn has resigned as professor of economics and chairman of the department 
of economics of Occidental College. 


Durward H. Dyche has resigned from Wake Forest College to return to North Texas 
State College, Denton, Texas, as special lecturer in economics. 


Clarence Efroymson is on leave of absence from the College of Business Administration 
of Butler University for the current year, 


Melvin Eggers, formerly of Yale University, has joined the staff of Syracuse University 
as assistant professor of economics, 


David Felix is acting assistant professor of economics at the University of Washington. 


James A. Fitzgerald has been appointed consulting dean of the College of Business Ad- 
ministration, University of Texas. 


Frank L. Flynn is lecturer in business law at the University of Tennessee. 
Herbert W. Fraser has been appointed instructor in economics at Lehigh University. 


Charles W. Fristoe has been appointed assistant professor of economics at the University 
of Florida. 


Joseph Frye has been appointed instructor in transportation at the University of Ten- 
nessee. 


Donald A, Garrett is associate professor of economics at Arkansas Polytechnic College. 

Richard K. Gaumnitz is on leave from the University of Minnesota to serve as 
assistant field director for the Committee for Economic Development. 

Douglas Gibson has been appointed instructor in economics at the University of Minne- 
sota, l 

Raymond S. Ginger has been appointed instructor in economics at Western Reserve 
University. i 
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Richard Goode, of the University of Chicago, was a member of the 
Mission of Technical Assistance to Bolivia from April to August. 

Donald F. Gordon has resigned from Princeton University to become as: 
of economics at the University of Washington. 

T. C. Graham has been appointed professor in the Institute of Business 
University of Toronto, 

Robert H. Gregory has been appointed associate professor of accounting 
the School of Business Administration, University of Buffalo. 

Arthur W. Guntly, formerly University Comptroller, has been appointe 
fessor of accounting at Saint Louis University School of Commerce and : 

George A. Gustafson is now assistant professor of business administratic 
of Business Administration, Emory University. 

Warren J. Gustus, of Brown University, who had accepted a position 
economics at Northwestern University, resigned during the summer to cc 
the University of Chicago under a full-time fellowship award. 

George H. Haines, of the University of Indiana, has accepted a posit 
professor of statistics at the University of Detroit. 

Franklin P. Hall, of the Connecticut College for Women, has been ser 
of the Governor’s Committee oh Full Employment, Connecticut. 

Burton C. Hallowell has been promoted to associate professor of econon 
University. 

Einar Hardin has resigned from the University of Minnesota to return 
advanced study. 

H. W. Hargreaves is on leave from the University of Kentucky to-en; 
study for the Twentieth Century Fund. 

C. Lowell Harris, of Columbia University, was elected to the executive committee of the 
International Institute of Public Finance at the annual meeting of the Institute held in 
Monaco in September. 

W. W. Haynes is on leave from the University of Kentucky for research in England on 
a Fulbright fellowship. 

Earl O. Heady, of Iowa State College, has been granted a three-year faculty research 
fellowship by the Social Science Research Council. 

Walter W. Heller has been promoted from associate professor to professor of economics 
at the University of Minnesota. 

Alexander M. Henderson, of the University of Manchester, England, is visiting pro- 
fessor of economics at the University of California. 

Herbert G, Heneman, Jr., has been promoted to associate professor and research asso- 
ciate in economics at the University of Minnesota. 

C. Addison Hickman has resigned from the State University of Towa to accept a research 
professorship at the University of Ilinois. 

Clifford M. Hicks has been appointed chairman of the department of business organiza- 
tion and management in the College of Business Administration, University of Nebraska. 

Howard H, Hines has been appointed assistant professor of economics at Ilowa State 
College. 


James Hodgson is instructor in statistics at Laval University, Quebec City. 


H. Theodore Hoffman, formerly of the Department of Commerce, has been appointed 
assistant professor of marketing at the University of Detroit. 


Robert J. Holloway, formerly of Stanford University, has joined the faculty of the 
University of Minnesota as lecturer in economics. 


J. Fred Holly has been promoted from associate professor of industrial management 
to professor of labor relations at the University of Tennessee. 


wn ds 
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The Survey’s lack of faith in the working of a free economy is reflected 
in a skeptical attitude toward liberalization of trade. The Survey rightly 
stresses the importance of a revival of German foreign trade for the restora- 
tion of equilibrium in Europe’s overseas and continental trade relations. It 
asserts, however, that developments in 1949 “do not give promise of a ready 
absorption of anything approaching the prewar level of exports from western 
Germany without serious disturbance to other European suppliers” (p. 96). 
It also predicts that any increase in Germany’s exports, employment, and in- 
dustrial production would lead to a further rise in imports, which would have 
to be “counteracted in some measure by import restrictions and consumer 
rationing” (p. 95). Altogether, the Survey fears that “the immediate effects 
[of liberalization] on the overseas balance of payments may be negative 
rather than positive” (p. 107); it seems to share the apprehension of “ex- 
pansionist” countries lest liberalization, and especially the establishment of 
the European Payments Union, exp ‘se these countries to losses in reserves 
and force them “to abandon their -expansionist policies in favor of more 
restrictive policies followed in a nut.ber of other European nations” (p. 105). 

The Survey is correct in stating that the problems of liberalization will 
be minimized “if there is a high rate of growth in economic activity through- 
out the area” (p. 104); but it does not realize how intimately such growth is 
connected with the restoration of freedom in domestic and international 
economic relations. Its pessimistic views can best be refuted by a look at 
recent developments. Between the first half of 1949 and the first half of 1950, 
Germany increased employment by 3 per cent, industrial production by 20 
per cent, and exports by 50 per cent, This rapid improvement did not lead 
to a dangerous rise in imports, which remained virtually unchanged, nor 
did it cause “serious disturbances to other European suppliers.” In the same 
period, liberalization was instrumental in raising the volume of intra-Euro- 
pean trade in the countries participating in the European Recovery Program 
by almost 30 per cent, and these countries, far from suffering losses in their 
reserves or feeling a “negative rather than positive” effect upon their dollar 
balance of payments, saw their gold and dollar reserves increase by about 
20 per cent and their trade deficit with the United States decline by 45 
per cent. N 

Unless these trends are reversed by further political disturbances, it will 
be hard for next year’s Survey to maintain its agnostic attitude toward 
economic liberalism. Such a change in heart is the only improvement which 
might be suggested to the authors of a truly great work. 

J. HERBERT FURTH 

Washington, D.C. 


Capital Imports and The American Balance of Payments 1934-39—A Study 
in Abnormal International Capital Transfers. By ARTHUR I. BLOOM- 
FIELD. (Chicago: University of Chicago Press. 1950. Pp. xvii, 340. 
$6.00.) 

The capital inflow of $6 to $8 billion to the United States in the period 

1934-1939 was a phenomenon without precedent in the history of interna- 
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tional finance. It came to a country with lower interest rates than prevailed 
in the capital exporting countries; it was not associated with an expansion of 
income in the receiving country; and neither in the capital receiving nor in 
the capital exporting countries was there a corresponding adjustment in 
the commodity trade or in the balance of payments on current account. Dr. 
Bloomfield’s book, which is the revision of a doctoral thesis written at the 
University of Chicago, gives a detailed picture and thoroughgoing analysis 
of the capital flow in this six-year period. It is an excellent account of this 
unusual chapter in international finance. 

Bloomfield’s analysis of the inflow by geographical origin shows that of 
the $5 billion for which a geographical breakdown is available, approximately 
75% came from Europe, and over 55% from the United Kingdom, France, 
the Netherlands, and Switzerland (p. 7). Of the identified capital inflow of 
$5.8 billion, $3 billion represented net increase in foreign short-term assets 
in the United States; $858 million a net decrease in U. S. short-term assets 
abroad; $1,121 million foreign net purchase of U.S. securities; and $842 
million foreign net purchases of foreign securities. 

He analyzes each class of movement with reference to geographic origin, 
causes, and consequences. In the discussion of the movement of short-term 
banking funds he gives a meticulous analysis of the relation of these move- 
ments to short-term interest rates, and to the relation between forward and 
spot exchange rates. He concludes, contrary to a popular opinion common 
at the time, that foreign operations in American securities had little, if any, 
effect upon the stock market, and that it was more likely that stock market 
movements influenced foreign operations in American securities (p. 106). 

In Chapter V, “Capital Imports and Gold Imports,” Bloomfield takes the 
position that the capital movements were the causal factor in the gold flow, 
and gives an extended analysis (pp. 130-42) of the writings of Graham, 
Whittlesey,.and Lutz who had minimized the causal influence of the capital 
movement in explaining the gold flow. Chapter VI, “Operations of the Ameri- 
can Exchange Stabilization Fund,” is a judicious and discriminating analysis 
of the Fund’s operation. The author makes clear the limited influence that the 
Fund could have, in view of the American policy of maintaining a fixed price 
of gold. His conclusion on this point is worth quoting. “Not only did the Fund 
provide no genuine long-run support to foreign currencies (since such curren- 
cies when purchased were quickly converted into gold), but the initiative in 
determining the basic level of exchange rates lay in the hands of foreign 
authorities in view of the fixed American gold price” (p. 176). 

The most significant theoretical conclusions come in the final chapter, 
“Capital Imports and American Balance-of-Payments Adjustment.” Bloom- 
field brings out clearly the failure of the balance of payments to adjust to 
these capital imports by changes in the commodity or service items. His con- 
clusion is that the principal reason lay in the fact that under the circum- 
stances the capital imports were not income creating in the United States, 
and had only a limited restrictive effect on incomes in the countries from 
which capital came to the United States. He finds no correlation between 
capital inflow and the state of the American balance of payments, and con- 
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Olin T. Mouzon has been promoted to professor of economics at the University of 
North Carolina. 

John A. Muirhead has been appointed instructor in economics at the University of 
Minnesota. 

M. Janice Murphy is studying at the University of Manchester, England, on a Fulbright 
award, 

Kalo E. Neidert, of Washington University, has joined the faculty of the University 
of Minnesota as instructor in economics. 

Carl L. Nelson has been promoted from associate professor to professor of economics 
at the University of Minnesota. 

Thomas A. Nelson has been appointed instructor in economics at the University of 
Minnesota. 

Robert A. Nelson, of Boston University, is studying at the University of Oslo, Norway, 
on a Fulbright award. 

Mabel Newcomer has been on a three months’ leave from Vassar College to work with 
the Economic Cooperation Administration Special Mission to Germany. 

Herbert A. Nicholaus has been promoted to professor of economics and business ad- 
ministration at Lake Forest College. 

Joseph A, ‘Nordstrom has been appointed assistant professor of business administration 
at Clark University. 

Robert M. Norman has been appointed business research associate and instructor in 
statistics in the School of Business of the University of South Dakota. 

Douglas North has been appointed assistant professor of economics at the University of 
-~ Washington. 

Robert W. Oliver has been appointed instructor in economics at Pomona College. 

Bernard M. Olsen has been appointed instructor in economics at Indiana University. 

Paul R. Olson has been named professor of economics and head of the department of 
economics at State University of Iowa. 

C. S. Overmiller has been appointed assistant professor of economics at Louisiana State 
University. 

Clyde W. Phelps has been appointed head of the department of economics at the 
University of Southern California, 

J. G. Pierce has joined the staff of the department of business organization and op- 
eration, University of Florida, as assistant professor of insurance. 

Lloyd F. Pierce is assistant professor of economics at East Tennessee State College. 

John Power has been appointed acting instructor in economics at Stanford University 
for the current academic year. 

J. R. Reddoch has been appointed instructor in - ‘business administration at Louisiana 
State University. 

Alfred Reifman, until recently deputy chief of the Program Review Division, Economic 
Cooperation Administration Mission to France, is now deputy chief of the Western Euro- 
pean Economic Research branch of the Department of State. 

Kenneth D. Roose has resigned from the department of economics of the University 
of California, Los Angeles, to accept an appointment at Oberlin College. 

Simon Rottenberg has been appointed director of the Labor Relations Institute of the 
University of Puerto Rico. 

Robert F. Royster, of the Port of Authority of New York, has accepted a position as 
lecturer in the department of economics of Northwestern University for the current aca- 
demic year. 

Raymond J. Saulnier, of Barnard College, has been granted a leave of absence for the 
winter session to serve as special consultant and chairman of the technical committee on 
real estate controls of the Board of Governors of the Federal Reserve System. 
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Richard Scheuch, of Princeton University, has been appointed instructor in economics 
at Trinity College. 

Edward B. Schmidt, has been appointed chairman of the department of economics 
of the College of Business Administration, University of Nebraska. 

Esther Seiden has been appointed assistant professor of statistics in the School of Busi- 
ness Administration of the University of Buffalo. 

A. M. Sharp has joined the staff of Alabama Polytechnic Institute as instructor in 
economics, 

Howard D. Sharpe, Jr., has resigned from Brown University to accept a position at 
Pennsylvania State College. 

Louis Shere served as tax adviser to the Bell Economic Mission to the Philippines last 
summer. 

Carl S. Shoup, of Columbia University, was elected president of the International Insti- 
tute of Public Finance at the annual meeting of the Institute at Monaco in September. 

Herbert E. Sim is assistant professor of economics in the College of Business Administra- 
tion of Butler University. 

Edward C. Simmons has been promoted to professor of economics at Duke University. 

Paul B. Simpson, of the University of Oregon, has been awarded a three-year Social 
Science Research Council faculty research fellowship. 

Caleb A. Smith, formerly of Wilmington College, has accepted an appointment as 
assistant professor of economics at Brown University. 

D. M. Smith, formerly of Louisiana State University, is now assistant professor of ac- 
counting at the University of New Mexico. 

Willard S. Smith, of Princeton University, has been appointed assistant professor of- 
economics at Willamette University. 

William R. Spriegel has been named dean of the College of Business Administration, 
University of Texas. 

Anthony Stampolis, of Harvard University, has accepted an appointment as assistant 
professor of industrial management at the University of Detroit. 

Conrad Steward is an instructor in economics at the University of Tennessee. 


George W. Stocking has been on leave from Vanderbilt University in the fall semester 
to be visiting distinguished professor of economics at the University of Texas. 

John R. Stockton is director of the Bureau of Business Research of the University of. 
Texas. ae 

C. Harold Stone has been given leave from the Industrial Relations Center, University 
of Minnesota, to serve on active duty with the U. S. Navy. 

George W. Summers, formerly of the University of Colorado, has been appointed 
instructor in economics at the University of Minnesota. 

Ben B. Sutton, formerly of the University of Wisconsin, has joined the faculty of the 
University of Minnesota as lecturer in economics. 

Charles T. Sweeney has been promoted from associate professor to professor of account- 
ing, College of Business and Public Administration, University of Maryland. 

Harold F. Sylvester has been promoted from associate professor to professor of 
business administration, College of Business and Public Administration, University of Mary- 
land. 

Lawrence C. Taylor, of Vanderbilt University, is now instructor in economics at the 
University of Texas. 

Walter Tharl, formerly of the University of Denver, has been appointed instructor in 
economics at the University of Minnesota. 


H. John Thorkelson is an instructor in economics at the University of Connecticut. 
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George E. Tornwall has been appointed instructor in accounting at the University of 
Florida. 

Roswell G. Townsend has resigned from St. Lawrence University to be associate profes- 
sor and chairman of the department of economics at Wilson College. 

Joseph Trosper has been promoted from instructor to assistant professor of finance at 
the University of Tennessee. 

Roy E. Tuttle, formerly of the University of California, has been appointed instructor 
in economics at the University of Minnesota. 

Lloyd Ulman, formerly of Harvard University, has been appointed assistant professor of 
_ economics at the University of Minnesota. 

Lyder L. Unstad has been appointed associate professor of engineering administration 
at the Michigan College of Mining and Technology. 

John H. Urban has been appointed instructor in economics at Purdue University, 

James C. Vadakin, who has been on leave for graduate study at Cornell University, has 
returned to the University of Miami as assistant professor of economics, 

Salvatore Valentino has been appointed instructor in economics in the College of 
Business Administration of the University of Nebraska. 

Cornelis Visser, formerly of the University of California, has been appointed assistant 
professor of marketing at the University of Idaho. 

Paul Walgenbach is instructor in the College of Business Administration of Butler 
University. 

James E. Walter has been appointed instructor in economics at Duke University. 

Basil A. Wapensky is instructor in economics in the School of Business Administration, 
Emory University. 

Gordon S. Watkins has been appointed provost at the Riverside campus of the Uni- 
versity of California. 

Marshall D. Wattles, of Ohio State University, has been appointed assistant professor 
of economics at the University of Oregon. 

Carl F, Wehrwein has been appointed assistant economic commissioner of the Economic 
Cooperation Administration Mission in Austria, with headquarters in Vienna. 

Barton A. Westerlund has been appointed instructor in the department of business 
statistics and economics of the University of Miami. 

C. Arthur Williams has been appointed lecturer in statistics and insurance in the School 
of Business Administration of the University of Buffalo. 

Frank Williams has been promoted from assistant professor to associate professor of 
statistics at the University of Tennessee. 

Rheinhold P. Wolff has been appointed director of the Bureau of Business and Economic 
Research in the University of Miami School of Business Administration. 

Yue Kei Wong has been appointed research associate in the department of economics 
and social institutions of Princeton University. 

Howard W. Wright has been granted leave from the University of Maryland to serve 
with the Economic Cooperation Administration. 

Dallas M. Young has become chairman of the department of economics at Cleveland 
College, Western Reserve University. The former chairman, Marvin J. Barloon, will con- 
tinue in the position of divisional chairman and departmental chairman in the graduate 
school and the undergraduate colleges other than Cleveland College. 

Raymond H. Zulauf, formerly of the University of Michigan, is now assistant professor 
of accounting at the University of Detroit. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications submitted (with necessary 
editorial changes). It is optional with those submitting such announcements to publish 
name and address or to use a key number. Deadlines for the four issues of the Review 
are February 1, May 1, August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. | 


Vacancies 


Economic statistics: Leading university in the Middle Atlantic States area is seeking 
, a man to teach economic statistics, sampling, mathematical foundation of statistics, 
economic principles, and to assist in the statistical laboratory. P143 


Industrial analysts: The Tennessee Valley Authority has openings for industrial 
analysts at entrance salaries of $5,400 and $6,600 with provisions for automatic within- 
grade increases to maximum rates of $6,400 and $7,200, respectively. Duties involve 
research and work with universities and institutions of the Valley on co-operative 
projects, studies of economic development, analyses of industrial business opportunities 
or economic barriers to such development in the region or subarea. Desired qualifica- 
tions are: general background of economic theory and statistical methods with some 
research experience in industrial location economics, regional planning and develop- 
ment, economic geography, industrial organization, economic industry, or area studies, 
Interested candidates should write the Chief, Personnel Office Branch, Tennessee 
Valley Authority, Knoxville, Tennessee. 


Economists Available for Positions 


Economie principles, economic bistory, international economics, Russian economic 
history and system, Middle Eastern economics: Man, Ph.D.; foreign and American 
postgraduate work. Teaching experience, undergraduate and graduate, in Eastern 
colleges and universities; author and writer of may studies; seeks teaching position 
for summer session, 1951, E219 


Economics of communication, business communication, editorial: Man, 34, married, 
M.A. in journalism, University of Missouri, work on Ph.D. in economics. Five years 
of research in marketing and management; also statistics, teaching, public relations, 
editing, newspaper reporting; major experience writing. Prefers part-time teaching or 
research with graduate study in economics, psychology, and journalism. E246 


International economics, principles of economics, money and banking, statistics, 
economic history, labor: Man, 40, Ph.D., University of Frankfurt (Main); U. S. 
citizen, Eight years of experience as economist with U. S. government agencies 
and with leading private economic research organization; now teaching at Eastern 
college. E255 


Accounting, labor economics and personnel, business management: Man, 45, married, 
Ph.D. Twenty years of college and university teaching and administrative experience. 
REE full professor and head of department; now employed at U. S. P 
of Labor. 273 


Economic theory, business cycle and monetary theory, public finance, international 
economics, comparative economic systems: Man, 32, married, Ph.D. residence com- 
pleted. Six years as economist with leading research organizations; brief teaching 
experience. Research in Middle East economy. Seeks research or teaching re 
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LETTER OF SUBMITTAL 


To the Executive Committee and Members 
American Economic Association 


GENTLEMEN: 


With the publication of this Supplement, your Committee on the 
. Undergraduate Teaching of Economics and the Training of Economists 
~~ submits its Report. 

The work of this Committee had its inception in March, 1943, when 

Albert B. Wolfe, then President of the Association, proposed to the 

Executive Committee that a committee be set up-to consider “the con- 

tents of the elementary course in economics and other courses for the 

war and postwar periods; integration of economics and other social- 

science subjects; cooperation with other associations and foundations 

in promoting education in economics.” This proposal followed a con- 

siderable correspondence between the Association and its members 

concerning wartime changes in economics instruction and plans for 

___the postwar period. In April, 1944, during the presidency of Joseph 

_S. Davis, the Executive Committee approved a motion by Mr. Wolfe 

that a committee be appointed “to study and report on possible im- 

provements in undergraduate teaching of economics and the training 

of economists.” Messrs. O’Leary, Spengler, Stewart, Taylor and Wolfe 

were appointed to this committee, and Mr. Taylor was asked to serve 

as chairman. Mr. Phalan, then specialist for the social sciences in the 

Division of Higher Education of the U. S. Office of Education, was 
added to the Committee, and became its secretary, in 1948. 

Late in 1944, Messrs. O’Leary, Spengler and Taylor held an extended 
meeting to plan and organize the Committee’s work. The plans made, 
involving the nomination of members for eight specified subcommit- 
tees (later increased to eleven) and a panel of consultants, were ap- 
proved by Mr. Stewart and Mr. Wolfe and by the Executive Com- 
mittee. 

An organization composed of eighty-five members distributed among 
more than fifty colleges, universities and other institutions is obviously 
a bit unwieldy. Communication and decision are facilitated by a more 
compact working group. Your Committee recognized these disad- 
vantages of a large organization, but accepted them in order to gain 
certain benefits which seemed, on balance, to outweigh them. In the 
first place, we believed that there would be an advantage in a series of 
studies worked out in greater detail than would be practicable if the 
entire task were to be undertaken by the Committee alone. In the 
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second place, we hoped that our plan for diffusing the work, instead 
of concentrating it, would lead to a wider interest in our project among 
our colleagues in general; a widespread concern with the various 
aspects of our subject may well be the most valuable result of our work. 

Our expectations have, in some respects, been abundantly realized. 
The large-scale organization kas been unwieldy. This may have seemed 
conspicuously so to a large number of our colleagues who, during a 
period of about two years, were subjected to what must have seemed 
a blizzard of questionnaires and other communications. The very in- 
tensity of this operation may have resulted in diminishing returns, in 
the sense of its becoming increasingly difficult to get replies to ques- 
tionnaires and other inquiries. On the other hand, our hope for wide- 
spread and active interest on the part of our colleagues has been real- 
ized in considerable measure. We have received a large number of 
inquiries, suggestions and offers of assistance from teachers of eco- 
nomics in all parts of the country. In this connection, our principal 
regret is that we have not always been able to comply with requests for 
copies of particular reports, because the reports in question were not 
yet fully written, or, if written, were not yet ready for release. As for 
our other expectation—that the project as a whole would benefit from 
the more detailed work made possible by our plan of division of labor 
—the reactions of readers of this report will determine whether it is 
the product of an economical use of resources. 

We hope that the six-year existence of this Committee has been, in 
itself, of some value. We have sought to serve as a clearing house for 
suggestions and inquiries concerning the teaching of economics in 
college. We have represented the Association in meetings of other 
organizations and official bodies, and have maintained liaisons with 
groups having interests similar to our own. We have tried to encourage 
writing about the teaching of economics, both for publication and for 
private circulation, and have received a number of interesting memo- 
randa prepared by colleagues. We have helped to organize, and have 
participated in, conferences on the teaching of economics and related 
subjects. We have organized three round-tables for annual meetings 
of the Association, and, at the request of President Knight, have 
planned a fourth for the meeting in Chicago in December, 1950." These 

1 The first of these roundtables, planned for Washington in January, 1945, was not 
held because of the wartime transportation stringency. The papers on “Interdepartmental 
Courses in the Social Sciences” were published, however, in “Papers and Proceedings,” 
AER XXXV Supplement, 1945. The papers read at Cleveland, in January, 1946, appear 
in “Papers and Proceedings,’ AER, XXXVI, Supplement, 1946. The papers pre- 


sented in New York in December, 1949, were not published in the “Papers and Pro- 
ceedings” of that meeting. Since the papers were prepared by members of this Committee’s 
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activities are a part of our reason for including, in our final recom- 
mendations to the Executive Committee, the proposal that a standing 
committee on the teaching of economics be established.’ 

The activities of our several Subcommittees have been described 
in our successive annual reports, and no complete account of their 
work will be attempted here.” Brief sketches of their work will, how- 
ever, be useful in connection with the various parts of this Report. 
The titles of the Subcommittees are listed below in the order of their 
appointment. 


1. Elementary Courses in Economics 


This group began its work under the chairmanship of Edward E. 
Hale. When, in 1947, the urgency of other work forced Mr. Hale to 
relinquish the chairmanship, William W. Hewett accepted the responsi- 
bility for continuing the work that was well under way. Three 
questionnaires, much correspondence and a regional conference were 
involved in the exploratory work. A report was submitted in 1950. 


2. Integrated Introductory Courses in the Social Sciences 


“~~.” A general questionnaire was circulated in 1945. When, in 1948, 


Louis M. Hacker, the original chairman, resigned because of his 
departure for a year’s residence abroad, J. Lawrence Phalan, secretary 
of the Committee, assumed responsibility for directing the study. New 
questionnaires were used, and a draft report was submitted in 1949. 
Upon the withdrawal of Mr. Phalan from the U. S. Office of Education 
to enter other work, Morris E. Garnsey accepted the chairmanship. 
At the same time, Clay P. Malick, Professor of Political Science at 
the University of Colorado, accepted membership on the Subcom- 
mittee, with resulting fruitful “anterdepartmental collaboration.” Final 
work on the report was completed in 1950. 


organization, and since they were based on the studies made by two of our Subcommittees, 
it was decided that they should be published, if at all, as parts of this Report, Since Mr. 
Hewett’s paper and Mr. Schwartz’ discussion made use of many of the data and con- 
clusions of our Subcommittee on Elementary Courses in Economics, they are not published 
with this Report. The paper by Messrs. Malick and Garnsey on “General Education in 
the Social Sciences” and the discussion by Mr. Daugherty are published herewith. 

*The activities of the Committee are described in some detail in our annual reports 
to the Executive Committee, published in “Papers and Proceedings,” AER Supplements, 
from 1945 to 1950. Our recommendations of action by the Executive Committee are 
presented in our report for 1949. 

? A fairly full account of subcommittee activities is given in the last of our annual reports; 
see “Papers and Proceedings,” AER, XL, Supplement, May 1950, 619-623. 
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3. The Undergraduate Economics Curriculum and Related 
Areas.of Study 


This group rapidly completed its exploratory work, and its chairman, 
Mabel Newcomer, submitted a draft report in 1946. At a conference of 
several members of the Subcommittee in 1947, some revisions were 
made and the report completed. 


4. The Training of Teachers of Economics 


This Subcommittee has conducted three lengthy conferences on the 
teaching of economics, has prepared memoranda and compiled sugges- 
tions as to methods of conducting such conferences, and has actively 
aided in the organization of local and regional conferences. An article 
by its chairman, Arnold Tolles, “Conference on the Teaching of Eco- 
nomics,” appeared in The American Economic Review of December, 
1945. Early in its career, this group decided that its energies could 
best be used in conducting and instigating conferences of this kind. It 
was believed that a comprehensive study of the training of teachers of 
economics would have to concern itself with the complicated business 
of our graduate schools, and would necessarily be coextensive with 
the whole subject of graduate instruction in economics. For these 
reasons the Subcommittee preferred not to submit a report. In further- 
ance of this group’s opinion, and for other reasons, the Committee 
recommended, in its report of December, 1949, that a committee on 
graduate instruction in economics be established. The Executive Com- 
mittee has appointed a committee to make a preliminary survey of 
the field of graduate instruction and to discover what work might be 
done by the proposed committee. 


5. The Study of Economics in Schools of Business 


This group was organized under the chairmanship of Robert D. 
Calkins. When, early in 1948, his duties as Director of the General 
Education Board compelled Mr. Calkins to resign, Howard R. Bowen 
accepted the chairmanship. Much useful material was gathered by 
questionnaire and other means, and some interesting tests of findings 
were employed. A completed report was submitted early in 1949. 


6. Undergraduate Economics as Preparation for Careers in 
Public Service and in Business Administration 


This Subcommittee conducted its explorations through the use of 
some ingenious devices shown in the appendices to its report. The 
completed report was submitted by Ben W. Lewis, chairman, in 1950. 
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7. Treatment of Especially Able Students of Economics 


This group secured much useful information from and about “espe- 
cially able” students, and from teachers of such students. Chairman 
Amy Hewes submitted a report in 1946. 


8. Economics Teaching in the Schools 


This has been conspicuously the most difficult of our several assign- 
ments. A fairly full description of the Subcommittee’s activities, and 
a summary of its opinions, were presented in our report and recom- 
mendations to the Executive Committee of December 1949.* As early 
as 1945, it was recognized that this group should not attempt a formal 
report, but should devote itself to learning something about the com- 
plexities and difficulties of general education in economics as carried 
on in the secondary schools. Chairman S. Howard Patterson, and also 
the secretary of the Committee, have devoted much study to this area. 
They also have formed a number of contacts with other associations 
and with official bodies with a view to the organization of a study 
by the National Council for the Social Studies, under the auspices of 
the A.E.A. and other interested bodies, of the entire area that has 

__ com to be known as the social studies. The Subcommittee’s proposals 
to this end were included in the recommendations submitted with our 
report of December, 1949. As this is written, the Executive Committee 
has not yet acted on these recommendations. Against the recommenda- 
tions, it may be argued that this is a problem for specialists in peda- 
gogy, rather than for economists and other social scientists. The re- 
joinder of the Subcommittee is that, in the absence of the proposed 
study, it is difficult to back up this argument with convincing evidence. 


9. The Study of Economics in Relation to Education in Agriculture 


This Subcommittee, under the chairmanship of Warren G. Waite, 
has accumulated much material through questionnaires and other 
means. A report is not yet completed, and we deeply regret its not 
being included in this volume. | 


10. The Study of Economics in Relation to Education in the Professions 


Chairman William B. Palmer, in organizing the work of this group, 
was dealing, in effect, with four one-person sub-subcommittees. The re- 
ports by Mr. Goldmann and Mr. Rostow were completed in 1947, 
those by Mr. Bradford and Miss Wright, in 1949. 


*“Papers and Proceedings,” AER, XL, Supplement, May 1950, 620-622. See also 
Recommendations 4 and 5, page 623. 
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11. The Use of Visual Aids in Teaching Econom: 


This group, under the chairmanship of K. William Kapp 
an extensive study of available visual aids, and has explc 
the experiences and opinions of colleagues. A report was 
in 1948 and was later revised. 


Reports by committees have had the benefit of a meetin 
and a composing of differences. With regard to many sub 
ever, there are aspects which may be presented best by q 
dividuals who have independence and originality, and are 
bered by conflicting ideas. It is with this thought in mi 
have included in this Report certain papers prepared for us 
and colleagues. One such paper is that by one of our consul 
Maurice Clark, written in response to our request that h 
for us his views on values to be served in the teaching of 
Another is the historical sketch of the teaching of econor 
was prepared for us by Laurence E. Leamer, Assistant P 
the Social Sciences in the College of the University of Cl 
Leamer’s paper is adapted from a chapter of his forthcomi 
dissertation, Economics and. Democratic Social Action. N 
also prepared the bibliography on the teaching of economic: 
hope will be a useful feature of this Report. The paper 
Malick and Garnsey on “The Case for General Educat 
Social Sciences,” and the discussion paper by Mr. Daugl 
read at the Round Table on the Teaching of Elementary 
at the Association’s meeting in New York in December, 
are published here in lieu of publication in the “Papers an 
ings” of that meeting. 

We are greatly indebted to the members of our subcommit 
‘ consultants, and to Mr. Leamer for their indispensable 
preparation of this Report. We also are deeply obliged tc 
other colleagues who have helped us by responding to que 
and by giving valuable counsel and advice. To Secretar: 
successive presidents of the Association, and members of 
tive Committee, we are warmly appreciative for their cons 
port and for their tolerance of what must have seemed, 
point of view, an unconscionably slow committee operation 

There are differences among us—often unresolvable, 
fruitful—as to what is important, both in economics and in 
ing of economics. This entire Report has been approved f 
tion by the members of this Committee. This does not meal 
of us subscribes to every statement in it, but only that all o 
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each part of the Report as a good and useful document. We assume 
complete responsibility for publication of each part and of the whole. 
Obviously, we have not attempted to create a cookbook. Obviously, 
also, this Report has many shortcomings; we are conscious of some of 
them, and we expect our colleagues to find many others. But great 
advantage can derive from finding them and from arguing about them 
among ourselves. Our greatest hope for this Report is that it may 
stimulate, and serve as the basis for, a series of departmental discus- 
sions everywhere in this country that economics is taught to under- 
graduates. If our aspiration is even roughly approached, we shall feel 
that the social value of this enterprise greatly exceeds its social costs. 


Respectfully submitted 


Pavut M. O’LEary 

J. LAURENCE PHALAN 
JOSEPH J. SPENGLER 

W. BLAIR STEWART 
ALBERT B. WOLFE 

Horace TAYLOR, Chairman 


` September 1, 1950 


ON TEACHING UNDERGRADUATE ECONOMICS 


Horace Taytor, Chairman, PAuL M. O'LEARY, J. LAURENCE PHALAN, 
JOSEPH J. SPENGLER, W. BLAIR STEWART, ALBERT B. WOLTE 


A specter is haunting teachers of economics, the specter of bad 
teaching. One teacher, taking as his text H. G. Wells’ aphorism, 
“Civilization is a race between education and catastrophe,” writes: 
“Opinion seems to be rather general that the first course in economics, 
usually called ‘Principles of Economics’ is deadly, impractical, and 
probably the worst taught course in American colleges and universities. 
Why do so many superior students leave the principles course with a 
‘never again’ attitude toward economics offerings in general? Why is 
the course deadly and apparently taught without reference to the needs 
and interests of students? These are questions which require the im- 
mediate attention of economists and college administrators every- 
where.’ 

Perhaps this statement is a bit extreme. The teaching of first courses 
in economics appears to range all the way from excellent to execrable, a 
range which probably is not very different from that of teaching in 
various other “standard” courses. The quotation appears here, not 
because we feel inclined either to agree with it or to quibble with it, 
but because it outlines with uncommon sharpness the specter that is 
haunting teachers of economics. 

Other specters are working away at their haunting assignments. 
Much misgiving is expressed, in official quarters and elsewhere, at the 
spread of “economic illiteracy.” Some substantial citizens are frankly 
worried about what seems to them an indifference to “sound econom- 
ics,” and a penchant for wrong-headedness, on the part of young 
people in general. A few seem to suspect that professional economists 
are people who, for pernicious purposes of their own, twist the simple 
truth into tortuous crack-pot theories. There is yet another body of 
opinion which is haunted by fear of the disastrous effects that greed and 
power and economic ignorance, in combination, can have on a free 
society. 

The last of these fears is shared by most teachers of economics. As 

t Alonzo B. May, “The First Course in Economics,’ a mimeographed memorandum 
issued June, 1950. Mr. May proceeds from this indictment to a substantial argument 


that students stand a better chance of mastering economic theory when they are juniors or 
seniors than when they are freshmen or sophomores, 
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for the others, they seem at least partially confused. It has not been 
long since our economy was controlled predominantly by the market; 
it has come to be controlled, in large part, by policies of government. 
In two decades, for reasons that seemed sufficient to most people, our 
economy has been controlled in an effort to overcome mass unemploy- 
ment, has been controlled again to make it serve the ends of war, has 
been controlled yet again to conform with the interests of peace, and 
is still controlled according to criteria of employment, of war and of 
peace. The effects of these changes on economics, and on the teaching 
of economics, have been profound. They are profound enough that 
some thoughtful people must suspect heresy in some of the views ex- 
pressed by economists. Thrift, for example, after serving for four 
hundred years as a Protestant Christian virtue, has been condemned by 
some as an economic evil. Yet economic truth never was as simple 
as the dogmatists assume; it is more complicated now than it ever 
was before. And, in consequence, the dangers of error are greater. 
The epithet “unsound economics” often reflects nothing more than a 
difference of opinion. In this connection, it is interesting that many 
people who would not venture an opinion on the theory of probability, 
or about a simple chemical process, express strong convictions about 
even the most complicated economic questions. This is one of the” 
reasons that the teaching of economics is difficult. And this brings us 
back to our own private specter. 


Is the Introductory Course a Basic Difficulty? 


Undergraduate economics covers an enormous area, but it has to 
begin somewhere. Just where and how it ought to begin, or may best 
begin, is the most discussed and argued question among teachers of 
economics. There have been more, and a wider range of, queries and 
comments about the teaching of introductory courses than about any 
other single feature of the work of this Committee. Many teachers feel 
that the ideas with which they have worked so hard are not “getting 
across,” and that many of their students are so indifferent that they do 
neither the work that is needed nor the straight thinking that is re- 
quired. Many sense in their students certain expectations about the 
study of economics that are not realized: an expectation of learning 
easy ways to material success or of acquiring simple solutions to the 
disturbing problems of the present. Some teachers feel that the intro- 
ductory course, instead of starting students on their way into more 
advanced study of economics, becomes for many students who might 
reasonably have gone much further a terminal course. Perhaps some of 
these conditions are not as bad as they are painted, and perhaps some 
of them can be improved. But one meaning of such testimony, in such 
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volume, is that the introductory course zs a basic difficulty in the 
whole enterprise of teaching economics. This is one of those situations, 
like the case of “bad” money, where, if enough of the right people 
believe it is so, it zs so. 

These expressions of dissatisfaction by teachers extend widely, but 
are not universal. It is to be expected that they are most common in 
institutions where teaching schedules are heavy and admission stand- 
ards are low. And, even under such adverse conditions as these, there 
are some resolute spirits who teach economics—including the intro- 
ductory course—with power and effectiveness. On the other hand, the — 
dissatisfaction is felt by teachers in some institutions in which stand- 
ards of work and of admission are relatively high. 

The ingenuity and imagination that have gone into the expansion and 
improvement of economic thought in recent years have not been 
matched by fruitful innovations in the teaching of the subject—es- 
pecially of introductory courses. In fact, the growing range and com- 
plexity of economics has actively contributed to the difficulty of teach- 
ing it. This effect has been greatest in the case of introductory courses 
primarily concerned—as most of them are—-with economic theory. 

Twenty or more years ago, when many of the teachers now respon- 
sible for course-organization were introduced to economics, the offering 
of a “systematic and comprehensive body of economic theory” to 
beginners presented no serious difficulties. This was a limited scheme 
of study, and there was fairly general agreement as to what it did, and 
should, contain. The textbooks most commonly used at that time reflect 
the material, organization and level of such courses. Typically they 
were divided into two parts, theory and problems. The theory part 
set forth—with little reference to mathematics—neoclassical views of 
value and distribution; in some cases the theory bore about the same 
resemblance to Marshall’s Principles as a small offspring does to a 
mighty parent. The problems part usually dealt with tariffs, taxes, 
unions, trusts—in fact with all aspects of the economy at variance with 
the laisser-faire liberal premises which animated the theory part. This 
made, in its time, a truly introductory course, in the sense that it pro- 
vided an overview of almost everything that was taught in most 
departments of economics. It also was truly introductory in the sense 
that students generally went forth from it with confidence that they 
had become acquainted with economics. 

The past two decades have witnessed many extraordinary things, 
among which—and perhaps because of which—has been an unprec- 
edented increase in thinking and writing about economic theory. The 
corpus of theory (if one may still speak of it as a single body) has 
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grown apace. Yet the custom of earlier decades, that of putting all 
phases of “accepted” economic theory into an introductory course, 
continues to have many adherents. The result sometimes is overwhelm- 
ing in both its quantity and its variety. Thus a freshman or a sophomore 
may study in a single course: (1) a mechanical process of inputs, 
outputs and equilibrium in terms of prices and costs: (2) a projec- 
tion of the principle of continuity, by which all degrees of competition, 
or of monopoly, are made to occupy their proper positions between 
the two poles of pure competition and pure monopoly, with a sliding 
scale of price theories to match the various positions; (3) a series of 
aggregates of product, income, consumption, saving, investment and 
employment, whose relations to each other invoke the aid of flow 
charts; (4) a theory of economic evolution extending from generalized 
history, through present being, to future becoming. In the whole of it, 
there is little of warm-blooded sapient man, but—even when consider- 
ably diluted—there is a deal of incipient indigestion for immature 
minds. 

The value and usefulness of these several branches of theory, and 
of their respective techniques, are not here in question. What we need 
to ask ourselves is how much of this is valuable and useful, not to 
ourselves, but to freshmen and sophomores. To what extent do the~ 
errors and misunderstandings about these things by young students 
reflect on their capacities, and to what extent on our expectations? 
How are such students affected by the well-known fact that the material 
of economic theory is so interrelated that it often is difficult to explain 
one unknown without reference to other unknowns which themselves 
call for explanation? How “realistic” must the theory seem to young 
minds with little experience in abstraction? A favorite anecdote of the 
late Nicholas Murray Butler concerned a boy who had studied geog- 
raphy for a term, and was surprised at being told that the world he 
lived in was the same as the one he studied. The story may be apropos 
of other things beside geography. 

Of course, our “best” students, especially those with a “flair for 
abstract thinking” or of “great promise in economics,” acquit them- 
selves well in dealing with difficult concepts. Such students have great 
value; they are the raw material that their teachers must help shape 
into future creators of economics.” But most of our students are not 
so gifted. And a great many probably enroll in the introductory course 
in economics because it is the only opportunity the college affords 
them to study an interesting and important aspect of the world 
in which they live. A concession to the different interests of different 


3 Such students present a different problem, calling for special arrangements. See the 
report on “Treatment of Especially Able Students of Economics.” 


ON TEACHING UNDERGRADUATE ECONOMICS 5 


students is made when colleges offer two introductory courses, one 
for “majors” and one for “non-majors.” Our investigation shows that 
this is done in relatively few colleges. When it zs done, it raises an in- 
teresting dilemma: a good many students have little means of knowing 
whether they want to become “majors” or not until they have studied 
introductory economics. 

The searching study by our Subcommittee on Elementary Courses 
reveals (1) that many seek to serve too many objectives, (2) that 
most such courses lay principal stress on theory, and (3) that many, 
if not most, of them may present a larger volume of theory, and a 
greater variety of viewpoints and methods than are appropriate for 
young students inexperienced in abstract and sustained thinking. The 
Subcommittee sums up the difficulty in one word, indecision, and 
tells us bluntly that we must make up our minds.’ 

Decision may involve two different, but related, kinds of action: 
(1) taking a fresh look at tHe introductory course with a view to 
determining anew what its objective ideally should be, with due regard 
to the possibility that it may now be confused with too many ideas; 
(2) examining the curriculum and the rules of precedence and sequence 
of courses, both in the department and in the college as a whole, in 
order to determine whether there is a consistent progression worthy of 
being called higher education, and not an uncoordinated hodge-podge 
of uneven courses. Both departmental and collegiate curricula often 
suffer the same kind of academic rigidity as the introductory course, 
and for the same reasons. 

That the introductory course is a-basic difficulty in the whole enter- 
prise of teaching economics is not entirely—perhaps not even princi- 
pally——the fault of teachers of that course. A large part of the fault 
lies in the way collegiate programs of education are laid out. Back of 
that lie distortions of the ideal of liberal education due to encroach- 
ments on colleges by professional and vocational training. This has 
consequences running far beyond introductory courses in economics; 
with regard to our present inquiry, the whole matter must simply be 
taken as one aspect of the way the world is. 

Since it is that way, a sophomore (perhaps even a freshman) intro- 
ductory course in economics often presents the only opportunity a 
student has to study what he thinks may be an important subject. 
To the teacher concerned, it presents the only opportunity to shed light 
for such students on what he knows to be an important subject. Hence, 
in many instances, he undertakes to teach them “as much as he can.” 
In justification of this, the teacher often feels (1) that there are 


*See page 56 below. 
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several important objectives to be served by the study of economics, 
(2) that the theory of the subject has greater value than any other 
aspect of it, and (3) that his students must be equipped with a full 
set of the best tools.* What this can lead to—in an extreme form, it is 
admitted—already has been described. 

The situation can be—in numerous instances has been—improved. 
The Subcommittee on Elementary Courses suggests three ways of doing 
it, each way offering strong claims to consideration. It is clearly ap- 
parent that a course revision, following the lines of any one of the 
three proposals for an introductory course, would lead to consideration 
and possible revision of more advanced courses, and to a review of the 
departmental curriculum in terms of its consistency and integrity. 
Much benefit, extending far beyond the basically important introduc- 
tory course, may follow. 

Another approach to the matter, which has worked out successfully 
in some colleges, is to offer an integrated study of society precedent to 
any study of technical economics. One does not have to accept the 
extreme import of Comte’s dictum, “the study of society must be 
coextensive with society itself,’ to believe that the social sciences, 
history, and much of psychology and philosophy have a common sub- 
ject matter and spring from common roots. Proceeding from such“ 
premises would not lead to an introductory course in economics, but 
would lead to an introductory course in modern civilized society, its 
values, modes of organization, techniques and working rules. After one 
or two years of such study, those students who wish to go into techni- 
cal economics can proceed, with a greatly enhanced appreciation of 
abstractions and of methods of analysis, to a serious and appropriately 
mature course in economic theory.” They are able to do this because 
of the knowledge they have gained, and the experience they have had 
with analytical tools and in sustained thinking. In some orientation 
programs, students examine the ways in which great thinkers of the 
past have worked with the problems of their times and places.® The 
works of such great thinkers (e.g. Locke, Rousseau, Smith, Jefferson) 
are “models” of great suggestiveness for young people who themselves 

*The variety of objectives served by introductory courses is shown both by the report 
on Elementary Courses and by that on the Economics Curriculum. 


Iņ some colleges having such orientation programs many students do elect to study 
economics. 


€ Plans of such study are presented in Introduction to Contemporary Civilization in the 
West: A Source Book, 2 vols., Columbia University Press, 1946, and The People Shall 
Judge, 2 vols., University of Chicago Press, 1949. The books were prepared respectively 
by the Contemporary Civilization Staff of Columbia College and the Staff of Social Sciences 
I in the College of the University of Chicago. 
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will have to grapple with the problems (including economic problems) 
of their time. 

This proposal, in this context, may seem merely to escape one diffi- 
culty, the introductory course in economics, by raising a greater one, 
integrated—or orientation-——study of civilized society. Undoubtedly, 
such an orientation program offers greater pedagogical difficulties than 
does an introductory course in economics. Some colleges that have 
adopted orientation plans have abandoned them. Others have been 
markedly successful. In some, at least, of the latter cases it is believed 
that the teaching of economics, especially of general economic theory, 
has been improved in the process.’ As for the intricacies of orientation 
programs, they are treated rather fully by the Subcommittee on that 
subject. In view of the fact that some colleges with orientation pro- 
grams have made these courses “requirements” instead of “electives,” 
and have achieved in the process an educational result more satisfying 
to their faculties, this aspect of the matter also deserves consideration. 

Every teacher believes that he knows what is good for the students 
who enroll in his classes to learn about the subject he teaches, and he 
tries to see that they learn these things. No one regards his doing so 
as a usurpation of authority. Why is it not equally appropriate for 
college faculties to use their authority in deciding what is good for 
students who enroll in college to learn, and trying to see that they learn 
those things. This is done now, with varying success and satisfaction, 
in a good many colleges.* The qualities that make such programs 
successful are difficult to define; yet, qualities of teaching staff, weight 
of teaching schedules and standards of admission being equal, they 
probably succeed best where teachers have the highest interest in 
effective education and are concerned least about the competitive posi- 
tion of their respective subjects. A college, ideally, is larger than the 
sum of its parts, and its product, education, is greater than qualitative 
analysis plus monetary theory plus calculus plus classical civilization 
plus .... Football coaching staffs, in the work they do, generally 
recognize this relation.of the parts and the whole more clearly than 
do college faculties. 

Introductory courses have been discussed here at some length be- 

7Some of the current textbooks in economic theory are so excellent that even teachers 
who “do not like textbooks” may find them useful for giving continuity and coherence 


to a course. Some of the best of these texts seem better adapted to fairly mature minds 
with more and better training than is common among freshmen and sophomores. - 


8 The Harvard Report, General Education in a Free Society, explains the grounds on 
which this came to be done in the college which led the earlier movement for the “free 
elective system.” The Columbia Report, A College Program in Action, describes a quarter- 
century’s experience with required basic work in general education. 
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cause it appears that they sometimes present a basic difficulty to the 
teaching of economics in general. Much that is said in this section ap- 
plies fairly widely to the subject of this study. Specifically, much of 
it bears upon the important question of the place of economic theory 
in the collegiate study of economics. 


Values in Economics 


Economics has developed as a result of two sets of influences, one 
external, the other internal. The external influences have been the 
succession of economic conditions which called for understanding and 
improvement or reform. The internal influences have consisted of the 
refinements and structural improvements that have taken place within 
economics itself. The first of these is illustrated by the classical argu- 
ments of Smith and J. S. Mill that an economy based on liberty would 
result in enhanced material welfare, justice and virtue. A more recent 
example is the economics of Lord Keynes which takes the peaceful 
maintenance of full employment as the proper object of public policy. 
The second—the internal influences—are illustrated by the neo-classi- 
cal device of marginal utility analysis and by the later development 
of indifference curves, both of which have helped toward building a 
useful theory of demand. It seems clear that the internal influences 
have concerned techniques and methods, and that the external influ- 
ences have concerned values. 

To argue that one of these is more important than the other to our 
current economics .would be like arguing that one leg is more useful 
than the other in walking; both of them are indispensable. Yet, es- 
pecially to people who are not professionally immersed in the refine- 
ments of the subject, there probably is greater interest in the values 
served by an economy, the degree to which they are served, and the 
exclusiveness with which they are or are not served than in the 
methods of analysis that are used. From the standpoint of a teacher, 
it may be this concern with value questions on the part of his students 
that makes the methods he uses in throwing light on these questions 
of tremendous importance. But, if the premise suggested here is correct, 
it follows that constant recognition and emphasis must be given the 
relevant values. 
= Although a smaller proportion of British and Americans were stu- 
dents of economics in a formal sense in those times, it appears that 
classical economics seemed more important to its contemporaries than 
has been the case with the more refined and precise neo-classical 
economics. The classicists hunted down the restrictions to men’s 
freedom, and made weighty demonstrations of the values of economic 
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liberty. The neo-classicists, in their time, were principally engaged in 
showing how a free economy corrects its own excesses and deficiencies, 
and how such an economy carries in itself the generating power of 
economic progress. Much of their work also seemed important to 
people in general. They, like the classicists, fought their battles and 
laid their ghosts, but along more specific lines. In disposing, finally and 
irrevocably, with the wages-fund doctrine, the younger school removed 
one restriction to men’s opportunities in the world that the classicists 
themselves had erected. There was wide interest in others of their 
exploits, such as John Bates Clark’s early exposure of the multiple 
drain on the economy imposed by monopolies and Frank W. Taussig’s 
studies of the economic consequences of tariffs. Classical economics 
was shaped principally by what we have called above external influ- 
ences, in its case by systematic concern with economic liberty. Neo- 
classical economics differs from the work of the older school largely 
because of internal influences—refinements and improvements of the 
theory itself. If it is true that classical economics seemed more im- 
portant to its contemporaries than has been the case with neo-classical 
economics, the reason must be that the former gave systematic support 
to a set of values which had great importance to people of that time. 
In the new developments in economic theory devoted to the deter- 
mination of national income as it affects the level of employment, with 
their explicit and tacit devices for achieving full employment through 
manipulation of income, we possess a current body of theory in sup- 
port of a value which has been widely held to be important. This value 
may be somewhat evanescent and unreliable, however, in the sense 
that people may blow hot about it at one time and cold at another. It 
may be that the breadth and intensity of interest in the economics of 
full employment vary inversely with the level of employment (and this, 
under conditions of overemployment, raises a different set of problems). 
Recently a colleague remarked ruefully that the only thing that would 
arouse the interest of some of his elementary students in methods 
of securing full employment would be some general unemployment. 
This psychological perversity with regard to values extends fairly 
widely. At this time, the arrangement of economic affairs in accordance 
with the requirements for comity and peace among nations suggests 
a value generally held to be important. Teachers who are dealing with 
economic policies find their students interested and responsive if alter- 
native policies are considered in the light of this criterion. But let us 
suppose that the appropriate policies are developed and the desired 
goal is achieved and maintained for a time. Would our students then 
be interested in, and responsive to, this criterion? Of course this does 
not mean that our values consist only of things we do not appreciate 
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except when we do not have them. Recent history seems to reinforce 
the view that the most stable, as well as the most important, social 
value that we have is the ancient one of liberty—although `a useful 
definition of it now would need to differ from, say, the one accepted 
by the classicists. 

This suggests what may be the greatest difficulty in dealing with 
values: their ambiguity. To Justice Brandeis’ dictum, “Value is a word 
of many meanings,” it might be added that value words also have many 
meanings. An example of such a word, current in much economic 
discussion, is “security.” It often is used between and among econ- 
omists, in which cases the limitations of the concept may be assumed 
to be understood and accepted. But to other people, including students 
in college, it often means a great deal more than is intended. Thus 
security of employment can properly mean only that the number of 
job opportunities is commensurate with full employment; it cannot 
properly mean that every employed worker is secure in the tenure of 
his job as long as he wants to hold it. If students insist that it should 
have the latter meaning, it obviously is the business of a teacher to 
point out that the economy can neither grow nor operate efficiently 
and, at the same time, afford unchanged stable routine to everyone. 
Then, if people want it that way and favor policies to that end, they 
at least have a general idea of what the cost will be.’ 

People often are sentimental about the values they cherish, and 
sound sentiment is not always easy to distinguish from silly sentimen- 
tality. In this respect, utilitarian liberalism was a tougher doctrine than 
those espoused by some of the interventionist liberals of today. A 
present value judgment might well be that the older doctrine was 
sometimes tougher than it had a right to be. Yet it was at least con- 
sistent with its associated economic theory, a virtue which cannot al- 
ways be claimed for our contemporary liberal thinking. The humane 
interests that all decent people have, and about which young people 
usually are less inhibited than older ones, sometimes call for forth- 
rightness—and the courage to face an accusation of illiberality—on 
the part of teachers. | 

Discussions of the “neutral” position of the economist have been 
marked by disagreements among us which sometimes seem to turn 
on how we use words. It often is said that we study “how the economy 
works,” or “how it operates’’—-such phrases appear, indeed, at places 


° “Security,” as a value, probably shares the instability and psychological perversity 
described above. It seems that some of the people who regard security as important at 
some times, set greater store, at other times, by adventure and risk-taking. 
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in this Report. But they are ambiguous because they provide no points 
of reference, no criteria. Obviously, there are economic relationships 
—the “lead-lag” relationships revealed by comparison of variations of 
aggregates presented in time series are an example—that require, in 
one sense, a Copernican detachment on the part of those who observe 
and measure. But there is another sense in which such detachment is 
impossible. Copernicus studied how the members of the solar system 
revolved and moved in relation to each other; collectively and sepa- 
rately, the members had a spatial existence. What economists study— 
in time series, for example—are categories of things which can only be 
created conceptually. Such categories require criteria, and criteria 
express value judgments. An economic system is not like the solar 
system, whose laws of motion call for no justification. As a system, 
an economy is more like a machine; “how it works” can be studied 
only if we posit some end, or objective, or value for which it—or some 
part of it—exists. In talking or writing to each other, professional 
economists may be able tacitly to assume a comprehension of this— 
although they sometimes might be better teachers of each other if 
they gave more explicit recognition to it. In their work as teachers 
of undergraduates, little of such comprehension can be assumed.” 

The highest achievement in education would require that students 
attain an ideal balancing of technical objectivity and what mortals 
can think of as “ultimately” good or important or desirable. Whitehead 
states the need clearly: “The paradox which wrecks so many promis- 
ing theories of education is that the training which produces skill is so 
very apt to stifle imaginative zest.” ™ This is a “golden-mean” problem 
which has puzzled teachers since Aristotle. 

This brief discussion has sought only to suggest, (1) that to the 
run of mankind it seems important to consider what the economy can 
do and ought to do, as well as what it zs doing, (2) that such con- 
sideration may help people to understand why certain techniques of 
analysis are useful, and (3) that the treatment of what the economy 
can and ought to do is, for some fairly specific reasons, difficult. The 
larger questions of what is needed to establish valid value judgments 
and how such judgments are involved in the teaching of economics are 
treated by J. M. Clark at another point in this Report. 

Similar difficulties of comprehension arise because of values (sometimes uncritically 
assumed ones) which are associated in people’s minds with some of the terms economists 
use. Confusion is compounded if such terms are not used with special care. For example, 


some matters often discussed in the context of “socialism vs. capitalism” might more 
accurately be construed as “stability vs. growth.” 


* A. N. Whitehead, Process and Reality (New York: Macmillan, 1929), p. 514. 
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A Summary of Questions 


We hope that this Report will raise questions rather than present 
conclusions. In those parts of it where we offer suggestions which we 
label “conclusions,” we merely are trying to state questions positively 
—and to give our reasons for being positive about them—<in the con- 
texts out of which the questions arise. The issues themselves cannot be 
decided even tentatively by a general committee or by a group of 
specialized subcommittees, but need—to the extent that they are 
pertinent—to be faced by college faculties and administrators, by 
departments of economics, and by individual teachers. A large number 
of particularized questions are presented in our more specialized 
essays and subcommittee reports. A small number of general questions, 
arising out of our work as a whole, will be presented here. If, in our 
brief discussions of these general issues, we sometimes labor the obvi- 
ous, we can only plead that the obvious does not always get the atten- 
tion it deserves. 

1. Should we take a “holistic” view of collegiate education, as well as 
of economics or of the social sciences? The concept of an educated man 
or woman contains more than does the concept of chemistry, or that 
of mathematics, or that of economics. It involves, along with several 
other complicated things, an integrated diversity of comprehension. 
Yet there are many colleges in which—except for a small number of 
required courses, or a quite limited set of “group” requirements—little 
attempt is made to expose students to any sizeable segment of the 
range of human knowledge. Indeed, there are numerous cases in 
which much greater effort is devoted to seeing that students concentrate 
their study along pre-professional or vocational lines.** The fact that 
the existing degree of concentration along professional and vocational 
lines goes on in liberal-arts colleges, instead of in schools especially 
designed for such purposes, reflects both a-confusion of educational 
objectives and a widely-prevalent attitude on the part of the public. 
The confusion appears to be due to the usurpation by professional 
schools, and by departments acting as “little vocational schools” within 
colleges, of the authority—an authority belonging properly to college 
faculties—to prescribe the precise work to be done by particular groups 
of students. College faculties can do little directly about the attitude 
of the public. Yet they can, if they wish, provide a wider range of better 


12 One example of this is the study of chemistry: it is not uncommon for chemistry 
“majors” to devote as much as three-fourths of their credit-hours in college to the study 
of chemistry, mathematics and physics. Such a student, if asked what he plans to do 
after leaving college, usually replies, “Why, be a chemist, of course.” Obviously, this condi- 
tion would be equally extreme if it applied to the study of economics, But the report of our 
Subcommittee on the Undergradggggg.Economics Curriculum shows that it does not so apply. 
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organized intellectual experience for their students than many of them 
are providing at this time. 

The case of those students who do achieve variety in college edu- 
cation by electing an indiscriminate assortment of elementary courses 
in various subjects presents another important college-wide issue— 
that of depth and progression of study. Of such students it has been 
said that, aside from their major subject, their work in college con- 
sists of a freshman year followed by three sophomore years. The two 
conditions described here constitute a problem of balance in the col- 
lege curriculum, and in the programs of individual students, for which 
a mere reshuffling of courses may not suffice. Both of them affect 
collegiate education in economics in ways that extend beyond the 
jurisdiction of departments of economics. 

Obviously, however, it would be an error to assume that the curricu- 
lar difficulties and ineptitudes connected with the teaching of econom- 
ics exist only at the “whole-faculty” (i.e. the college) level, where 
everybody’s business so often seems to be nobody’s business. When 
did your department last take inventory of its undergraduate program? 
In “viewing it whole,” what criteria were used in deciding whether or 
not each particular course was properly related to the total program? 
Did the introductory course serve as a prerequisite to a number of 
“advanced” courses of uneven intellectual level, or was there assurance 
of progression, depth, and maturity of study for students going beyond 
the introductory course? To what extent were decisions made with a 
view to providing the best possible education, and to what extent to 
furthering the specialization interests of members of the department? 
Is the departmental program viewed as a way of training undergradu- 
ates to be economists, or as a way of enabling young people to become 
more understanding of, and better able to deal with, their economic 
environment? 

According to the sample of returned questionnaires secured by our 
Subcommittee on the Undergraduate Economics Curriculum, depart- 
ments of economics show a strong preference for a wide variety of 
short specialized courses to follow the introductory course. Of 1313 
courses reported, only 179 (less than 14 per cent) are year courses.** 
Does this preponderance of short courses reflect an attempt to “cover 
everything” with limited teaching resources, or does it express a con- 
viction of the departments concerned that short specialized courses 
add up to a better education than could be achieved by a smaller 
number of longer and more broadly conceived courses? If it reflects 
either of these, we respectfully suggest that the matter may deserve 
further consideration. 


1 See page 96 below. 


*. 
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The reports of several of our Subcommittees present arguments 
that some departments.(and some colleges) would do well to lessen the 
existing degree of specialization, and broaden the educational experi- 
ence of their students. From the viewpoint of general education, the 
argument is presented forcefully by the Subcommittee on Integrated 
Introductory Courses. The Subcommittee on the Treatment of Es- 
pecially Able Students report that a preponderance of both such stu- 
dents (all of whom had elected economics as their major) and the 
teachers of such students, who responded to their questionnaires, 
strongly favored a broader, as against a narrower, educational experi- 
ence. And our Subcommittee on Elementary Courses quite properly 
argues that colleges should broaden the educational opportunities of 
students in order that more of them might study economics. 

From the standpoint of professional economists, and from that of 
students who intend to enter the profession, the case for a broad edu- 
cation——especially at the undergraduate level—is compelling. J. S. 
Mill and Marshall have written the classic statements of the case, 
and were themselves striking examples of their thesis. Most of the 
greatest contributions to our field have been made by men who were 
learned in philosophy or history or mathematics, as well as in eco- 
nomics. In its problems, its materials and its methods, economics 
seems to have less “self-containment” than applies to some other 
fields of study. This creates a special need for breadth in the case of 
professional economists, in addition to the general need for it by all 
educated people. | 

2. How much “finality” can be atiributed to education in economics? 
The study of economics is obviously and greatly affected by the fact 
that the object being studied—the economy—undergoes constant, and 
sometimes quite rapid, change. This is not so of mathematics or of the 
natural sciences. The latter fields of study are kept in flux by new 
discoveries and methods developed within the sciences themselves 
(which also is a factor affecting, in less degree, the study of economics). 
But these changes are of a different sort from those involving, struc- 
turally and functionally, the object being studied. The kind of change 
that differentiates the study of economics so acutely from most other 
kinds of study raises serious problems for both students and teachers. 
It sometimes is difficult, if not impossible, to impute consistent mean- 
ing even to our most common terms and concepts. A moment’s reflec- 


1 One recent writer has concluded (he calls it a “fact”} “that the greatest minds, who 
have made the largest contribution to the treasury of economic thought, regarded economics 
only as a side issue among their interests and took up its study relatively late in their lives, 
after devoting much of their effort to other subjects.” Ferdinand Zweig, Economic Ideas 
(New York: Prentice-Hall, 1950); p. 17. 
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tion on what “money” has meant at different times and places during 
the past few hundred years (or even between Ricardo’s time and the 
present) should afford abundant illustration. Wesley Mitchell re- 
marked, a good many years ago, that he once had been confident that 
he knew what was the matter with the Federal Reserve System, but 
the System had been changed so much that he no longer knew what 
was the matter with it. 

The difficulty for students and teachers is even more fundamental 
than this. It is well known that a student’s years in college fall typi- 
cally in that period of his life when he has greatest facility in learning. 
It also is widely believed that most college graduates do very little sys- 
tematic study after they leave college. For a former student of eco- 
nomics, this means that a hiatus may come to exist between his or- 
ganized comprehension of economic affairs and a changing set of 
economic conditions—a hiatus that grows wider with the passage of 
time. If this occurs, a man or woman in middle life may be considering, 
or testing, a new situation or idea by means of an obsolescent “frame 
of reference.” This has dangers both to the individual concerned and 
to the community. 

Education in economics is a matter of acquiring knowledge. This 
involves the organization of facts in ways which make the facts 
significant. But the most important—and most difficult and subtle— 
aspect of this lies in being able to understand what is important, and 
to distinguish what is significant. There is no once-and-for-all eco- 
nomics. 

Lord Keynes carried the dangers of the condition described here a 
step further when he wrote: 

. . . the ideas of economists and political philosophers, both when they are 
right and when they are wrong, are more powerful than is commonly under- 
stood. Indeed, the world is ruled by little else. Practical men, who believe 
themselves to be quite exempt from any intellectual influences, are usually the 
slaves of some defunct economist. Madmen in authority, who hear voices in 
the air, are distilling their frenzy from some academic scribbler of a few years 
back. I am sure that the power of vested interests is vastly exaggerated com- 
pared with the encroachment of ideas. Not, indeed, immediately, but after 
a, certain interval; for in the field of economic and political philosophy there 
are not many who are influenced by new theories after they are twenty-five 
or thirty years of age, so that the ideas which civil servants and politicians 
and even agitators apply to current events are not likely to be the newest. 
But soon or late, it is ideas, not vested interests, which are dangerous for 
good or evil.*® 

1 J, M. Keynes, The General Theory of Employment, Interest and Money (New York: 


Harcourt, Brace & Co., 1936), pp. 383-384. The quotation was suggested by the memo- 
randum by Alonzo B. May cited above. 
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3. Is there an adequate supply of qualified teachers of undergraduate 
economics? This question raises an imponderable because there is no 
way of drawing a precise line between teachers who are qualified and 
those who are not. And, even among teachers who are generally recog- 
nized as “good” or “effective,” qualifications appear to vary widely. 
The very existence of certain conditions makes it seem probable, how- 
ever, that the supply of teachers is not as highly qualified as it could be 
and ought to be. The most conspicuous of these conditions is the dis- 
satisfaction of teachers in general with the results of their own work. 
Another, only slightly less conspicuous, is the fact that many young 
people of great promise as teachers of economics choose to enter other 
occupations in which material rewards are greater, immediately and 
for the future. The academic profession is not, in the sense of material 
opportunity, a strong competitor for the services of talented young 
people, and probably it could never become very strong in this re- 
spect. Fortunately, and as always, some of the ablest do elect to be- 
come teachers of economics simply because that is what they want to do. 

This brings us to a subtle and adverse one of the “conditions” 
mentioned above. For is teaching economics to undergraduates pre- 
cisely what these young people want to do? Has their experience as 
graduate students led them to set a high value on undergraduate teach- 
ing as a career? Or has a—frequently somewhat nebulous—conception 
of research taken a stronger hold on their affections and their minds? 
Have they acquired a warm conviction that there is an academic 
hierarchy in which the highest glory lies in instruction in the last 
year of graduate school? If some are strongly enough attached to this 
conviction, they must look upon undergraduate teaching as a necessary 
novitiate which must be borne as cheerfully and successfully as pos- 
sible. Two results are possible from these premises: such a person either 
becomes a graduate teacher, taking with him from the college what- 
ever is valuable in the experience and maturity he has gained, or he 
remains an undergraduate teacher who is frustrated and disgruntled. 
Alternatively, such a young person may decide, after some experience, 
that he would like a career as an undergraduate teacher, but this in- 
volves a different set of premises. 

In all that is said here, it is recognized that some undergraduate 
teachers ought to become graduate teachers, and for completely valid 
reasons. The point simply is that the attitude described is unfavorable 
to securing and maintaining an adequate supply of qualified teachers 
of undergraduates. The question has arisen as a by-product of division 
and sub-division of academic labor in research as universities and 
colleges have grown in numbers and size. Mr. Leamer’s essay, which 
comes later in this Report, gives an interesting account of the process 
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which is almost suggestive of Malthus’ juxtaposition of geometric 
and arithmetic rates of progression. It also exhibits the change that 
has occurred as compared to a generation ago when almost all of the 
most experienced and mature professors of economics were actively 
engaged in teaching undergraduate courses, even introductory courses, 
and finding them stimulating and rewarding. One distinguished econ- 
omist and undergraduate teacher often argues that the existing aca- 
demic custom should be reversed, that the most mature professors should 
conduct the most general courses designed for beginning students, and | 
the youngest staff members should carry on the specialized and techni- 
cal courses involving research. Her plan would put experience at the 
service of the young, and vigor and enthusiasm to work at the expan- 
sion of human knowledge. 

As regards highly qualified instruction in economics at any level, the 
prevailing distinction between teaching and research often seems to 
present a false dichotomy, with the implied aspersion running only in 
one direction. Here, again, we have a question of balance in the use 
of scarce resources. A qualified teacher must have an inquiring mind 
and a zest for learning. These are the requisites for, and the motivating 
power toward, research. There is at least as fair a chance that an 
economist who is overweighted on the side of research will not be a 
well qualified teacher, as that one who is overweighted on the side of 
teaching will not be well qualified in research. It may be that the quali- 
ties of a competent teacher are of as great importance as those of a 
competent research worker. If this is so, it loudly calls for recognition. 
The principal improvement in the teaching of undergraduate eco- 
nomics may come when teachers are willing to bring it about and to 
undergo the costs. 

A teacher—just because he zs a teacher—must believe that educa- 
tion can influence the destinies of men and nations. And the most 
compelling fact about teaching anything—economics, perhaps, more 
than some other things—is the weight of responsibility that the 
teacher assumes. 


« 


A BRIEF HISTORY OF ECONOMICS IN 
GENERAL EDUCATION* 


LAURENCE E. LEAMER 


Most of the problems raised by this Report are as old as economics 
itself. For, whenever an economist in a free society reflects upon the 
conditions for the utilization of his specialty, he immediately faces 
the very hard problem of determining how the economics he deems 
necessary for democratic citizenship might be taught and effectively 
utilized by democratic citizens. Were the economist only the trusted 
advisor to an omnipotent though compliant despot, his problem would 
be comparatively simple. It would be merely by coercion and persua- 
sion to manipulate his despot’s “flock” into the mold envisioned by its 
“economist shepherd.” Too often even democratic economists view 
social action in such authoritarian terms. 

But social action in a liberal-democratic society, as ideally en- 
visioned, is group self-control. Essentially it involves the cooperative 
making of terms of association, i.e. of laws and working rules, by means 
of discussion. Therefore the democratic economist serves in this process 
not by being the “beneficent shepherd” but by contributing to a higher 
level of public discussion. 

He does so, in the first place, by his research and critical thinking 
which lead to the advancement of his science. But in addition, if his 
science is to be used by the free society of which he is a member, 
he or fellow economists must also contribute to the liberal-democratic 
process by seeking to raise the general level of public intelligence, by 
educating specialists for political and educational leadership, and by 
promoting an attitude of mutual understanding between the public and 
the specialist.’ 

A review of some of the reflections on these problems by economists 
of the past may add meaning to the current Report. In addition it is 
hoped, thereby, to contribute to a clarification of the major problems 
involved in the development of an economic education appropriate 
to democratic social action. 


Origins of Academic Political Economy 


The teaching of political economy (or a subject sufficiently similar 
to warrant the name) probably had its origin in the eighteenth cen- 


*The writer desires to express his indebtedness to Frank H. Knight and Abram L. Harris 
of the University of Chicago for their helpful criticisms of an earlier version of this essay. 

* Frank H. Knight, Freedom and Reform: Essays in Economics and Social Philosophy 
(New York: Harper and Brothers, 1947), p. 34. 
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tury. According to Luigi Cossa, the first professorial chairs in the 
subject were created in 1727 when Frederick William I of Prussia 
appointed a jurisconsult named Gasser at Halle and a historian named 
Dithmar at Frankfort-on-the-Oder for the teaching of the so-called 
fiscal sciences. This instruction was intended to prepare the aspiring 
functionaries of the state for the administration of the crown lands, 
forests, mines, and the public industries which were the state’s chief 
sources of revenue.* The “vocational” emphasis of this, the Cameralist 
tradition, can only by a stretch of the imagination be called the origin 
of economics teaching intended to make men more effective citizens in 
a democracy. 

For this reason J. R. McCulloch was probably right in writing that 
the first popular instruction in political economy was given at the 
University of Naples by Antonio Genovesi (1712-69), his first lecture 
being presented on November 5, 1754. It came as a result of the con- 
cern of Bartholomew Intieri, a Florentine residing in Naples, over 
the abuses of internal administration. Because he believed the best 
remedy for the situation lay in acquainting the public with the true 
source of wealth and prosperity, he founded this professorship.* 

It is not our purpose here to trace the European origins of academic 
political economy. However, it should perhaps be mentioned that the 
American developments which we shall trace generally had their 
counterparts in Europe and often their origins. For example, Adam 
Smith, by including in The Wealth of Nations a thought provoking 
chapter on education, set an example for content which was regularly 
followed by most authors of general economics treatises throughout 
the nineteenth century. Writers felt bound to consider how education 
might enhance the productivity of labor, and, with and after Malthus, 
how education might serve as a population check. As the ‘“revolution- 
ary dangers” from the rising lower classes became apparent, political 
economists saw increasing merit in economics instruction in support 
of the status quo. But even in the earlier writers, and especially as 
expressed somewhat later in the writings of John Stuart Mill, cogniz- 
ance was increasingly taken of possible positive roles for political 
economy as a part of a general education for effective citizenship." 

“Luigi Cossa, The Study of Political Economy, translated from Italian by Louis Dyer 
(London: Macmillan, 1893}, pp. 229-30, 

“J. R. McCulloch, A Discourse on the Rise, Progress, Peculiar Objects, and Importance 
of Political Economy (Edinburgh: 1824), p. 88. 

5 Adam Smith, The Wealth of Nations (New York: Modern Library, 1937), pp. 716-40. 


“E.g. Richard Whately, Introductory Lectures on Political Economy (4th ed.; London: 
John Parker and Son, 1855): John Stuart Mill, “Inaugural Address,” Dissertations and 
Discourses: Political, Philosophical, Historical, Vol. IV (New York: Henry Holt and Co., 
1874). 
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Sometime between 1784 and 1798 Bishop James Madison, President 
of William and Mary College (1777-1812), became the first American 
teacher of political economy, using The Wealth of Nations as a text 
for part of his program of social studies.’ It is significant that political 
economy was introduced into a school which sought to embody the 
Jeffersonian conception of education. Consequently, the subject was 
viewed as one of the sciences appropriate for the education of demo- 
cratic leaders, whose qualities for leadership were to be assessed by a 
citizenry prepared for this role by a general education consisting of 
history and morality.* Since the possibilities of economics instruction 
for citizenship were only later realized in Europe, Bishop Madison 
was probably the first teacher anywhere to seek to make economics an 
element in a truly general education appropriate to a free society. 

In his study of the Origins of Academic Economics in the United 
States, Michael J. L. O’Connor has described how four views of the 
proper emphasis for political economy emerged early in the nineteenth 
century. First was the above mentioned Jeffersonian viewpoint which 
made its imprint especially in the first two decades of the century on 
the curriculum of Southern and frontier colleges.*° Viewing economics 
as an integral part of political and moral philosophy, the Jeffersonian 
viewpoint was the original American formulation of what we shall 
call the social philosophic approach to economic education. 

But proponents of various brands of particular truth could not rely 
upon the Jeffersonian ‘ideal of truth by free discussion. Consequently 
there came into being what we shall call the kortatory approach, i.e. 
the viewpoint that the role of economics instruction should be to in- 
culcate the particular political views of the teacher. After 1820 three 
different emphases were to determine the objectives of American class- 
room instruction in political economy in three different parts of the 
nation; in the North that of the nationalist protectionists,” in the South 
that of the pro-agrarian anti-industrial free traders,” and in New Eng- 

* Michael J. L. O’Connor, Origins of Academic Economics in the United States (New York: 
Columbia University Press, 1944), pp. 20-21. 


5 See Thomas Jefferson, Notes on the State of Virginia and his letters to John Adams, 
both of which are perhaps most conveniently available. in The People Shall Judge; Readings 
in the Formation of American Policy, edited by the Social Sciences 1 Staff of the University 
of Chicago, Vol. I (Chicago: University of Chicago Press, 1949), pp. 220-22, 228-35. 

’ E.g. Jean-Baptiste Say, A Treatise on Political Economy, trans. by C. R. Prinsep and 
Clement C. Biddle (6th American ed.; Philadelphia: Grigg and Elliot, 1834), p. xlvii 
(originally published in 1803); T. R. Malthus, An Essay on the Principles of Population 
(Everyman ed.; London: J. M. Dent and Son, 1914), Vol. IT, pp. 211-14 (originally pub- 
lished in the 1803 edition). 


* O'Connor, op. cit., pp. 19-29, 56-58. 
" Ibid. pp. 29-48, 58-61, 
^“ Ibid., pp. 48-56, 61-62. 
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land that of the anti-Jeffersonian Puritanical clerics.” 

Consequently, by the Civil War political economy had become estab- 
lished in the United States as a separate subject for collegiate and 
secondary school study. In point of view, instruction in it was generally 
hortatory; teachers sought to teach the student what to think rather 
than to develop in him qualities of independent decision such as had 
been envisioned by Jefferson. 


Deflation, Discontent, and Economic Education, 1865-1900 


In the age of rapidly growing industrialism and of deflation which 
was to follow, it was to become increasingly clear that hortatory eco- 
nomic education was inadequate when economists had to compete with 
the influential economic education provided by the Populists and their . 
kind, by the contenders in the battle over monetary standards, and by 
the powerful pens of such as Henry George, Edward Bellamy, and 
Henry Demarest Lloyd. The impact upon professional teachers of 
economics is perhaps best shown by an account of the early discussions 
in the American Economic Association. 

The state of mind of the profession was well expressed by Francis 

_A-Walker in his 1890 Presidential Address to the American Economic 
Association. Looking back over the years from 1888 te 1890 Walker 
observed: 


... one may say that the past two years in America have witnessed such an 
access of interest in economic matters as our country has never before known; 
and that a spirit, not merely of contempt for authority, but of dissatisfaction 
with the existing order, and even of angry impatience at the material con- 
ditions of the universe, has been widely manifested, which has made it very 
hard work, indeed, to be an economist. .. . On one hand, old Utopias have 
been re-discovered, re-explored, re-surveyed and re-opened to settlement by 
an afflicted humanity; on the other, brand new devices for doing away with 
poverty, sorrow, and even sin, in human life have been brought out in rapid 
succession, by a host of philanthropic inventors. 

... The revolution now in progress is making every man and every woman 
an economist. ... The economists who are thus being made are, it must be 
admitted, just now pretty poor ones. ... But it is a great thing to have the 
whole nation at school in political economy.** 


The American Economic Association, as conceived by its founders in 
1885, was to have served as an agency of general education in such a 
world. The proposed platform of the Association included the follow- 
ing: 


* Ibid., pp. 69-70, 281-86. 


H Francis A. Walker, “The Tide of Economic Thought,” American Economic Association, 
Publications, First Series, VI (1891), 17-18, 20. ` 
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We regard the state as an educational and ethical agency whose positive 
aid is an indispensable condition of human progress. While we recognize the 
necessity of individual initiative in industrial life, we hold the doctrine of 
laissez-faire is unsafe in politics and unsound in morals; and that it suggests 
an inadequate explanation of the relations between the state and the citizen. 


In a secret organizational meeting Richard T. Ely elaborated. 


One aim of our association should be the education of public opinion in 
regard to economic questions and economic literature. In no other science is 
there so much quackery and it must be our province to expose it and bring 
it into merited contempt.7® 

... We are resolved to form an American Economic Association to do some- 
‘thing towards the development of a system of social ethics.*7 


It is surprising, after such intentions, that the first efforts of the 
Association were devoted only to industrial and technical education.* 
Not until the Fourth Annual Meeting in December, 1890, the one in 
which President Walker delivered the above address, did the Associa- 
tion first create a standing committee on the “Teaching of Political 
Economy” and first consider economic education from the general edu- 
cational standpoint. In a session on “Economics and: Education” two 
papers were presented; one by William W. Folwell of the University 
of Minnesota entitled “A Syllabus of Political Economy” and another 
by Simon N. Patten of the University of Pennsylvania on “The Edu- 
cational Value of Political Economy.”™ In his paper, Patten urged 
that political economy replace mathematics and physics for mental 
discipline, that economic history and the study of economic institutions 
and problems be part of the study of political economy, and that moral 
and political considerations be separated from instruction in political 
economy.” Much of the significant discussion and writing in subse- 
quent years has centered on issues raised by these recommendations. 

Of these issues a more or less final solution has been reached only 
concerning the qualities of economics for training the citizen’s mind. 
According to the theory: of formal discipline, which was influencing 

7 American Economic Association, “Report on Organization of the American Economic 
Association,” Publications, First Series, I (March, 1886), 6-7. As actually adopted, however, 


this plank merely read, “We regard the state as an agency whose positive assistance is one 
of the indispensable conditions of human progress.” p. 35. 

8 Ibid., p. 15. 

" Ibid., p. 17. 

13 A committee on “Industrial and Technical Education” with Francis A. Walker and 
N. M. Butler was created in 1887 and at the 1888 meeting F. N. Thorpe presented a paper 
on “Some Economic Aspects of Manual Training.” 

1 American Economic Association, “Fourth Annual Meeting: Reports, Papers, and Dis- 
cussions,’ Publications, First Series, VI (1891), 104-11. 

*S.N. Patten, “Educational Value of Political Economy,” American Economic Association, 
Publications, First Series, V (1890), 473-502. 
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of economic education which has been best formulated by Alfred 
Marshall, namely the organonic approach. Economics, Marshall ob- 
served in 1885, “is not a body of concrete truth, but an engine for the 
discovery of concrete truth.”** The “engine,” for Marshall, was an 
economic organon, an integrated system of principles made understand- 
able by the study of economic analysis. The task of economic educa- 
tion became that of providing the citizen with the organon and that of 
developing in the citizen those faculties—including observation, judg- 
ment, communication, and especially reason—by which he might ob- 
serve the real world and understand and evaluate it with the aid of this 
engine of analysis.” 

Thus we see in the period after the Civil War, especially late in the 
century, that economists, disturbed by the “illusions” and “fallacies” 
which an era of deflation and industrial growth tends to breed, were 
really coming to grips with the problems involved in the education 
of citizens for the cooperative solution of economic problems. While 
the hortatory objectives still openly or subtly influenced the educa- 
tional practices of economics teachers, increasingly there were efforts 
to formulate new views—-ones which might enable citizens to partici- 
pate intelligently and to reason independently in the cooperative solu- 
tion of economic problems. 


“Practical’ Education vs. Economics, 1900-1929 


In the early decades of the twentieth century two new developments 
were to have a significant impact on economic education. These were 
the rise of commercial education and the rapid growth of collegiate 
enrollments. 

The rise of commercial education after the turn of the century sug- 
gested the advent of a new day for economics instruction. Economics 
was at last to be made “practical.” The abstract theory of the older 
views was to be replaced by concrete description of real business insti- 
tutions. The history of economic problems was to be superseded by 
up-to-date descriptions of modern problems. We shall therefore call 
this new view the modern problems approach, one to be distinguished 
by its emphasis upon a non-theoretical and often non-historical descrip- 
tion of contemporary economic ‘problems and institutions.” 


* Alfred Marshall, The Present Position of Economics, An Inaugural Lecture (London: 
Macmillan and Co., Ltd., 1885), p. 25. 


3" Tbid.; A. Marshall, “The Old Generation of Economists and the News OJE, XI 
(January, 1897), 117-18. 


33 Institutionalism no doubt also contributed to the modern problems approach by its 
criticism of classical theory and its emphasis upon a holistic approach. But Veblen, for 
example, would have been as critical of the frequent discard of history and the stress 
upon a business point of view as he was of classical analysis. 
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In general professional economists in their writings opposed this new 
view and the advent of the “practical business point-of-view,” just as 
they had in the previous decade opposed the historical approach. One 
gets the impression that, with several notable exceptions, the advent 
of commercial education most often stirred the advocates of the older 
views to the defense of their ways. It usually did not lead to a develop- 
ment in terms of the legitimate criticisms raised by the modern prob- 
lems advocates and in terms of a developing philosophy of general edu- 
cation. Among the notable exceptions were several genuinely thought 
provoking articles, for example Henry Raymond Mussey’s “Economics 
in the College Course” in 1910, Charles E. Persons’ “Teaching the 
Introductory Course in Economics” published in 1916, Leverett S. 
Lyon’s “A Functional Approach to Social-Economic Data” in 1920, 
and in the same year A. B. Wolfe’s “The Teaching of Economics 
Again.’** The American Economic Association reflected the advent 
of commercial education by devoting several sessions to the topic; one 
in 1900 on “Commercial Education,”* another in 1906 on “Higher 
Commercial Education,” and still another in 1924 on “The Teach- 
‘ing of Business and Economics.” 

The second significant factor influencing economic education was 
the rapid growth of college enrollments. Between 1920 and 1930 the 
total enrollment in institutions of higher education in this country 
approximately doubled.” Between 1910-11 and 1925-26 the hours of . 
economics offered in colleges and universities increased five-fold.” The 
impact of these facts upon collegiate economics was profound. In the 
first place there were not in 1926 enough well trained teachers.*° 
Secondly the dearth of interested and well trained instructors was 
especially marked at the level of general education. Prior to this 
period classes were generally small and even the leading creative 
thinkers in economics usually taught elementary courses in economics 

“ Henry Raymond Mussey, “Economics in the College Course,” Educational Review, 
XL (October, 1910), 239-49; Charles E. Persons, “Teaching the Introductory Course in 
Economics,” OJE, XXXI (November, 1916), 86-107; Leverett S. Lyon, “A Functional 


Approach to Social-Economic Data,” JPE, XXVIII (July, 1920), 529-64; A. B. Wolfe, 
“The Teaching of Economics Again,” JPE, XXVIII (November, 1920), 735-53. 


5 American Economic Association, “Thirteenth Annual Meeting,” Publications, Third 
Series, IZ (1901), 144-89. 


“American Economic Association, “Nineteenth Annual Meeting,” Publications, Third 
Series, VIII (1907), 54-63. 


"American Economic Association, “The Teaching of Business and Economics,” AER, 
XV, suppl. (1925), 75-80. 


S Statistical Abstract of the United States, 1947 (Washington: Superintendent of Docu- 
ments, 1947), p. 134. 


” L. C. Marshall, “Offerings in Economics in 1925-26,” JPE, XXXV (October, 1927), 579. 
” Tbid., p. 611. 
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and were therefore motivated to reflect upon problems of general edu- 
cation. But, with this surge of enrollments, the senior economists 
tended increasingly to specialize at the graduate level and to train only 
future specialists. The multiplication of courses opened many new pos- 
sibilities by which one might meet his teaching obligations without 
having to bother with the “uneducable non-economics major.” The 
development of economics as a science which takes ends as given made 
it increasingly proper for economists to rule out of their field of inter- 
est any consideration of the relation of their specialty to social action 
(a field of vital concern for general education). Thus the “old timers” 
often lost interest in general education, except for their frequent tend- 
ency to “cash in” on the expanded textbook market, and enthusiastic 
underlings and graduate students increasingly became the general edu- 
cators. But for them undergraduate instruction was merely a way to 
finance their degree or a stepping stone to higher quarters in which 
they would never again need to be troubled by the failure of students 
to learn their subject. In other words conditions were becoming in- 
creasingly unfavorable for concerted reflection by economists upon the 
newer problems of civic education.“ . 

In spite of the rise of commercial education and of enrollments, sev- 
eral significant reconsiderations of economic education are worthy of 
mention. The first of these was a conference on the teaching of ele- 
mentary economics held at the University of Chicago in 1909. This 
was, according to Charles H. Judd, the first deliberative conference 
ever held by a group of university teachers solely for the purpose of 
considering methods and problems of teaching elementary economics.** 
It is perhaps significant that several of the most active leaders in eco- 
nomic education over the subsequent years were participants in this 
meeting. Among these were L. C. Marshall, A. B. Wolfe, and F. R. 
Fairchild. Also the statistical survey resulting from this conference, 
and continued fifteen years later by L. C. Marshall,** when viewed in 
connection with similar surveys made for this current Report, should 
serve as a major source of information on the status of and changes 


“Cf, similar views of R. G. Tugwell, “Experimental Economics,” The Trend of Eco- 
nomics, ed. R. G. Tugwell (New York: Crofts, 1924), pp. 410-12; Frank H. Knight, “The 
Newer Economics and the Control of Economic Activity,” JPE, XL (August, 1932), 
433-76; A. B. Wolfe, “Undergraduate Teaching of Economics,” AER, XXXVI, suppl. 
(May, 1946), 848-52. 

“Proceedings of a Conference on the Teaching of Elementary Economics,” JPE, 
XVII (December, 1909), 673-727. 

8 Ibid., p. 725. 

“L, C. Marshall, R. C. Chapin, and F. R. Fairchild, “The Teaching of Economics in 
the United States,” JPE, XVII (November, 1911), 760-89; L, C. Marshall, “Offerings in 
Economics in 1925-26,” JPE, XXXV (October, 1927), 573-612. 
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in American economics instruction during the first half of the cur- 
rent century. 

Another unprecedented event was the investigation and appraisal in 
1913-16 by the Harvard Division of Education of the objectives and 
instructional methods used by the Harvard economics department.* 
The report, The Teaching of Economics in Harvard University, stands 
as a commendable example of the possible benefits of interdepart- 
mental cooperation and also as an example for similar studies in other 
institutions. 

The role of the American Economic Association in this period is 
worthy of mention. In 1915, after a decade and a half in which its re- 
ported deliberations had concerned only commercial education, a 
“Committee Upon Secondary Education in Economics” was author- 
ized.“ A year later E. T. Towne, F. R. Clow, and G. O. Virtue were 
appointed to the committee and were authorized to spend $500 “in 
securing information as to the present status of instruction in economics 
in secondary schools.”* The report was presented at the 1917 meeting.* 

At the same meeting the United States Commissioner of Education 
invited the Association to appoint two members to a joint committee 
on “recasting the courses in social sciences offered in colleges of arts 
and sciences.”’*? Early in 1918 L. C. Marshall and M. S. Wildman were 
appointed to this post and in addition a “Committee on College Train- 
ing for Citizenship” was named. It originally consisted of L. C. Marshall 
(Chairman), M. S. Wildman, W. H. Hamilton, and E. E. Day.® At 
the 1919 meeting the scope of this committee, then known as the “Com- 
mittee on College Instruction in Social Sciences,” was broadened to 
include economics in the secondary schools.” | 

The 1917 report had suggested that college and university economics 
teachers preferred that high school economics instruction concentrate 
on other than theory.” Consequently the 1921 report of the “Commit- 
tee on Teaching of Economics” (as the “Committee on College Instruc- 

“The Teaching of Economics in Harvard University: A Report Presented by the 


Division of Education at the Request of the Department of Economics (Cambridge: 
Harvard University Press, 1917). 
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tion in Social Sciences” was now called) favored integrated social 
studies for the secondary schools. 


It is essential that we free our minds from any such issue as the claims of 
history vs. those of economics, vs. those of government, vs. those of sociology. 
These claims will largely disappear in any vital discussion of the contribution 
of social studies to our social living. These branches of social study are not 
separable, save for the purpose of emphasizing some particular point of view 
on social living." 


In connection with this report the Association approved the com- 
mittee’s recommendation that two members be appointed to the “Joint 
Commission on the Teaching of Social Studies in the Secondary School,” 
a body which it was hoped might bring to a close the many years 
during which committees of the individual special disciplines had sought 
to preempt secondary social studies for their respective interests." 
L. C. Marshall and W. H. Kiekhofer were appointed. Their report was 
made in 1923.°° As a further attempt to cooperate with other dis- 
ciplines on secondary education, L. C. Marshall was appointed in 1922 
to the Board of Directors of the National Council for the Social 
Studies.*® 

It would appear, therefore, at least on the committee level that the 
interest of the American Economic Association in economics on the 
secondary and collegiate level was expanding. It should be observed, 
however, that the committees were more prone to consider economics 
in its general educational role as applied to secondary education (on 
which level the members did not teach) than to collegiate education. 
Also it is to be noted that in 1921, 1924, and 1925 the Association held, 
in connection with its annual meetings, its first roundtables on the 
teaching of general economics since 1897.5" Yet committee reports and 
roundtables may be poor indices of real classroom accomplishments. 
For L. C. Marshall, surveying in 1926 the state of economic educa- 
| ver the previous fifteen years, wrote: 


constructive educational planning has taken place in the field. The 
nship of collegiate economics to secondary education and to various 


amittee on Teaching of Economics, “A Proposed Program of Social Studies in the 
ry Schools,” AHR, XII (March, 1922), 66. 
erican Economic Association, “Thirty-fourth Annual Meeting,” AER, XII, suppl. . 
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AER, XIV, suppl. (1924), 177-82. 

American Economic Association, “Thirty-fifth Annual Meeting,” AER, XIII, suppl. 
(1923), 239. 

5 American Economic Association, “Roundtable Conference on the Teaching of Elemen- 
tary Economics,” AER, XII, suppl. (1922), 177-85; American Economic Association, “The 
Teaching of Business and Economics,” AER, XV, suppl. (1925), 76-80; American Economic 
Association, “The Teaching of Economics,” AER, XVI, suppl. (1926), 71-78. 
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branches of professional education has not been thought out, and apparently 
relatively few collegiate or university teachers of economics are interested in 
the problems involved—-of course an ostrich-like attitude by the present 
generation of teachers will not prevent these problems from plaguing the 
teaching profession of the future. Some little work has been done looking 
forward to a more appropriate organization of the elementary course. Here 
and there some constructive thinking has been done on the problems of under- 
graduate curriculum; and one or two institutions have seriously concerned 
themselves over their graduate work. But taking the situation by and large, 
there has been relatively little penetrating experimentation, little constructive 
educational work. 

It may turn out that economics has been too prosperous for its own good 
in the last fifteen years.*® 


Economic Education During and After the Depression 


The several years after 1929 were in many respects like those just 
before Francis Walker delivered his Presidential Address in 1890. 
“Old Utopias” and “brand new devices,” some sane and others absurd, 
found a ready following, probably even among those who now had the 
benefit of one of the courses in economic principles. Perhaps the 
favorite educational scapegoat for the “mess we were in” became the 
social studies and above all economics. 

Indeed as late as 1948 the Cooperative Study of General Educa- 
tion conducted with 828 college freshmen in twelve colleges reported 
the following: 


The greatest deficiency in social knowledge tends to occur in the field of 
economics, Students are deficient in economic understanding in a way which 
indicates that this one of the social sciences needs more attention and more 
efficient instructional techniques in the program of general social studies edu- 
cation that at present prevails.5® 


Economics as a subject cannot be held fully accountable for this de- 
ficiency, for enrollments in economics have never exceeded 5.08 percent. 
of students attending high school.® Rather, courses such as I 
States history and Problems of American Democracy which a 
tended to provide economics instruction must share the responsi 

The dissatisfaction with economics courses stimulated by tl 
pression resulted in the ascendency, in secondary schools, ¢ 
modern problems approach—an approach which now had beco: 
creasingly critical of American business.“ On the collegiate lev 
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major curricular innovation was the national income approach, one 
which resulted from the “Keynesian revolution” and which in 1942 
was first embodied as a text in J. R. Hick’s “The Social Framework.” 
Here it was intended as an introduction to study pursued in the 
organonic tradition. It sought to give a preliminary overall view of the 
economy (an “anatomical view”) which might thereby make more 
meaningful the subsequent study of the theory of value, study which 
was intended to show how the system works (a “physiological view” ).°° 

The response of the American Economic Association was in the 
form of a series of sessions on economic education in connection with 
the annual meetings. In 1934 there was a roundtable on “The New 
Deal and the Teaching of Economics” in which, among others, Harry 
Gideonse, Frank H. Knight, John R. Commons, and John Ise were 
participants.** In 1939 a roundtable was held on “Problems in the 
Teaching of Economics” with Raymond T. Bye (Chairman), Broadus 
Mitchell, W. W. Hewett, Paul M. O’Leary, and Maynard Krueger 
as participants. Again in the following year the same topic was dis- 
cussed by Ralph H. Blodgett (Chairman), Clifford L. James, Leland 
J. Gordon, George Stigler, and Harlan L. McCracken.” But in the main 
the depression decade was one of much talk, some local experiment, 
but little concerted action by the Association. Indeed in 1946 A. B. 
Wolfe, who had since the Chicago conference in 1909 been one of the 
more active leaders in economic education, expressed discouragement 
such as had L. C. Marshall twenty years before. Economics instruc- 
tion, as generally practiced, he believed, was still aimless—was still 
oblivious of any philosophy of general education.* 

In a roundtable on “Educational Functions of Economists and Politi- 
cal Scientists” in January, 1944, economists, in a joint meeting with 
the political scientists, did grapple with some of these basic issues. Par- 
ticipants for the economists were J. M. Clark and Frank H. Knight.” 
Again in the following two annual meetings there were provocative 
discussions; in February, 1945 on “Interdepartmental Courses in the 
Social Sciences” (Louis M. Hacker and Morris A. Copeland participat- 
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ing)“ and in 1946 on “Undergraduate Teaching of Economics” with 
A. B..Wolfe, Mary Jean Bowman, Mabel Newcomber, and William 
W. Hewett.® From 1944 to 1950 the major activity of the Association 
in behalf of economic education was the work of the “Committee on 
Undergraduate Teaching of Economics and the Training of Econo- 
mists” and its subcommittees, an account of which is given in the 
Letter of Submittal of this Report. 

Concurrent with these recent developments within the Association 
have been others distinctly worthy of mention. One of these is the 
1940 yearbook of the National Council for the Social Studies entitled 
Economic Education and edited by Harold F. Clark of the recently 
created Department of Educational Economics at Teachers College, 
Columbia University." Another development has been the experiment 
in the education of leaders conducted by the four teaching institutes 
of economics (at American University, the University of Denver, the 
University of Southern California, and the University of California) 
and sponsored by the Alfred P. Sloan Foundation, Incorporated.” 
Finally there has been the effort to improve economics instruction at the 
secondary school level sponsored by the Joint Council on Economic 
Education,” 

Where are we today after sixty or more years of roundtables, of 
committees, of reports, of articles, and of experimentation on economic 
education and after approximately one hundred and sixty years of 
teaching our subject? This report of the “Committee on Undergraduate 
Teaching of Economics and the Training of Economists” should serve 
as an answer. 

This writer would suggest that the basic issues remain essentially 
as they were in 1890 (or indeed as they were for Bishop Madison in 
the 1790’s), First, we need to reflect upon why we teach economics to 
citizens anyway. This means that the economic educator must under- 
stand the nature of a free society and the nature of economics and its 
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role in relation to democratic social action. Secondly, we need to reflect 
upon and experiment with economic education to discover the approach. 
or combination of them most appropriate to this role. Should we be ad- 
herents to the Social philosophic, the hortatory, the historical, the 
aphoristic, the organonic, or the modern problems point-of-view? 
Thirdly, we need to reflect upon and experiment with alternative methods 
of instruction, evaluating them in terms of their efficacy for educating 
citizens for effective participation in our free society. 

But 8. N. Patten, Simon Newcomb, Charles Persons, L. C. Marshall, 
John Ise, and A. B. Wolfe—to mention but a few of the economists 
who in their writings have dealt with really basic issues—have said as 
much. What else is called for if economics instruction, generally, is to 
play the role in civic education of which its proponents think it 
worthy? 

Essentially, we believe conditions must be created to encourage the 
effective study of and experimentation with economic education and 
to facilitate communication of the results. Such conditions would in- 
clude: 

First, it must become as respectable for the young economist to 
devote his primary interests to general education as it now is for him 
to devote himself to research. General education in economics must 
cease to be looked upon as a stepping stone to graduate teaching and 
research; it must be a worthy vocation in its own right. 

Secondly, economists who devote themselves to general education 
must be encouraged by fellow research economists to serve the profes- 
sion and society by acting as popularizers. This new role of inter- 
mediary between the research economist and the public must be thought 
out and made worthy of the best efforts of the best minds. 

Finally, these teacher-popularizers, by discussions, by reflection, and 
by writings need to seek to build a cumulative literature on their 
subject. Progress in economic education is hardly to be made in the 
next sixty years if we are to persist, as we have in the past, in retrac- 
ing previously trod paths. 

Whether these suggestions are appropriate or sufficient should indeed 
be subject to careful consideration. In any case it seems clear, as this 
Report is read and reflected upon, that serious thought must be given 
to a program which might make of it a more effective and enduring 
instrument in behalf of economics in general education than have been 
the writings and discussions of the past. Failing to do so, the economist 
(scholar and teacher alike) will have failed in his final reason for being. 
For the ultimate function of economics and economists is to help people 
learn how to live in a free society—and how to maintain and perhaps to 
improve it. 


ECONOMIC MEANS-—-TO WHAT ENDS? 


Joan MAurIce CLARK 


What Do Studenis Want? 


Judging by the numbers who flock into courses in economics, there 
must be either great expectations of what they are going to get out of 
the courses, or at least a great felt need for something they have some 
reasonable hope of getting. Something has happened to the “deadly 
dull science.” It seems evident that students expect to get something 
important, and some of them find the subject vital and appealing. This 
presents a tremendous stimulus and responsibility to those who teach — 
or prepare materials for teaching, to do the utmost humanly possible 
to meet the need and to fulfill all reasonable expectations, within the 
limits set by the enormously difficult material we have to deal with. 

What do intelligent students hope to get from a course in economics? 
Presumably a variety of things, serving ends in which personal suc- 
cess, disinterested understanding and ambition for human betterment 
are variously combined. What should a wise educational statesman wish 
to offer the students? To those interested in personal success he would 
presumably offer only the kind of help that comes from objective un-. 
derstanding of the environment to which the individual has to adapt 
himself: the same kind of objective understanding, in fact, which the 
zealous reformer would need, to give his reforms a fair chance to be 
effective. As between the self-seeker and the reformer, each probably 
needs about equally to understand the other and his place in the 
scheme of things. 

We have moved a long way since the days of Adam Smith. In his 
original conception, economic laws were the decrees of a divinely- 
appointed and beneficent nature, “seeking always the good of the 
species,” wiser in man’s behalf than mån was on his own account, and 
turning his selfish strivings to the common good. If men were free to 
pursue their several ends, they need not concern themselves about the 
common good; nature, via economic law, would attend to that. Never- 
theless, Smith’s mature examination of the facts of economic life . 
brought out numerous exceptions or qualifications, and they have been 
multiplying since his time. Later generations, following Bentham, 
came to view the economy, not as decreed by nature, but as a human 
mechanism: an instrument, to be judged by its results, and to be 
guided to whatever ends men might collectively choose to pursue, by 


3 


ECONOMIC MEANS—TO WHAT ENDS? 35 


a wisely-devised system of incentives, including both rewards and 
penalties. Nowadays, a good many economists realize that an economic 
_ system is a good deal more than a mechanism; it has its own tend- 
encies, and its own ways of resisting simple and naive attempts to steer 
it, frequently bringing them to unexpected and unintended results. But 
this does not lead us to give up the attempt. For better or for worse, 
modern man is committed to trying to shape his economic destiny. 

This is bound to find its reflection in classroom economics, in one 
way or another, even for the student whose father is a member of 
the Chamber of Commerce, and who wishes his professor were not so 
eagerly interested in the ideas of the much-abused “welfare state.” 
What is, and what is wanted, each has to find its place; and the method 
of articulating them is full of problems. On this matter, some hints 
may be gotten from two types of analysis which command particularly 
` keen and widespread interest at present: the analysis (following the 
lines mapped by the late Lord Keynes and others) of the factors de- 
termining the total flow of income, production and employment; and 
the field of “welfare economics.” 


Bridging the Gap Between Causal Analysis and Value Judgment 


What is the source of the great appeal of the “Keynesian” econom- 
ics? One obvious answer is that it takes hold of the problem which the 
inter-war experience drove home deep in the feelings of mankind as 
the major sickness of western economic society; and does it with an 
analysis centering in a formula that commands standing as objective 
scientific analysis of the way in which the economic mechanism oper- 
ates, the analysis being translatable into statistically-observable quan- 
tities. In short, it makes this analysis exciting by bringing it into 
working relation with one of the chief things people want their economic 
system to give them, and which it has failed to give—dependable 
job-opportunities for all who want them and are qualified. This eco- 
nomics purports to explain why a system which multiples mink coats 
and countless inane and frivolous gratifications, neglects something so 
` much more important. 

Turning to “welfare economics,” we find the same theme in a differ- 
ent form. It is an exploration of the ways in which the economic system 
serves or disserves the people’s welfare; and the modern type lays 
especial stress on employing standards which can claim to be scientific, 
and not to represent the writer’s own “value judgments,” which may 
be mere matters of traditional convention or personal taste or prejudice. 
This pursuit of scientific standards generally comes down to taking 
-people’s desires as they are, from the basest impulses to the highest 

ideals, and examining how well the system is adapted to facilitate their 
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attainment. Without at present expressing judgment on how successful 
this attempt at scientific treatment of value judgments is, it evinces a 
deep desire, both to make welfare judgments and to put the authority 
of “science” and objective inquiry behind them. The welfare judgments 
want the support of objective evidence and analysis; the objective 
inquiry wants a link to social and moral purposes. 

To generalize still further; there are two worlds, the world of im- 
personal investigation of cause and effect, and the world of desires, 
ideals and value-judgments. The natural sciences deal with the first, 
ethics deals with the second. In these terms, the peculiarity of econom- 
ics is that it is called upon to bridge this gap. It is a science—or tries 
to be—and its subject-matter consists of desires and values. If “science 
is measurement,” the measures that give economics its claim on that . 
score are of the sort in which things are measured, not in terms of their 
weight or any physical quality, but in terms of their “value” or their 
cost. Economics simply cannot report those relations between phenom- 
ena which are most characteristic of it, without translating physical 
quantities into terms of value or cost. 

The nearest thing to an exception that occurs to me is the law of 
diminishing returns, in physical terms, to increasing amounts of one 
physically-defined factor of production, used in connection with constant 
amounts to other physically-defined factors. “Diminishing return” is 
understood to mean that total product increases, but by a smaller 
. proportion than the increase in the variable factor, so that product per 
unit of this factor diminishes. But, on examination, one finds that there 
is no physical law that requires that return shall behave in this way 
under all circumstances. At different stages, return may increase more 
than in proportion to the increase of the variable factor, proportionally, 
less than in proportion, not at all, or it may even decrease: that is, it is 
physically possible to use so much of one factor that added amounts 
are worse than useless. But this is not economical behavior. The “law” 
is that, when factors of production cost something, it is economical to 
use them up to the stage just defined as “diminishing return,” and not 
beyond that stage. Thus the nearest thing in economics to a purely- 
physical principle, turns out on analysis to be a principle of choice in 
terms of cost. 

The national income is a sum of tons of coal and steel, gallons of 
gasoline, movies and concerts attended, surgical operations performed, 
overfeeding, undernourishment and ignorant malnutrition—an end- 
less variety of things, good, bad and indifferent, all somehow reduced 
to a common measure in terms of their market “value.” An economist 
can hardly escape asking the question what this value means and what 
lies behind it, or whether the market yardstick is a safe and depend- 
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able guide to the organization of a country’s resources. Does it lead 
us to produce the right things in the right amounts, or not? Could 
any other system, or any modification of this one, do. better? 

The questions thus raised can be handled in a variety of ways; they 
can hardly be ignored. In these terms, the attitudes of the people 
themselves toward their economic system show a deal of variety, and 
a deal of tendency to change. Corresponding to this, there is room 
for a deal of experimenting with different ways of handling these 
questions in the class-room; and one may expect that teachers will be 
trying different methods. Some of them may be deliberately experi- 
menting, but it is likely that a good many of them will not think of what 
they are doing as experimentation; they will have proved to themselves . 
that the particular method they have espoused is the only truly scien- 
tific method, and they will follow it out with all the zeal and certainty 
which such a conviction inspires. 

Opinions range, or have ranged, from the view that economics had 
nothing to do with ethics, to the view that it must formulate explicitly 
the ethical standards that furnish its setting and give its analysis 
meaning. Some would describe and appraise in the same breath, others 
would insist that description and appraisal are two completely separate 
acts, still others regard them as distinct, but needing to establish a 
working relation with one another. Some feel obliged, as economists, to 
accept the valuations individuals make in markets as final, others’ 
do.not. In that respect, Lionel Robbins’ well-known work may stand. 
at one extreme, and the present writer’s position at the other.’ 

At this point, it would be easy to become involved in methodological 
argument, tending to become abstruse, and perhaps convincing no 
one who was not convinced before. But the final verdict does not rest 
with such abstract debates; the test of a method lies in the results it 
can yield in use. Naturally, it is not possible in this memorandum to 
try out all possible methods of handling these questions, but we can 
get a rough idea of what some of them would look like in action. 


Possible Methods: Specific Survey of Wants, 
Needs and Products 


One of the most “obvious and simple” approaches, and not the least 
promising, is to ask the direct questions: “What do we want of our 
economic system? What are we getting from it? To the extent that it 
succeeds or fails in giving us what we want, how and why does it suc- 
ceed or fail?” We want a large and growing supply of goods and serv- 
ices, of the kinds that individuals buy. This we get, in measure that 


1 See Lionel Robbins, The Nature and Significance of Economic Science, esp. 2nd ed., pp. 
136-43. 
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appears well-nigh miraculous when one traces the story back a hundred 
or more years. This is what the system is best adapted to produce. We 
want these goods to be of kinds that serve our most essential needs— 
or do we? The question is premature, using a term that implies grading 
of values before we have settled on our standards of value. For the 
present, we must be more specific, naming values without trying to 
grade them. 

We want health. On this score Americans do quite well, though many 
sections of the country have far fewer doctors and hospital facilities 
than we have come to consider necessary for satisfactory care. The 
span of life has increased wonderfully, and many diseases have lost 
the terrors, they had for our fathers. On examination, the most sig- 
nificant thing here is that health is not, in the main, in the hands of 
business institutions, but of a group of professions. The most definitely 
commercial branch of health service—the proprietary medicine in- 
dustry—is the least satisfactory sector. It is used, to their harm, by 
many who feel, with or without sufficient reason, that they cannot 
afford the cost of regular medical service. Preventive medicine has 
vast unused possibilities for improving the health of the population, 
partly in ways that require compulsory controls, like quarantine and 
compulsory immunization, partly through systematic arrangements for 
personal check-ups and early diagnosis and treatment. Without going 
into the controversial question of socialized medicine, it is clear that 
health is a national asset, and that the undisputed judgment of the 
people is that it is worth conserving, more or less regardless of whether 
it can be done on purely commercial principles. 

People want various kinds of “security.” ConSider first safety from 
physical injury, and consider one of the most everyday sources of 
danger, the automobile. To start with, the makers turn out remarkably 
dependable mechanisms, subjecting them to punishing tests. Their 
interest in the matter is related both to competition, to large-scale pro- 
duction, making expensive tests practicable, and to the fact that the 
units of each make are structurally uniform, so that a failure of one 
impairs the reputation of the maker’s whole output, and repeated 
failures would soon cost him his competitive market. The writer had 
a near-accident which narrowly escaped being serious, due to a struc- 
tural feature of his car, which could be dangerous in rare cases, and 
which was corrected in subsequent models. But there are also publicly- 
enforced safety-standards and inspections. Safety depends also on im- 
proved highway construction, on signs and on traffic-rules and policing. 
In short, we depend on a combination of private incentives and public 
controls. It is interesting to compare this with safety of residential 
construction, where there are many more builders, the product is much 
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less standardized, and reliance is much heavier on public standards of 
safe construction. The pure-food-and-drugs act affords another instruc- 
tive comparison. In all three cases, the ordinary individual purchaser 
is not in a sufficiently good position to judge the quality of what he 
is getting, with respect to the hidden features that spell safety or 
danger. 

Security of economic income raises a different set of questions. It 
requires, for one thing, that hiring and firing, at least in large indus- 
tries, should not be arbitrary, nor dependent on one’s political or re- 
ligious views, or other considerations irrelevant to the service one is 
prepared to render on the job. This kind of job-security is inconsistent 
with old-fashioned irresponsible individualism on the part of employers 
or employer-organizations, but it is a matter in which the employer’s 
interest in efficient production tends to set limits on any tendencies he 
may have to wholesale arbitrary action. Unions can set up further safe- 
guards, though with no automatic assurance that they will not en- 
croach on the employer’s legitimate interest in selecting his workers. 
It is a matter in which equity is called for, and is not automatically 
guaranteed by market forces. 

Security of income in case of accident, illness, old age, or loss of job, 
is an obvious need, and minimum protection is provided by the non- 
business method of social security, to which collective bargaining is 
adding private pension plans, the economic effects of which raise 
further problems, so far unsolved. But unemployment benefits are an 
inferior substitute for an adequate and stable supply of job-opportuni- 
ties, and this the system of private enterprise has not shown itself 
adapted to furnish on a dependable basis. If it is to be done, by methods 
other than direct public furnishing of jobs and control of the worker’s 
choice of occupation, it will be a task of creative experimentation, in 
which government, industry and unions will all have their parts to play. 

It is presumably a foregone conclusion that a system of (modified) 
private enterprise, with whatever governmental and other action may 
be consistent with its essential conditions and requirements, cannot 
furnish as high a degree of stability as a collectivistic system would be 
able to do, assuming, as one may fairly do, that the collective system 
would make this one of its primary objectives. The freedom, flexibility 
' and progress which mark the private system may be worth some added 
instability, but how much? In particular, most American trade unions 
may feel that they will be freer under a system of private enterprise 
than they would be likely to be under a collectivist system, even if, or 
especially if, it were in the hands of a labor government. Aside from this, 
they would have to change over their ideology, which has been built 
up around a contest over the earnings of the business with a profit- 
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taking employer. Reluctance to incur the need of such a change-over 
is an imponderable factor, probably of considerable weight, though 
hardly possible to measure. Another is the superior influence in union 
councils of the workers who have seniority rights, and therefore have 
less personal reason to fear a moderate reduction in employment. All 
these are elements tending to make the complex social-political entity 
we call “organized labor” willing to stand by the complex mixed-system 
we call “private enterprise,” even if it has to pay a moderate price in 
higher unemployment. 

But how high a price would it be willing to pay, before it would 
revise this decision and decide to espouse collectivism? No one knows 
the answer. What may be more likely is that the result would come 
about without conscious decision, partly by increasing the size of the 
collectivized sector of a mixed system, partly by laying burdens on the 
remaining private sector, increasing tax loads as the private sector 
narrows, and demanding more rigorous standards of performance than 
private enterprise can meet, and remain private. This adds another 
question to which no one knows the answer: namely, how far can this 
kind of process go before private enterprise reaches the limit of its 
capacity to adjust? For our present purpose, the point of outlining 
this network of questions is that it represents a crucial framework in 
which existing values will be weighed and out of which modified valua- 
tions will emerge, which will be of decisive importance for the destiny 
of our society. And—last but not least— these are values which the 
market is simply not adapted to measure. They are, perhaps, sociologi- 
cal or political values. But are they any more sociological than the 
value of a home on the right side of the tracks? The chief difference 
would seem to be that the market measures the one kind of value 
and not the others. 

Another of the most important products of an economic system con- 
sists of human relations on the job which are consistent with the 
individuality, worth and dignity of the worker as a human being. And 
this, once more, is not a commodity or service to be bought or sold 
and so given a monetary measure. But it is a more important product 
than many, or most, of the multiplicity of gadgets which the increas- 
ing productivity of modern manufacturing brings into being by those 
same processes of mass-production which, if left to their unguided 
natural tendencies, run risks of seriously impairing the human quality 
of the job. They do not always do so; and it may be that they need 
never do so, if properly handled. The point is that the question whether 
they impair human conditions or not, hinges on something different 
from so-called “economic motives,” meaning generally the employer’s 
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pursuit of profit, as determined by competition or monopoly, under 
conditions set by monetary demand and monetary cost. To report that 
a given employer seeks maximum profits, as so determined, may miss 
the most important things about his conduct of his business. 

The pursuit of profits may be consistent with maintaining good human 
conditions on the job, but it is not, by itself, a guarantee. It has, in the 
past, led to sweatshop conditions or other abuses. Mechanical industry 
breaks down many old-time craftsman’s standards, and needs to con- 
trive some human equivalent or substitute, perhaps of a very different 
sort. The pursuit of profits promotes the adoption of machines; the 
resulting task of creative social adjustment calls for a broader combina- - 
tion of motives. It depends less on the pursuit of gain than on the 
degree of enlightenment with which it is pursued by all the groups con- 
cerned. This degree of enlightenment may decide whether the outcome 
will be good or not. 

When one says this, one is, of course, expressing a tentative judg- 
ment on the relative importance of dollar values and costs on the one 
side, and, on the other, human conditions as gauged by some other 
standard. But what standard? We shall not ignore that question, but 
for the present we may postpone it. The standards by which men act 
are pervasive; and in time of rapid change they may be all the better 
for not being too explicitly formulated. Certainly one should avoid the 
kind of formulation which rates all values of one kind as superior to all 
of another kind; it is wrong to rate the verdict of profits as always 
superior to any other way of rating human values, but it: would be 
about equally wrong to hold the reverse always true. The economist’s 
business is, in the first instance, with the facts. And he has some reason 
to feel that, if the facts are fairly reported, a right-minded person’s 
judgment of the relative values involved will not go far wrong—not 
as far wrong as the unmodified guidance of dollar values in the market 
might lead the system in practice, if it were left to them alone. 


Scales of Importance Outside and Inside the Classroom 


If a number of thoughtful persons were removed from all suggestion 
of the conventions—of the discipline and tradition—of economics, 
and asked “what is the most important product of a country’s structure 
of industry?” there is little doubt that the prevailing answer would be, 
not “material” goods and services, or objective or marketable grati- 
fications, but people: healthy and well-energized people with strong 
and kindly characters and well-rounded development of mental and 
physical capacities; people who experience and value freedom because 
they understand and assume the burdens of achieving it, maintaining 
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it and using, not abusing it; people with roots in the past, maintain- 
ing continuity between the past and the changing future; people who 
belong to a community and are well-adjusted and cooperating members 
of it. More precisely, the most important product of industry would be 
identified as its total effect on the people concerned, including both 
favorable and unfavorable factors, judged by the general kind of 
criteria indicated. 

Now put these same thoughtful observers in a class in economics. 
They find themselves in-a different and restricted world. Here the final 
word on values is what individuals or businesses or other economic 
entities including government are willing to pay for them in markets; 
and costs are also measured market-wise, though in less unambiguous 
fashion. It is not that the student is expected to change his former 
beliefs about what is most important; he is merely told that those 
beliefs are out of place in an economics classroom, and as an economist 
he is expected to measure the total value of chewing gum, patent medi- 
cines, and erotic perfumes as greater than that of boy scout camps or 
classic literature, if people pay more for them. In some classes, nothing 
as concrete as chewing gum may appear, only abstract sums of gratifi- 
cations-bought-at-a-price. The broader questions are the business of 
sociology or ethics or both. And at the same time, the student may find 
that existing ethical judgments (for example, perhaps, the ones hinted 
at just above) are often discredited as not being based on sound and 
adequate economic analysis. Yet when he comes as a student who has 
made some ethical judgments on economic matters and wants to check 
them in the light of economic analysis, he finds that this analysis ex- 
cludes the most important evidence. It would seem that the con- 
nection between ethics and economics has somehow fallen between 
stools. 

In some classes, the student may find ethical judgments stigmatized 
as “prejudices.” Thus one who judges a. certain patent medicine harm- 
ful, on the basis of medical evidence, would be expressing a “preju- 
dice”; while a purchase of the same remedy, brought about merely by 
the persuasive tone of the radio advertiser’s voice, is not only an eco- 
nomic “fact,” as distinct from a “prejudice,” but a fact having due 
weight as evidence of “welfare,” medical evidence to the contrary not- 
withstanding. Surely, there is some confusion here. 

There might be less concern about this if the sole use to which eco- 
nomics were put were to indicate what makes things come to pass in 
markets. But these same findings are constantly used to gauge social 
efficiency and afford guides for community policy; sometimes with the 
caveat that this judgment is made on economic grounds only, and is 
open to modification on other grounds. All of which is tantalizing as 
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indicating a possible conflict between values of different sorts, but 
affording no hint as to how this conflict may be resolved or rationally 
handled. 

What I have suggested so far is simply that one way of making the 
descriptive work more enlightening is not to confine it to abstract 
utilities and disutilities (or indifferent rates of “substitution’’), but to 
give representative examples of the different kinds of human values 
involved in purchases of goods, and in the doing of a day’s work. That 
would at least make the description run in the same general kind of 
terms in which appraisals and judgments of policy are going to be 
made, and this, as far as it went, would be a gain as compared to a 
treatment consisting exclusively of abstract curves on paper. 


Examination of Different Available Agencies 


This, however, is only one of several alternative ways in which the 
matter might be approached. It might well be introduced by some 
little account of human nature, not limited to a picture of “rational” 
weighing of utilities or other alternatives, but going far enough to 
afford some basis for a concept of the main basic needs of human beings, 
as well as their desires, purposes, capacities and impulses. An alterna- 
tive method of approach is to start with some such picture of desires 
and needs, and then ask “What kinds of agencies are available for 
meeting them? And what are the strong and weak points of the dif- 
ferent agencies? What kinds of desires or needs is one kind of agency 
best adapted to serve, and what’ kinds does it tend to neglect?” The 
market is one such agency—but only one. The main alternative agency 
—but not the only one—is political government. Cooperatives, private 
organizations for educational, research or civic purposes, all are sig- 
nificant variants, having their strong and weak points and their char- 
acteristic biases and particular kinds of service to which they are best 
suited. 

It is both interesting and enlightening to compare market mecha- 
nisms with governmental, describing each in the terms we use for the 
other. The market has its nominating machinery, its campaign propa- 
ganda, its ballotting—-by customers with their dollars; the corpora- 
tion and the union have their internal political organization, with its 
problems of representation, of discipline, enforcement, and of bureauc- 
racy. The union in particular has its foreign relations (with employers 
and other unions), its negotiations, treaties and cold wars. Incidentally, 
the important process of economic bargaining and negotiation is some- 
thing that traditional economic analysis pushes offstage. Its economic 
theory waits to be constructed out of inductive generalizations, plus 
material from Neuman and Morgenstern’s Theory of Games. Then 
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it may parallel the theory of international negotiation; the two might 
well develop together. 

From the other side, government has its problems of choosing 
product-offerings to attract the customers, of truth in advertising, of 
monopolistic competition, of fulfillment of contracts. In short, these 
are not two worlds, as the classroom tends to treat them, but simply 
alternative ways of organizing for the fulfillment of desires and needs. 
Reform or progress consists of entrusting some function, or part of a 
function, to a different kind of agency. The hope is to strengthen the 
weak points of the old agency with the strong points of the new; and 
the thing to remember is that the old agency had its strong points also; 
and that when you accept the new agency, you must take its weak 
points along with the strong. 


The Method of “Strategic Decisions” 


Still another way of approaching this problem is one with which I 
experimented in my recent small volume entitled “Guideposts in Time 
of Change”: that of asking a class to imagine themselves called on 
to make the strategic decisions involved in setting up an economic con- 
stitution for a society. For example, what things would they entrust 
to “consumer sovereignty,’ under what limitations, and why? What- 
ever answers different members might make—and they could differ 
considerably—one outcome is inevitable; they will give consumers’ 
_ choices a large place, not because these are unquestionable judgments, 
nor always right, nor always better than other sorts of judgments, nor 
because no scientific evidence can be adduced for modifying them, but 
because they are good enough for many purposes, because freedom in 
these matters is universally and strongly wanted, and because com- 
plete regimentation is both intolerable and impracticable. Secondly, 
they will overrule free consumers’ choices in a wide variety of cases, for 
a wide variety of good and sufficient reasons. They will have been forced 
to weigh the kinds of values and valuations the market records against 
other kinds, and to make some kind of adjustment between them. 
After such a process, the traditional apparatus of utility curves or in- 
difference curves can hardly be taken as seriously as pure theory takes 
them. Clearly their precision is fictitious; they do not tell the whole 
story, nor furnish the final verdict. 

It seems, then, that there is a variety of methods with which teaching 
can experiment. One objection to all of them is that they take time, 
and would crowd out some of the theoretical material which courses 
are regularly supposed to cover. Granted, the question is one of the 
relative importance of the insights secured, as against the materials 
crowded out. Further, in the light of the insights gained, some of the 
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detailed elaborations of customary theoretical concepts may appear as 
expendable refinements; the concepts may appear as what they are— 
rough first approximations, covering some, but not all, of the things we 
need to know. Finally, the student will have been put in contact with 
things that should command his interest in the soundest way, because 
they are clearly important to human life and its problems. Then if he 
goes on to look at the curves in the diagrams, he should be more likely 
to remember what human facts they purport to represent—something 
he does not always remember when they are presented in abstract 
fashion. And that is an invaluable safeguard against wrong conclusions. 


Should Science Be “Value-Free”? 


There remains the objection that science should be “wertfrei,” should 
deal with facts, not values. Economics has one thing in common with 
ethics or morals: it deals, among other things, with the relative values 
of qualitatively-different ends. Its distinguishing feature is that it deals 
with people’s actual valuations, not with what these valuations ought 
to be. This we may accept, without accepting the conclusion often 
drawn from it: that economics must accept the verdict of the market 
(or verdicts of the market type) as final for its purposes. 

Market valuations are not the only actual ones; and if the goal is 
an unbiased attitude, the market has well-known and demonstrable 
biases. It is, by and large, better than various other biases, and that 
fact is one of its strong points. A dictatorship may direct a country’s 
resources to military ends, to cultivating hate and suspicion toward 
other peoples, to undermining their governments, to obstructing and 
sabotaging postwar recovery. These can become the actual ruling values 
of the society: those implicit in what it actually does. We call these 
political ends, not economic; but most ends, as ends, are non-economic. 
Economics is concerned with means and with relative ratings of ends. 
Such a dictatorship can have an economics of means to its kind of ends, 
moving tons of steel, laborers, scientists, artists and propagandists into 
a pattern aimed at getting the most out of them, in terms of the 
ruling ends. 

To us, economic objectives mean something different, because our 
ratings of ends are different. We want resources put at the service of 
the wants and needs of the members of the society, who are free to 
say what they want. They have colléctive wants as well as individual 
ones, but the collective wants are a composite picture, not a pattern 
unified by a dictatorship. In this picture, minority values have their 
place. They may have to be overruled, but this overruling is an element 
of cost or sacrifice, to be taken into the reckoning. A value of vital 
importance to a minority may deserve to outweigh a less-important 
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majority value. But in what scale? The best I know is that suggested 
by Justice Holmes: the settled judgment of the people. One might add 
that this judgment is pertinent only to the extent that it is informed 
on the nature of the alternatives at issue, and that it may be expressed 
either through the regular political channels, or through any others that 
may be available. In these terms, I suspect that, as I have elsewhere 
suggested, Justice Holmes has come nearer than the formulators of 
indifference-curves to an acceptable standard of value.’ 

There are still questions. Justice Holmes, as a judge, felt an obliga- 
tion to accept the actual prevailing judgment, whether or not he agreed 
with it; and an economist, as a value-neutral scientist, is under the 
same obligation. But there are at least three grades of standard pos- 
sible. One is the currently-effective standard: the valuation expressed 
in the conditions which society maintains. Another is the known and 
expressed community-judgment, which may be unfavorable to some 
features of these actually-prevailing conditions, though it may not as 
yet have been able to change them. And a third is a more ultimate 
ethical standard, by which the prevailing community-judgment may 
be judged right or wrong. Parallel to these, and confusing the issues, 
are the inertia of sheer custom and tradition, and the rationalizations 
of personal and group interest. These standards all impinge on one 
another in subtle and complex ways, and the disharmonies between 
them are a source of much tension and perplexity for people who try 
to rise above the simpler and more immediate dictates of particularistic 
interests. They are all, in their various ways, actual values. What is a 
value-neutral economist to do about them? 

One of the simplest, and often most effective, things is to report the 
facts about the currently-effective standard. The classic studies of 
Booth and Rowntree into nineteenth-century English poverty were 
reporting of this sort; and they also were the most effective means of 
bringing about change. They were conveying information about the 
currently-effective standard, to a public whose known prevailing stand- 
ard was higher. For this purpose, it would not have been particularly 
helpful merely to draw an indifference-map to show how the poor 
choose between different commodities. But suppose an economist wants 
to go farther, and express an ethical judgment, perhaps appealing to 
a standard different from that actually prevailing? I suggest that his 
responsibilties as a scientist can be met if, when he applies an ethical 
standard, he defines the standard he is using, and tells enough about 
the facts to make clear the kind of judgment that necessarily follows. 
The ethical standard which he so uses could be one he accepts or one 


* Cf. paper on “Types of Economic Law and their Limiting Factors,” read before 
American Philosophical Society, Nov. 4, 1949, and published in their Proceedings. 
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he rejects; the process could, at least in theory and barring natural 
human limitations, be equally objective in either case. It would leave 
the readers of his book, or the students in his class, equally free and 
forewarned, to accept or reject his conclusion, according as they accept 
or reject his standard. 

Economics has several inescapable links with ethics. First, as science, 
it has one dominant ethical imperative: the imperative to find in ac- 
cordance with the evidence. Second, the economic life which it studies 
is built upon a basic ethical requirement: the ethics of voluntary co- 
operation. Any economic system rests on law, and law rests on accept- 
ance. In our kind of system, which economizes coercion, there is all 
the more need of voluntary acceptance of the ethical standards neces- 
sary to cooperation, going beyond what law can possibly embody in 
its formal requirements. This is especially true in the modern economy 
of organized groups, freed in various degrees from the impersonal 
compulsions of unmitigated competition, and given various degrees of 
power, and discretion in its exercise. As I have said more than once, if 
the system is to go on working, it must be either on a basis of compulsion, 
or of voluntary assumption of responsibility for the exercise of 
these degrees of power and discretion which organized groups possess. 
In this enlarged sense, ethical conduct has become, more actively than 
ever before, an absolute necessity to the continued operation of a 
voluntary economic mechanism. And in that same sense, ethics and 
economics can no longer be thought of —if they ever could—as separate 
worlds; the one is part of the working mechanism of the other. 

In concluding, one may ask: what is the most dangerous thing in the 
appallingly-dangerous world we live in? One answer is “thought,” 
which has given us “ideologies” that break away from custom-tested 
mores and chart new and untried courses, ruthlessly directed toward 
intellectually-conceived goals; and has armed these ideologies with the 
resources of scientific knowledge of ways of attaining their ends. Another 
answer, representing another facet of the same devastating set of forces, 
is “power at the service of a sinister purpose.” And a close runner-up is 
“power without purpose, or without adequately-defined and well- 
grounded purpose,” because it leaves the house swept and garnished 
for the entrance of the seven devils of sinister purpose, who—in the 
decade of the fifties—will not neglect the opportunity. 

From the standpoint of these questions, what is economics? In the 
first place, it is thought. In the second place, it is thought about means, 
neutral as between ends, ready to be put at the service of whatever 
ends the people may have: in short, power without defined purpose. 
As such, it qualifies as one of the most dangerous things in the world. 
It is all the more dangerous because its main instrument—the market— 
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is not a passive instrument, but a social institution, which acts as if it 
had a life and purposes of its own, independent of those of the people 
who operate it, and doing things to them that none of them planned 
or desired. It will be our master, not our servant, subjecting us to its 
purposes, not serving ours, unless we are very clear what our purposes 
are, and work hard at the problem of making them effective, where- 
ever the market does not automatically do so. 


Does the Task Fall on the Humanities? 


Dean J. Douglas Brown of Princeton—-an economist—is reported 
as commenting on an increase in enrollment in the humanities in these 
words: “This indicates that young men realize that the answers to 
many of the problems facing the world today lie in the humanities, 
` where they may gain an understanding of the age-old values which- 
have been the strength of Western civilization. Students are seeking 
to understand the values inherent in our religious and humanistic 
heritage so that they may accept them as a guide to action. Knowledge 
in the fields of science and social science, standing alone, may be turned 
to purposes which are disastrous to our way of life.”” This estimate 
of the importance of the humanities is unquestionably just, as is also 
the warning of the liability of physical science to misuse. This warning 
may apply equally, or even more, to economics, if it is handled so as 
to be effectively insulated from the values found in the humanities. 
But need it be so handled? 

This theory of the insulated treatment of economics seems to rest 
on the idea that an economic system is a neutral instrument, furnishing 
people means of realizing their values, whatever these may be; so that 
if the system does not produce humanely satisfying results, that can 
only be because the individuals operating it did not have the right 
- values. The misleading character of this can be brought out by carrying 
it one step farther, to the implication that if the system is inhumane, 
the thing to do is to educate the values of the individuals that compose 
it, but not to change the system; an inhumane or a humane people 
would find the same system equally serviceable to their quite different 
ends. This last is clearly false. If the system is to serve a changed 
scheme of values, the system must change: as, for instance, by the 
growth of labor unions or social insurance. The system is not a neutral 
instrument—this will bear reiteration. While the humanities are speak- 
ing from the classroom with the somewhat muffled voices of books and 
of the past, the values of the market-place—good, bad, and indifferent 
—are speaking with the urgent voice of present expediency and neces- 
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sity, with no tender regard for the heritage of the past and often with 
no visible connection, no formative cultural roots. 

Nevertheless, there is a positive cultural value in the ethos of volun- 
tary cooperation, and the study of economics should deepen one’s 
understanding of it, as well as of its effect on other cultural values, 
_and why it has the effects it does. What do the humanities do with this 
very real cultural value? As represented by current literature, they 
strongly suggest that, far from capturing the economic system for 
humane values, or at least waging a positive campaign toward that 
end, the victory has gone in the other direction, and it is current litera- 
ture, or major sections of it, that has been uprooted and torn loose 
from its cultural base by the impact of the material world of the pres- 
ent. Toward the economic system, current literature seems starkly 
and dangerously negative, presenting it as an arid waste of sordidly © 
selfish and otherwise purposeless striving. Unsparing criticism is es- 
sential to a free system, but this somehow lacks sufficient two-sided 
understanding to be constructive in effect, and instead impresses one’ 
as the kind of criticism that is either impotent, or likely to throw the 
baby out with the bath. I realize that current literature has many sides 
that are strong and positive. I am not indicting it as a whole, merely 
registering what seems a widespread and dangerous tendency in its 
representation of things economic. American politics is no better than 
it is, partly because so many good Americans look down on politicians. 
Are they coming to look down, in somewhat the same way, on business 
men, and if so, what effect will this have on the quality of a civiliza- 
tion in which statesmanlike business leadership is becoming more im- 
portant than ever before? 

In the field of religion, the attitude is, naturally, more positive and 
more responsible; and in this field much important formative thinking 
is being done on economic problems. The difficulty here is twofold. 
Religion starts with values so pure they are likely to seem inapplicable 
in any economic and political life except one for which an earthy 
humanity is not yet ready. And if one tries to carry out some of these 
values in the world of politics, business or trade unions, one faces the 
necessity of marginal adjustments between values of different sorts. 
But because these values have been presented as absolutes, not subject 
to compromise, the individual finds himself convicted of inevitable sin, 
no matter how selfless his motives and how clear his understanding, 
because, forsooth, he is acting like an economic man and weighing 
marginal increments of different kinds of values against one another. 

In spite of these difficulties, religious sources are furnishing a large 
and growing body of material, treating economic problems with techni- 
cal competence and in the light of religious standards. The great. papal 
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encyclicals on these subjects are well known, while the Federal Coun- 
cil of Churches has issued studies of a high order, well suited to use as 
auxiliary classroom material. More ambitious projects for series of 
texts have been broached. On the international level, the Amsterdam 
Conference was significant, but more in terms of general attitudes than 
specific issues. In this and some other recent pronouncements, the 
attitude toward an ill-defined entity called “capitalism” appears to an 
American more a reflection of the struggle against communism than a 
realistic picture of actual alternative tendencies. 


An Age with a Split Personality 


All this is evidence that our age has a badly split personality. Re- 
ligion, art and literature, economic life and economic analysis, are too 
little integrated with one another, to put it mildly. The handling of 
economics as a discipline insulated from the content of human values 
is not solely responsible for this state of affairs, but it bears its share 
of responsibility, and lies under a corresponding duty to present its 
material as an integral part of a working scheme of social values. As I 
have tried to indicate, this does not require the economist to sacrifice 
his scientific objectivity—rather, the shoe is on the other foot. Such 
handling of economics will not by itself be enough to heal the split 
personality of our time, but it should represent the contribution that 
economics is in-a position to make toward that unification, and it might 
be a fairly important contribution. 

Not that we need a uniform and unanimously-held scheme of valués: 
that is not what freedom and democracy mean. The highest values in 
our scheme must be those that permit difference without disruption, 
and contention without disintegrating conflict. The common purposes, 
of which we stand in deep need, must be such as bind together widely- 
diverse particular purposes, rather than extinguishing them in a blank 
uniformity. It is differences that develop the electric potentials that 
have power to get things done, and we need that kind of difference, 
stopping short of shattering potentials. This kind of unity in variety 
we need to achieve, before we find uniformity imposed on us under 
some totalitarian compulsion, because we have been unable to com- 
pose our differences voluntarily. 

The modern student needs to get a sense of the situation his country 
is in, which is inseparable from a sense of the situation the world is in. 
He needs a sense of the values that are at stake, in internal conflicts and 
in conflicts with the values of other countries. This would define for him 
that sense of purpose, lack of which is the weakest point of a free- 
individualistic-utilitarian society, in contrast to totalitarian cultures. He 
needs a sense of historical movement, balanced by a sense of enduring 
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elements persisting through change. He needs a sense of shifting rela- 
tions between community and individual, between ruler and citizen or 
subject. And he needs a sense of unsolved problems, in a world that is 
not finished, but becoming. Student and teacher are probably about 
equally at fault m demanding finality where it does not exist. It takes 
more than economics to give all: these forms of awareness, but economics 
has its contribution to make, if it is willing to make it. 

In conclusion, while I have argued strongly against the attempt to 
exclude values from economics, or to recognize only market ratings, I 
have recommended no one way of dealing with them. Instead, I have 
indicated a number of different ways with which it might be fruitful 
to experiment. Any one of them might help to restore more effective 
liaison between economics—a science of values—and the values which 
are its natural subject-matter; while at the same time improving, 
rather than impairing, the value-neutral quality of the treatment. 


ELEMENTARY COURSES IN ECONOMICS 


Wittiam W. Hewitt, Chairman, Mary JEAN BOWMAN, EDWARD 
E. HALE, Bruce W. KNIGHT, SHOREY PETERSON 


Introduction 


Most of the material used in the preparation of this report was ob- 
tained by the circulation of three questionnaires. The first question- 
naire was addressed to instructors and was designed to sample current 
practices in the teaching of the first course in economics. The second 
was addressed to a much broader cross-section of academic economists 
and was designed to collect opinions concerning the most desirable 
practices in the organization and teaching of the elementary course. 
The third, and last, questionnaire concentrated its inquiry on opinions 
and experience with the so-called National Income Approach; it was 
mailed to all institutions that had received either (or both) of the first 
two questionnaires. Part I of this report attempts a collation of the 
replies received by the Subcommittee. Part II ventures to draw con- 
clusions from the data and to make recommendations for the improve- 
ment of the course in elementary economics. 

The diversity of opinions expressed, and the unwillingness of re- 
spondents to accept the limitations fixed by the wording of various 
sections of the questionnaires, made the collation assignment difficult. 
Respondents rarely answered all the questions. In numerous instances 
where a choice of several alternatives was requested, they refused to 
be so restricted and exercised an assumed privilege of checking several 
alternatives—not always consistent with each other! Therefore it is 
only fair to admit that what should be an unprejudiced statistical 
summary of replies may in truth turn out to be an interpretation 
colored by the personal philosophy of your chairman who made the 
final analysis. 

Copies of the three questionnaires are appended to this report. Data 
on replies are indicated for each question. Since only the more impor- 
tant issues are covered in the summary that follows, the reader should 
consult the appendix for answers to any specific question in which he 
may have special interest. 


Current Practices in the Teaching of Elementary Economics 


1. What is the rank, number of credit hours, and organization of 
the typical elementary course in economics? In 86 per cent of the re- 
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porting institutions, the elementary course is given at the sophomore 
level. Of the remaining institutions, one gives the course at the junior 
level and the rest are designed for freshmen. In 65 per cent of these 
institutions, the course runs two semesters and carries six hours credit. 
Only 13 per cent of the reporting institutions give a one semester, 
three credit course. Five report a four hour course and one a ten hour 
course. When multiple sections are necessary, 70 per cent use com- 
pletely independent sections. Only two cases of exclusive use of lec- 
tures was reported. With but a single exception, all reporting institu- 
tions use a text book, and two out of three make some use of collateral 
readings. 

2. Is there a freshman course which is not a course in economics, 
but which is prerequisite to the introductory course? Out of 56 institu- 
tions answering this question, only seven reported such a prerequisite. 
However, in answering the opinion questionnaire, an even 50 per cent 
of the replies favored a joint orientation course in social science #f 7 
were offered in addition to the first course in economics. But opinion 
was almost unanimously against permission to substitute the orienta- 
tion course for the first course in economics. It is very clear that our 
colleagues will have no part of an orientation course that cuts into the 
enrollment of the first.course in economics. 

3. Should there be only one course in economics at the elementary 
level? There were 94 replies to this question and 65 (or almost 70 per 
cent) favored one course for all students. Those who favored more 
than one course at the elementary level, were primarily concerned with 
the distinction between major and nen-major students. Very few 
respondents believed that content should be adjusted to the needs of 
each professional school. Apparently professional students were classed 
as non-majors, and one course for all non-majors was considered suffi- 
cient to satisfy all needs for differentiation in subject matter. 

4. What are the primary objectives of the elementary course? A 
number of questions related to this issue were included in the opinion 
questionnaire. The general trend of the answers placed heavy emphasis 
on the development of analytical thinking and method of analysis. 
Preparation for citizenship and general cultural values received sur- 
prisingly slight support. Respondents were more concerned over estab- 
lishing a solid foundation in basic principles. For example, in answer 
to the question, “How much emphasis (if any) should be given price 
theory at the elementary level?” almost 70 per cent replied “heavy” 
or “substantial.” And 90 per cent insisted that discussion of current 
economic problems should be directed toward “vigorous and realistic 
handling of principles.” If our sample can be accepted as representa- 
tive, the majority of teachers of economics believe that training in 


54 THE AMERICAN ECONOMIC REVIEW 


theoretical analysis is the primary objective of the elementary eco- 
nomics course. However, the validity of this conclusion can be ques- 
tioned on the basis of replies to the next question. 

5. What should be the content of the elementary economics course? 
Respondents to the questionnaire sampling current practices disclosed 
that in all but four reporting institutions the introductory course is a 
general survey of the whole of economics covering all, or nearly all, the 
topics included in such textbooks as that of Fairchild, Furness and 
Buck. About half of these institutions concentrated on principles the 
first semester and applied economics the second term. Answers to the 
opinion questionnaire were a little difficult to interpret on the issue of 
desirable content. One question asked, “Should a student’s first con- 
tact in college with economics be a course concerned primarily with 
... ?” and then four alternatives were listed. However, our colleagues 
refused to be bound by the limits of the questionnaire and although 
a total of 99 were returned, the votes on primary emphasis total 136. 
By multiple voting the respondents were indirectly objecting to the 
selection of any one objective as primary; they evidently believed 
several objectives were equally important. Economic principles re- 
ceived the most votes, but economic institutions ran a very close second. 
From these answers it is reasonable to conclude that the typical ele- 
mentary course covers a very wide range of subject matter—theory, 
current problems, and institutions. With three exceptions, even the 
one semester courses show this same wide coverage. And the consensus 
of opinion seems to agree with the practice. 

6. Should the national income approach be used in the elementary 
course? The first two questionnaires failed to ask this question directly, 
but the opinion questionnaire did include the question, “How much 
emphasis (if any) should be given at the elementary level to the recent 
developments in the theory of employment and business fluctuations?” 
A large majority was rolled up against any such emphasis. Most replies 
recommended “little,” “brief,” or “light” emphasis, and seven replied 
flatly “none.” Apparently the question was misunderstood and since 
several committee members agreed to this interpretation, the chairman 
prepared and distributed a special questionnaire concerned with the 
national income approach. Unfortunately, the debate on this interest- 
ing innovation has been clouded by a failure to agree on the meaning 
of the phrase. To some economists the national income approach is 
the infusion of national income accounting into the stream of tradi- 
tional neo-classical theory. The primary materials are the size, varia- 
tion, and component elements of the gross national product. The stu- 
dent is taught to differentiate such concepts as national income, per- 
sonal income, gross national product, net national product, and aggre- 
gate expenditures. He learns to break down aggregate expenditures 
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into consumer expenditures, investment expenditures and government 
expenditures. All this may give a quite new orientation to the elemen- 
tary course, but integration with the traditional content is not too 
difficult. However, a growing number of economists believe that a much 
more fundamental issue is at stake, namely, emphasis upon aggregate, 
or full-employment, economic theory at the introductory level. These 
economists move far beyond an elaboration of national income account- 
ing, into an analysis of the determinants of national income and the 
causes of its fluctuations. They stress “the level of total spending as 
determined by the interplay of the forces of saving and investment.’” 

The national income approach of course owes its inspiration to the 
work of Lord Keynes and. those who are rebuilding on his work. 
Proponents of both groups would probably agree that it means, in the 
language of Professor Samuelson, the use of the national income as 
the central unifying theme of an introductory course or text.? But at 
that point all agreement appears to end. The special questionnaire 
attempted to keep the record straight by calling the viewpoint of the 
first group, the National Income Accounting Approach and the Second, 
the National Income Determination-Full Employment Approach. Of 
the eighty-five replies received, sixty-six (roughly 78 per cent) reported 
that they were using some form of the income approach. Of the sixty- 
six affirmative answers, twenty-six classified their course as of the 
national income accounting type and forty thought that income level 
determination-full employment best described their practice. Only 
two replies expressed -an intention to discontinue the income approach 
and of the eighteen institutions not yet converted, three expected 
conversion in the near future. One of our well-known older colleagues, 
evidently using the national income approach under duress of younger 
staff members, in answer to the question, “Do you plan to continue 
the income approach?” replied “not unless they make me!” This 
is not an isolated case. It is evident that the waters of faculty opinion 
have been stirred to turbulence in many normally quiet Gothic halls. 

Answers to questions calling for an appraisal of the case for and 
against the income approach were very interesting. The strongest argu- 
ment in favor of the income approach in the opinion of our respondents 
is that it places course emphasis upon the important economic issues 
of the day. Second place goes to the argument that it supplies the tools 
for the formulation of a policy of control. The opposition gives most 
weight to the claim that the neo-classical, or traditional, type elemen- 
tary course supplies a better foundation training for beginning students. 
They also believe that the present state of income analysis is too fluid 
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to be taught at the elementary level, and that, if handled adequately, 
the analysis becomes too advanced for beginning students. 

To sum up, if the sample is reliable, the majority of current courses 
in elementary economics use some form of the income approach. The 
real drive for the innovation appears to come from economists who 
are enamoured with the potentialities of income analysis for public- 
policy making. On the other hand, the opposition appears to grow out 
of a deep seated apprehension that the use of income analysis in the 
elementary course inevitably gives the student strong indoctrination 
in the belief that our economy can be, and should be, controlled. One 
member of our Subcommittee was interested in the age distribution 
of the respondents. An accurate check proved to be impossible, but 
by the use of various sources, such as the Handbook of the American 
Economic Association, the chairman attempted a rough classification. 
Generally speaking, proponents of the use of income analysis in the 
introductory course fall within the younger age groups and opponents 
the older age groups. Better data are needed to establish this conclusion 
beyond a reasonable doubt, but it does appear that one’s opinions on 
this issue are considerably dependent upon the economic climate 
prevailing when one attended graduate school. 


Some Conclusions and Recommendations 


1. The number of objectives and the content of the elementary 
course should be reduced. A simple answer to an admittedly complex 
problem is always vulnerable to sharp attacks by skeptical critics. 
- Nevertheless, anyone who takes the trouble to study the replies to our 
questionnaires, or initiates his own opinion poll, will be forced to con- 
clude that the fundamental error in current practice in the teaching 
of the first course in economics can be summarized in one word—7- 
decision, And the most pertinent recommendation can be phrased in 
four words: make up your mind. Because of the reluctance of in- 
structors to select one major objective for the course and then stick 
with the selection, the content of the elementary course has expanded 
beyond all possibility of adequate comprehension and assimilation by 
a student in one year of three class hours a week. An inevitable feeling 
of frustration results. Some of us relieve our consciences by placing the 
blame on the quality of the textbooks available, and publishers have 
become unhappily familiar with the incessant shifting from text to text 
in many institutions. But no author can give satisfaction if we persist 
in crowding into one course content necessary for such a diversity of 
objectives as: “‘a firm training in theory,” “comprehensive understanding 
of current economic issues,” “preparation for a business career,” and 
“preparation in citizenship.” 
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For example, one of the best, and most widely used, current texts 
covering the entire field of general economics allots only 15 pages to a 
summary of accounting, 16 pages to the broad area of organized labor 
and labor problems, and 31 pages to the difficult subject of public 
finance, Each of these subjects requires the presentation of consider- 
able detailed information, as well as time for student discussion if a 
reasonable degree of understanding is to be acquired. To expect any 
worthwhile results from two or three class hours is ridiculous. It 
would be out of order to castigate the author of this text, for he, like 
his competitors, is helpless; there is no point in writing a text no one 
will use. The fault rests with those of us who are responsible for the 
administration of elementary courses. The coverage in such courses 
must be reduced. To comprehend economics, a student must have time 
to think through the subject for himself. If this conclusion is accepted, 
just what material should be included and what excluded? One need 
not insist on complete uniformity; there are many alternative course 
plans that will satisfy the test of reasonable content. Generally speak- 
ing, we might differentiate three basic alternatives: (1) study of the 
economy as a whole; (2) contemporary economic issues and economic 
policy; (3) an introduction to economic theory. 

The first of these alternatives, Study of the Economy as a Whole, 
gives an excellent opportunity for a well integrated course in which the 
national income approach can be emphasized. The course would begin 
with the usual introductory material—the subject matter of economics, 
the structure of industry and fundamental concepts. It would then 
move into an extended analysis of the national income and the com- 
ponents; there is no better technique for helping the beginning student 
to visualize the going- „spect of our economy as a whole. Next 
would follow a survé, ur economic principles consistent with the ac- 
cepted doctrine of the instructional staff in charge. The course would 
conclude with a study of comparative economic systems—the obvious 
method of bringing into a sharp focus the year’s study of the capitalis- 
tic economy as a whole. The selection of appropriate collateral readings 
presents no problem in such a course. Students would be required to 
read and discuss the reports of the President’s Economic Advisory 
Committee. They would follow the Federal Reserve Bulletin monthly 
reports on business indices, prices and the various break-downs of the 
national gross product and national income. Time permitting, current 
news of economic planning in action in Russia and Great Britain would 
be effective and there would be room for assignments in the theory of 
economic planning. Such a course would have unity and the several 
parts could be well integrated. Content could be restrained within 
reason. 

The second course option, Contemporary Issues and Economic 
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Policy, would be based upon a text covering economic problems, or 
applied economics. The emphasis would be placed upon abundant in- 
stitutional and descriptive material. Theory would be drastically limited 
to the essential concepts, definitions, and principles necessary to an 
understanding of the problems under discussion. It is surprising how 
little theory is required in such a course if the instructor keeps clearly 
in mind that his instruction is intended for beginning students. One 
does not need Professor Stigler’s price theory to explain the problem 
of public utility evaluation, nor does one require the theory of Profes- 
sor Chamberlin to explain to a class the manner in which the incidence 
of an income tax differs from that of a sales tax. The major difficulty 
is that no one has written a short, simple, presentation of economic 
principles that is suitable; the instructor is forced to meet the de- 
ficiency out of his own personal resources. It would be an interesting 
assignment to fill in this gap in our literature. Collateral reading for 
the contemporary issues course would be focused on training the stu- 
dent to follow the news intelligently. He might be required to read 
some publication such as the United States News and World Report. 
There are many variations open for the use of the current news ap- 
proach and students may acquire a life-time reading habit of real 
lasting value. 

The third alternative, An Introduction to Economic Theory, needs 
little elaboration. A good stiff text must be adopted and time allowed 
for a thorough mastery of that text. Workbooks containing penetrating 
questions and exercises prove very useful and parallel assignments in 
several competing texts can broaden the students’ horizons and sharpen 
their tools without increasing the number of topics to be covered. All 
collateral reading should embellish the theory, rather than extend 
course coverage. This is not easy to do without unintentionally lifting 
the content beyond the sophomore level. However, the rich and grow- 
ing literature of economics supplies an abundance of excellent ma- 
terial. Restraint and careful planning are all that is necessary to solve 
the problem. 

All these suggestions are offered only as illustrations of alternative 
possibilities, not as blueprints. Each institution has its own individual 
needs and careful adaptation is always necessary. 

2. Economics should be granted a more importanti place m Liberal 
Arts requirements. Only three of our respondents to the questionnaires 
reported that an introductory course in economics was required for 
the Bachelor of Arts degree. Thirty-two replied that the course was 
one of a limited number of courses from which students seeking the 
B.A. degree must make one or more choices. Courses in the bracketed 
group numbered from two to twelve and included almost every subject 
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in the college curriculum other than the natural sciences. Since only 
a small proportion of the students who register for the first course in 
economics subsequently select the field as a major, it is easy to under- 
stand why the instructional staff in economics strives to give a com- 
prehensive survey in their one chance to reach a limited number of 
students. The competitive struggle among college departments for 4 
share of the students’ time is at the root of the trouble. Traditional 
subjects—sciences, languages and literature have a firm grip on the 
average Liberal Arts curriculum. With the expansion in number of 
subjects and courses offered, the process by which requirements for 
graduation are established resembles more closely congressional pro- 
cedures used in formulating a new tariff law than it does a conscientious 
search for a balanced educational program. We have been too modest 
in our demands for a share of the students’ time, and a campaign for 
more emphasis on the study of economics at the college level is long 
overdue. Any success in this direction would relieve somewhat the 
present extreme pressure on the elementary course in economics. 

3. Students should receive more training in the use of analytical 
tools. Although no question was concerned directly with this issue, 
there is some evidence that the typical course in elementary economics 
tends to concentrate attention on the elucidation of economic prin- 
ciples, rather than on training the student to make effective use of the 
principles he has learned. Examination questions test the student’s 
ability to explain, rather than his ability to use principles. Workbooks 
are designed to remedy this defect and may prove to supply the best 
teaching method. In any case, the student should not be left with the 
feeling that he has mastered a system of formal logic. Economics is 
intended to equip him with a technique for grappling with current 
economic problems. It is a subject that must be taught realistically. 
This does not mean that less emphasis should be given theory in the 
elementary course. Some instructors appear to believe that unless in- 
stitutional material and current problems are given heavy emphasis, 
the student loses a sense of reality. Such is not the case. The most 
abstract principle can be given the breath of life by careful selection 
of illustrative material and skillful class presentation. It is the in- 
structor who creates the atmosphere of the classroom, rather than the 
content of the course. 

4, Students should be trained to follow current news. Training in 
the use of economic principles is facilitated by bringing current issues 
into the classroom. Intelligent reading of the newspaper should be a 
course requirement. It is very true that class discussion of a news item 
is time consuming; and the topic of the day’s lesson can rarely be 
coordinated with the news of the week. But the rewards are great. 
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replies), and 4 subjects (4 replies) out of a total of 32 replies. With 
the exception of a few cases where election is from a broad area of 
subjects amounting to almost free election (e.g. California requires 
4 one-year courses out of a list of 11 options) no institution replying 
requires more than 2 courses and most only 1 course. Subjects listed 
cover the entire college curriculum excepting only the natural sciences. 
Political science is mentioned 26 times, history 22, sociology 21, 
philosophy 11, anthropology 7, geography 7, and psychology 6 times. 


c. required for all B.S. degrees conferred in the Liberal Arts college? 
Yes 4 No 36 
d. required for some B.S. degrees conferred in the Liberal Arts college 
but not for others? Yes 9 No 25 
If your answer to d is “Yes,” for what B.S. degrees is the course re- 
quired? 
The 9 “yes” replies cover a wide range of professional schools and in 
no case is a given school (agriculture for example) listed in more than 
2 replies. 
If the introductory course in economics in the Liberal Arts curriculum 
is of sophomore rank or higher, is there a freshman course in eco- 
nomics? Yes 20 No 35 
(If your answer to Question 3 is “Yes,” answer Questions a, b, c, and 
d below. If your answer is “No,” pass on to Question 4.) 
a. Is the freshman course prerequisite to the introductory course? 
Yes 1 No 19 
b. Is the freshman course required for the B.A. degree? 
l Yes 2 No 17 
c. Is the freshman course required of economics majors? 
Yes 5 No 15 
d. Is the freshman course required of majors in any social science 
other than economics? Yes 5 No 15 
If your answer to Question 3d. is “Yes,” list the social science majors 
which require the freshman course. 
In the replies History, Sociology, Political Science and Secretarial 
_ majors are mentioned. 
Is there in your curriculum a freshman course which is not a course in 
economics but which is prerequisite to the introductory course in 
economics? Yes 7 No 49 
a. What is the title of this course? 
b. Briefly, what subject matter does it cover? 


Contemporary Civilization .............. bro teashea ears 2 replies 
Introduction to Social Sciences ................-0-- 3 replies 
Economie  EUISLOLY sananen et cad-s wes donde Bild 2 replies 


Questions 5 through 18 below apply exclusively to the introductory 
course in economics in the Liberal Arts curriculum. 
What is the rank of the introductory course in economics? 

7 Freshman 48 Sophomore I Junior Q Senior 
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6. Approximately what percentage of the total enrollment in the intro- 


10. 


ductory course consists of 
Freshmen: In two cases 100% of class is freshman. Three replies re- 
port from 40% to 60% freshman. Most cases reply below 15%, 
including. 29 replies that indicate freshmen are excluded. 
Sophomores: In most cases the sophomores make up the bulk of the 
class. 
Juniors: Most common situation is 15% to 25% of class. Only 4 
replies reported above 30%. | 
Seniors: Only 2 cases of 20%. The rest all below, with 5% the most 
common percentage. 
What is the value (in semester hours or equivalent) of the course? 
In 39 cases the course is 6 semester hours. In 12 cases the semester 
hours required are 3. Two replies give 2 hours, and one reported 10 
hours, 
How many hours per week does the class meet? 
37 replies report a 6 credit course meeting (in all but 2 cases) 3 times 
a week. 
13 replies report 3 credit courses meeting (in all but 2 cases) 3 times 
a week. 
In one case 10 hours credit was reported, with 5 meetings a week. 
If the course is one of two semesters or equivalent, do students receive 
independent credit 
a. for the first semester without completing the second semester? 
Yes 27 No 22 
b. for the second semester without completing the first semester? 
Yes 11 No 40 
How is the class in the course organized? 
a. As a single group or unit meeting in one class? 
Yes 12 No 35 
If your answer to 10a. is “Yes,” check which of the following teach- 
ing methods are used and the approximate percentage of total class 
time for which each is used: 
Replies show very wide variation that is hard to summarize. Most 
common case appears to be about 30% to 40% discussion and 60% 
to 70% lecture. Only 4 mentioned problems and 1 used visual aids. 
b. As a multiple section course? Yes 45 No 8 
If your answer to Question, 10b. is “Yes,” please answer Questions 
(1), (2), and (3) below. 
(1) Is each section controlled and conducted independently by its 
instructor? Yes 24 No 19 
(2) Are all sections integrated under a single control? 
Yes 38 No 7 
If your answer to (2) is “Yes,” answer Questions (a) and 
(b) below: 
(a) How is the control exercised? 
24 Through a staff member in charge of the course. 
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12 Through a committee of staff members in charge of 
the course. 
By other means (specify): Informal conference, common 
examinations, and text are mentioned in a few cases. 

(b) With respect to what matters is control exercised? (Total 


of 44 replies) 

Lesson assignments ............-..eeee 30 replies 
Examinations 402. sab Sui ce se weeaas eee 31 replies 
Problems ‘552.2550 entadente dee ee sass 14 replies 
Teaching Methods ...............0e0e0- 19 replies 
Textbook or books .............00e00e 44 replies 


Others (specify)—-Informal conference on general scope, 
content, and methods of giving the course. 
(3) How is the course conducted? 
As a lecture course exclusively 
1 For all students meeting in one group 
ł For students meeting in independent sections 
26 By discussion in independent sections only 
11 As a combination of lectures (for all students meeting in 
one group) and discussion in quiz sections 
If the course is conducted as a combination of lectures and discussion 
in quiz sections, please specify. 
Discussion hours greater than lecture in all but three cases. Two hours | 
discussion and one lecture is most common. Average size section re- 


ported was 20 to 40. l 
Is a textbook used? Yes 54 No 1 
Are collateral readings assigned? Yes 38 No 13 


If collateral readings are assigned 
a. Are they weighted 
9 as of major importance in the course 
30 as of minor importance in the course 
b. What means are used to check the students’ readings? 
34 Inclusion of questions on collateral readings in examinations 
16 Requirement of written or oral reports on collateral readings 
3 Submission of notes on materials read 
Other (specify): Few replies and of no real significance. 
c. Are the readings closely related to the analytical sequence of the 
course? a Yes 37 No 5 
d. Check which of the following indicate the nature of the readings: 
29 replies Assignments in other textbooks 
26 replies Contemporary books on economic subjects 
8 replies Economic classics 
28 replies Pamphlets and reprints of articles on economic subjects 
25 replies Current periodical literature 
15 replies Newspapers 
Others (specify): No significant replies. 
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Check which of the following written work is required: 
1030 MmU QUIZZES: aar ann yo yow eae cewes NA 36 replies 
Number of 10-30 Minute Quizzes given per semester (or equivalent) 
EEE N Vary from 2 to 25, with most common number 10 to 15 
Hoür Examinations sensis pinsi nane nd tle Roe wR aR Stare 53 replies 
Number of hour examinations given per semester (or equivalent) .. 
eres Sag eevee AE en ieee tas code Vary from 1 to 7. Most common 2 to 3 
Final ISxamimation: ees craris Sie aaa oe ews 55 replies 
Prop es 263265 .0F on etd eee ade meee 27 replies 
Other written work: Essays, answers to assigned questions, reports 
on news, are most common. 
Is the introductory course in economics in your institution a general 
survey of the whole of economics (covering say, all or nearly of the 
topics included in such textbooks as that of Fairchild, Furness, and 
Buck) ? Yes 43 No 2 
If the introductory course is a general survey of the whole of eco- 
nomics, l 
a. Is the first half (or part) of the course devoted to principles (“pure” 
economics) and the latter half (or part) to applied economics? 
Yes 23 No 25 
b. Are principles and their application integrated throughout the 
course? Yes 45 No 2 
If the introductory course is not a survey of the entire field of eco- 
nomics, check the topics which are included in the course. Indicate by 
a double check those topics to which major emphasis is given. 
Not enough replies to be significant. 
If the introductory course is of sophomore rank or higher, is there a 
freshman course in economics? Yes 19 No 30 
If your answer to Question 17 is “Yes,” answer Questions a and 0 
below: 
a. Check which of the following is included in the subject matter of 
the freshman course. 


ECONOMIC DISO Syst. rer AoE a tee ee ak 12 replies 
Description of economic institutions ...............6. 9 replies 
Elementary economic theory .............000eese 0s 5 replies 


Other (specify): 10 replies, all different. Mentioned are account- 
ing, economic resources, geography, comparative economic systems, 
social study survey. 
b. What is the purpose of the course? 
9 to prepare students for the introductory course 
8 to meet the needs of students who will take no other work in 
economics 
10 to provide an elective in economics open to freshmen 
Other purposes (specify): Only 3 replies. Vocational educa- 
tion was suggested once. 
If only one introductory course in economics is offered (55 replies) 
a. What is the purpose of the course? 


19. 


20. 
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46 To serve as a prerequisite to advanced courses in economics 

35 To serve the needs of economics majors 

22 To serve the needs of professional school students. 

50 To enable liberal arts students who may take no other work 
in economics to achieve maximum comprehension of economic 
matters 
For other purposes (specify): Only 6 replies of little signifi- 
cance. 

b. In your opinion which of the purposes listed in a receives primary 
emphasis as the course is now conducted in your institution? 

25 replies mention Liberal Arts general background as objective. 

22 mention prerequisite to Economics major and preparation for 

advanced work in Economics. 

Questions 19 and 20 are to be answered if more than one introductory 

course in economics is offered in your institution. 

List each introductory course by title and specify the type of students 

for which each is offered. 

Cannot give summary here except to note that it is frequently the 

policy to give a more general-type course in Economics in colleges 

other than Liberal Arts. 

Do the courses listed in Question 19 differ materially in content? 
Yes 12 No 2 

If your answer to Question 20 is “Yes,” wherein are the differences 

in content? 

Chief difference noted in reports is an institutional-descriptive type 

course vs. a Principle course. Several schools reported a preference for 

the Principles, as the second course. 

If you wish, please describe any characteristics or peculiarities of the 

introductory course(s) in economics as given in your institution which 

are not covered in the foregoing questions. 

Little gained by this question not already brought out in previous 

questions. Part II of the questionnaire gives more information than 

received in answer to this question. 


Part II: Opinions Concerning Elementary Economics 


Do you consider the basic purposes in the teaching of elementary 
economics to be the same regardless of the student group involved? 
Yes 66 No 28 
a. If your answer to question 21 is “yes,” please state these purposes 
and indicate the relative importance of each. 


Basic Principles Foundation ................20000 eee eee 25 
Understanding our Economy ........--.... se eee ee eee 25 
Basis for advanced work in Economics .............-....5- 21 
Preparation for Citizenship .............-.000 ee eee eters > 
Understanding our Institutions ..................) 2.0008 13 
General CHUTE serade crien aeia ea a on 2 


Business Preparation «..<4séesseavetesasiclsceestaae cen 2 
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Note: Heavy emphasis in comments on development of analytical 
thinking and methods of analysis. Only two returns men- 
tioned issue of alternative Economic Systems. 

b. If your answer to question 21 is “no,” please give reasons. 
There were 32 replies—4 more than answered “No” to the question 
because of unwillingness to give a “yes” or “no” answer! Most replies 
placed emphasis on distinction between majors and non-majors. The 
majors should be trained in theory and analysis; non-majors should 
receive a more general course, most replies emphasizing economic 
problems. Many recommended institutional and historical material. 
Several desired the same basic’ course for all students, but a shift in 
emphasis and illustrative material for engineers, home economics, etc. 
Should there be only one course in Economics at the elementary level? 
Yes 65 No 29 
a. Explain your answer. Answers about same as for question 21. 
b. Rank of Class: 


Freshman 22) rede peta as 9 replies 

SODHOMOKE® rererr erea So. ee 66 replies 

TUMO 1c sieht ra CESARS 2 replies 

SEDO sadee a i rnaen anI ETEEN 0 replies 
c. & d. Value in Semester Hours: 

0 OUTS 24030 ae-bamed na 15 replies (3 times a week) 
A HOUS bsicdcianeeweanss 3 replies (4 times a week) 
S HOUS scoe eena i 5 replies (5 times a week) 
Gt Oe aerar sa dea 46 replies (all but 4 cases 

3 times a week) 
O MOS 2 Actin A 3 replies (4 times a week) 
TO- HOUS 2.4 sew es 2 replies (5 times a week) 


e. How should the class be organized? 
1. Single Group or Unit Meeting in one class? 
Yes 9 No 31 


2. As a Multiple Section course? Yes 67 No 9 
(a) Should each class be controlled independently by its in- 
structor? Yes 18 No 31 


(b) Should all sections be integrated under single control? 
Yes 55 No 7 
(1) How should control be exercised? 
bai MMi sade sabe Shee ea ed cadad vee 36 
COMMITICE sacccusheoe ethane beer eeee eet’ 24 
Note: Many replies suggested a loose, informal control 
with frequent staff meetings. 

(2) With respect to what matter should control be exer- 


cised? 
TVEXEDOOK: 4. srt. did. ideo oR au eee aie oaa aes 60 
Lesson Assignments ......... cece cee ee teen 49 


EXAMINATIONS 63 on cece haw a a 49 
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Collateral Readings ............... eee ae 30 
PIODIOMS: gearanan e lose cheat ea ie eas 24 
Teaching Methods .........c.000sesccenceos 17 
(c) How should course be conducted? 
As lecture course only ..........cce ce cence ceecees 2 
Discussion in Independent sections only ........... 45 
Combination of Lecture and section discussion ...... 25 
Number of lectures per week: 
One Der WEEK srserisieip roi t SANE EE ENIAN 12 
TUO Der Week:05.344-coiors ATA AEA es 5 
Three per week iyd4oveciendcetmetse sexe teresa 4 
Number of Quiz section meetings per week: 
TWO Der Week eiaa Taa AN EOS Na 13 
Three per week ........nesnenenneserserrernro 6 
Four Der Week «4656 22t.ssocsverdacdette wo taads 1 


Approximate number of students per Section: 
Most replies fixed the number at 25 to 30. 
f. Should a textbook be used? Yes 75. No 2 
g. Should Collateral Readings be assigned? 
Yes 58 No 10 £Optional 2 
1. How should Collateral Readings be weighed? 


NAET o E NE Beanie aaa he ae aot eae eae 48 
Majo areae cate a Pee ca eho ewes eabas ats 12 
2. What means should be used in checking students’ readings? 
Questions in examination ........ 0.0.0.0 ese eee ee eee 48 
Written and oral reports ............ 0. cece cence eee 2i 
SUUM NOES cr cat fees Sade ar EEE EE 4 
Noche Ree Hie. ota nerne a e aaa a a 3 
3. Should the readings be closely related to the analytical sequence 
of the course? Yes 55 No 4 
4. What should be the nature of the readings? 
Pamphlets and Reprints of articles ................055 48 
(Current Penodicals faces so: diane ay dee Se eee ee alee 35 
Contemporary DO0KS jou.2-2.6 ho aie aoa saean ewe aaa 33 
Other textbooks saar batii 5 ade xed EE enews 22 
ECONOMIC CLASSICS: 22.2) toad ade chawewasedrduseaed eens 17 
INGWSDA DCIS 2c seh bo dos Gn adew a e oe eee eee ee 16 


Note: Several replies added Government publications and Cor- 
poration reports, semipopular journals such as Nation 
and New Republic. 

h. What written work should be required? 
10- to 30-minutes quiz: (Most replies fell in group of 5- to 15- 
minute. Only 7 replies recommended more than 15.) 
Hour Examination: Most replies—2 or 3 a semester. 
Final Examination: 74 replies said “yes.” 
Problems: 32 said “yes.” 
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Other written work: A number of replies recommended term pa- 
pers; one suggested homework on problems, and one approved of 
weekly reports. 

If in your opinion there should be specialized courses in economics at 

the elementary level, what courses should be provided? 

A course for students who plan to take no additional work in eco- 


nomics? Yes 24 
A course for students who plan to take additional work in economics? 
Yes 26 


A course for Professional Students, irrespective of school? Yes 5 
Separate courses for students in each professional school? Yes 6 
If in your opinion there should be specialized courses at the elementary 
level, indicate briefly what subject matter should be emphasized in 
each specialized course. 
Eight replies to this question. No new ideas not covered in previous 
questions appeared at this point. 
Should there be a joint orientation or survey course in the social 
sciences? 
a. In addition to the introductory course in economics? 

Yes 36 No 36 
b. To serve as a substitute for the introductory course in economics? 

Yes 7 No 56 

Should a student’s first contact in college with economics be in a course 
concerned primarily— 


a. With economic principles (Theory)? Yes 43 No 10 
b. With economic problems? Yes 24 No 10 
c. With economic history? Yes 29 No 13 


d. With a description of economic institutions? 
Yes 40 No & 
e. Others. 26 replies, chiefly supporting a combination of all above. A 
number want economic history. Cannot summarize these replies. 
In your opinion, how much emphasis (if any) should be given at the 
elementary level to recent developments in the theory of employment 
and business fluctuations? 
Large number of replies with heavy majority for “little,” “brief,” 
“light.” Opinion is against heavy emphasis. Seven replied “none.” 
a. Is it useful at this level to discuss the major areas of agreement and 
conflict among economists in this field? Yes 34 No 54 
44 replies included some comment. Those replying “yes” usually 
emphasized that student should at least know differences of opinion 
exist, should be trained to be critical and tolerant. Those replying 
“no” believed that beginning students would be confused and 
should be given only what is generally accepted; leave this issue 
for advanced classes. 2 
In your opinion, how much emphasis (if any) should be given price 
theory at the elementary level? 


29. 


30. 


ok: 


32. 
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Light or elementary emphasis .................... 29 replies 
Heavy, or substantial. c.05 tose eee aGle ties aulvtnekds 60 replies 
a. Is it useful at this level to attempt well-rounded, nicely articulated 
analysis involving long and short-run hypotheses and various gra- 
dations of competition and monopoly? Yes 31 No 48 
Comments add little to the discussion. A number of replies cau- 
tioned against too much refinement of mathematical type of anal- 
ysis. 
In your opinion, should distribution theory be taught (if at all) 
essentially— 
a. Along lines of factoral analysis? Yes 37 No 3 
b. As an integral part of price theory? Yes 59 No 4 
c. As an aspect of theories of money or employment? 
Yes 8 No 13 
Comments here added very little. 
To what end should the discussion of current economic problems be 
directed? 
a. To arousing the student’s interest in economics? 
Yes 78 No 1 
b. To training in rigorous and realistic handling of principles? 
Yes 67 No 6 
c. To leading the students to “right” conclusion on public issues? 
Yes 25 No 33 
Comments run along levels of “teach him to think,” “teach him to 
study economic issues,” “to relate economic problems to other 
social problems,” “to make student aware of complexity of eco-: 
nomic issues,” etc. 
Apart from the content of economics, should there be any concern 
with providing the student with a rigorous analytical discipline? 
Yes 60 No 22 
Large number of comments, but add little to the question. 
To what end should examinations be primarily designed? 
a. To test knowledge of facts? Yes 29 No 16 
b. To test ability to reproduce verbal formulations? 
Yes 4 No 26 
c. To prgmote facility in presenting and supporting opinions? 
Yes 47 No 8 
d. To facilitate and test comprehension of concepts and relationships? 
Yes 87 No 1 
Comments largely reinforce opinions expressed in answers to other 
questions. Three comments of some special interest are: 
1. Papers should be returned and discussed before class to get value 
out of examination. 
2, What you include in examination would depend on purpose and 
aim of course. 
3. It is hard to test for point (c) in large classes. 
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Part II: Supplementary Questionnaire 


Are you using any form of the National Income Approach in your course 
in elementary economics? Yes 66 No 18 
To some instructors the National Income Approach means a study of the 
size, variation, major components, etc., of gross national product, i.e., 
the broad area we may call National Income Accounting. To others, it 
means in addition, a basic recasting of the theory and the sequence of 
presentation from the traditional to the so-called full-employment or 
Keynesian viewpoint. 
If you answered Yes to Question I, please answer the following: 
A. Which of the above options best fits the course at your institution? 
National Income Accounting 23 
National Income Determination and Full Employment 38 
Note: Two replies stated both options described their courses equally 
well. Three replies stated neither option fits their course. 
B. Do you plan to continue your use of the National Income Approach? 
Yes 62 No 2 
Note: In the two replies of “no” to Question II B. one stressed the fact 
that the National Income Approach was too complicated to teach 
at elementary levels while the other reply stated this approach was 
merely the latest fad of the younger economists and of limited . 
validity. 
If you answered No to Question I, please answer the following: 
A. Do you plan to adopt the approach for your course in the near future? 
Yes 3 No 12 
In your opinion, which of the following best describes the merits of the 
National Income Approach? 


1. Student interest is increased. 2 (19) 
2. Places course emphasis upon the important economic issues of the day. 
23 -(13) 
3. Theoretical analysis is better adapted to explain the operation of our 
American Economy. 11 (12) 
4. Supplies the tools for the formulation of a policy of control. 8 (18) 
5. Other. 6 


Note: The first number following each statement is based upon replies 
from those questionnaires on which only one statement was 
checked, while the numbers in parentheses were derived from 
questionnaires which contain two or more choices of equal value. 
Six questionnaires attempted to give several choices by means of 
a preference scale, but these choices are included in the total as 
multiple choices of equal importance since they did not change 
the overall results. 

In answer to Part 5 of Question III the following major categories of 

answers were given stressing the merits of the National Income Approach 

other than those listed: 

A. Excellent device for measuring over-all magnitude and resulting effect 

of definite economic policies. 
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B. Supplies material which is deficient in traditional approach. 
C. Offers interesting objective application of basic concepts for a very 


intelligent student. 


IV. In your opinion which of the following best describes the case against the 
use of the National Income Approach? 


i 
2. 
3. 


4. 


5: 


Present state of the theoretical analysis is too fluid to be taught at the 
elementary level. 8 (18) 
If handled adequately, the analysis is too advanced for beginning 
students. 9 (17) 
Available text books are not as yet well worked out for student study 
and classroom use. 13 (8) 
Neo-classical (i.e., traditional) approach supplies a better foundation 
for introductory training in concepts, methods, limits, etc., of eco- 
nomics. 16 (16) 
Other. 8 (1) 


Note: The answers to these statements concerning the major cases against 


National Income Approach are grouped in the same manner as in 
Question II. 


In answering Part 5 of Question IV the major categories of deficiencies 
of the National Income Approach were found to be: 


A. 


B. 
C. 


Gives student strong indoctrination in belief that economy should be 
planned and controlled. 

Obscures importance of neo-classical value and distribution theory. 
Gives student over-simplified picture of how economy operates and 
of problems encountered in stabilizing our economy at high levels of 
activity. 


. Several replies stated that there was no case against this approach 


while one reply could only find fault with it on the grounds that it 
was a departure from conservative economic theory. 


INTEGRATED INTRODUCTORY COURSES IN THE 
SOCIAL SCIENCES 


Morris E. Garnsey, Chairman, MELVIN M. KNIGHT, MAYNARD C. 
KRUEGER, Craw P. Marick, Ropert D. PATTON, 
J. LAURENCE PHALAN 


The decision of the Executive Committee, in April, 1944, to set up 
a committee on the undergraduate teaching of economics and the 
training of economists was an event of major importance to the econ- 
omists of the United States. To be sure, this expression of interest 
and concern for the better teaching of economics was not with prec- 
edent. In 1909 and again in 1911 significant conferences on the teach- 
ing of economics were held; and during the next thirty years occasional 
round-table discussions took place, and articles on the subject were 
published in various professional journals. Nevertheless, the condi- 
tions which brought about the 1944 decision were entirely unprece- 
dented. The great depression of the thirties and World War II had 
forced a broad re-examination of economic science and educational 
philosophy. As a result of this re-examination a major revolution in 
Economics took place. “Probably,” said Howard Ellis, in 1948, “no 
decade or score of years in the entire history of economics could match 
those just passed in innovation, sharpness of controversy, and volume 
of writing.’ 

Obviously, the results of this revolution had to be incorporated into 
the content and methods of the teaching of economics and the training 
of economists. In some ways this was not too difficult. By 1944 the 
general nature of the revolution in economics had been fairly well 
established and some of the more striking aspects of the new doctrines 
already had trickled down to the level of the elementary text book. 
On the other hand, the revolution in educational philosophy was not 
yet consummated at the time of the Executive Committee’s action in 
1944, The concept of general education was still in the incubation 
stage as far as the rank and file of college teachers was concerned 
although the course in Contemporary Civilization at Columbia had 
been functioning for twenty-five years. The now-famous Harvard Re- 
port, “General Education in a Free Society” did not appear until 1945 
'11In the Preface to A Survey of Contemporary Economics. Published for the American 
Economic Association by the Blakiston Co., Philadelphia, Pa. (1948) 

* Harvard University Press, Cambridge, Mass. 
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and the findings of the Cooperative Study of General Education spon- 
sored by the American Council on Education were not published until 
1948.° 

Even now it is doubtful if the far-reaching significance of the new 
philosophy has been fully appreciated, or its full impact on the teaching 
of economics and. the other social sciences as yet experienced. For the 
philosophy of general education is the product of a new twentieth 
century society which has not yet fully emerged, while the old eco- 
nomics and the old curriculum were adapted to the environment of a 
century now passed. The social sciences achieved their differentiation 
largely during the late eighteenth and nineteenth centuries. The tend- 
ency toward sub-division and specialization which began after 1800 
has continued up to the present for purposes of research; and equally 
specialized courses within the curriculum have followed as a matter 
of course. This subdivision of social science disciplines was doubtless 
necessary and perhaps inevitable once enough of the materials and 
techniques had accumulated to enable a discipline to set up house for 
itself. Each field could point to methods which were somewhat different 
from those employed in even closely related fields. The nature of its 
subject matter yielded more fruitful results where specialized tech- 
niques could be applied. l 

As it attempted to ensure an increasingly rigorous treatment of 
economic phenomena, economics reached a position where it was able 
to break away from political economy, and had to do so. Psychologists 
found it essential to hew a path of their own in order to get at the facts 
of human behavior because the philosophy of the early nineteenth 
century wavered between rationalism and romanticism. The age of 
discovery and the early missionary movements had unearthed countless 
societies hitherto unknown, and it was only a matter of time until 
romantic speculation about the noble savage had to be supplanted by 
a comparative study of cultures—and thus, anthropology and sociology 
were born. In every field of inquiry the need for more rigorous methods 
dictated a fragmentation of knowledge, so that in the end the general 
classification of instruction into music, mathematics, philosophy and 
gymnastic of Plato’s day became the many-compartmented institution 
which is the American university. 

A second factor in the atomization of higher learning occurred as 
college education became democratized and the four years in college 
came to be looked upon as a training period for a career. A growing 
number of persons of only average ability could be made to earn their 
way in dollars and cents with the aid of a specialized curriculum. Thus, 
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even the traditional Principles of Economics course itself became the 
product of a long trend in specialization and professionalization. It 
has attempted to introduce the student to the special kind of reason- 
ing and to a smattering of the facts used by the professional economist. 
It is one of the many introductory courses evolved by the compart- 
mentalization of higher learning which seemed perfectly natural in 
the nineteenth century individualistic society, but which are coming 
to be severely criticized in the twentieth. 

It now seems apparent that in philosophy and in behavior the out- 
standing characteristic of the present century is the still growing 
tendency to emphasize a holistic and collectivist point of view. If we 
look at education and life today we find this trend taking many forms. 
Looking about us we can see the disparate forms of modern life re- 
forming into wholes once again. In law and in politics the most signifi- 
cant single change in outlook is that involving an increased emphasis 
upon the power and rights of the community over the formerly exag- 
gerated rights of the individual and property. Government initiative 
in the public interest can be expected to increase, and public policy 
for a long time to come will involve affirmative action of the whole 
over its parts. In psychology some of the most fruitful research is 
found in studies of the total personality and group behavior. In an- 
thropology emphasis is shifting to the culture concept, and to the joint 
efforts of psychologists and anthropologists to show the effects of 
social patterns upon the basic personality. In economics the Keynesian 
analysis might be said to correspond to the Gestalt of the psychol- 
ogists, and the reunion of the economist and the political scientist is 
once more bringing the political economy of Adam Smith to the fore. 

There would seem to be justification, therefore, for the great interest 
now manifest in integrated courses. Such concern is not an accident, 
nor is it merely an educational fad. There is a genuine desire on the 
part of many to synthesize the parts of the social sciences into a new 
whole, not only for teaching purposes but for group research projects 
as well. It follows that the best equipped technician in the social sci- 
ences, as well as the most useful citizen, would seem to be the one who 
is familiar with the broadest range of related problems and the great- 
est variety of techniques. General education is presenting to institu- 
tions of higher learning a challenge which may well affect, in the long 
run, every aspect of their policy. For the most part it has as yet con- 
fined itself to the inauguration of a course or courses on an experi- 
mental basis, with the major problems arising over their content, or- 
ganization and staff. If the movement in the direction of general edu- 
cation should show satisfactory results, it seems inconceivable that 
broader matters, such as curriculum, electives, types of examinations— 
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indeed the whole purpose and function of our colleges and universities 
—should not be reconsidered. Certainly a new balance in our present 
two-fold goal of training for a job and for the good life will have to be 
worked out. 

We are now only in the first stages of the larger problem-—that of 
establishing the validity of the general course as an educational in- 
strument. At first the purpose of such a course might seem to be more 
along the line of enriching the understanding and preparing for citizen- 
ship; and yet, where the general education program is not adminis- 
tratively divorced from the regular curriculum, some consideration 
must be given to professionalism. In many cases the general social 
science course will doubtless have to perform yeoman service for both. 
A question might be raised as to whether it can do this, and, if it can, 
what will the course look like? 

The objectives of this Subcommittee have been more narrow than 
this—namely, to attempt to secure a reasonably generalized picture of 
the experiences of our institutions of higher learning in organizing and 
conducting integrated courses in the social sciences. When it began its 
work in 1945, the Subcommittee was immediately faced with the 
question, “What is meant by an integrated introductory course?” 
Rather than attempt to define such a course, when preliminary informa- 
tion was being sought, the Subcommittee sent to a random selection 
of institutions a questionnaire containing the broad question, “Is there 
a social-science or survey course offered in your institution?” and the 
respondents were permitted to make their own decisions as to what 
comprised such a course. 

Obviously, the method followed was weak in a number of ways. It 
was believed, however, that the advantages of freedom of response 
outweighed the weaknesses. In particular it was felt that the responses 
in themselves would work toward developing an acceptable meaning 
for the much-used phrase, “an integrated course in the social sci- 
ences”; certainly, there is not yet any universally accepted meaning. 
The lack of uniformity is readily perceptible in the purposes of. the 
courses as reported by respondents, in the titles of courses given, 
in the subject matter dealt with in the courses, and in the variety of 
departments participating. This is stated merely as fact, and not as 
derogation. Indeed, in view of the relative newness of work along these 
lines and in view of the different objectives and curricular structures of 
our colleges and universities, the experience being gained through the 
present variety of efforts and experiments may well, in the long run, 
prove most fruitful. 

The Subcommittee’s questionnaire was sent out in the Fall of 1945 
to approximately seventy institutions selected at random but designed 
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to give regional and institutional-size representation. Replies were 
recelved from 45 responding institutions; of these, 16 signified that 
they were offering integrated courses in the social sciences, 10 were 
giving some consideration to such an offering, while the remaining 
19 either never had such a course or had experimented with one and 
abandoned it. Some institutions reported that their courses had been 
in existence for twenty-five years or longer, while others were just 
beginning. 

Because of changes in Subcommittee membership, analysis of re- 
turned questionnaires was not possible until 1949, when analysis was 
made and the data were brought down to date through letters requesting 
additional information from those institutions which had originally re- 
ported course offerings and from those which had originally reported 
courses as being under consideration. There were ten of the latter 
colleges, three of which reported the introduction of a course between 
1945 and 1949. These three were added to the original sixteen colleges 
reporting the offering of an integrated course, in deriving figures 
shown below. 

What follows, therefore, is a report of the experiences of nineteen 
colleges and universities which have successfully inaugurated and car- 
ried on an integrated course in the social sciences. Not all of these 
colleges have had the same immediate purposes in creating such a 
course, nor encountered the same problems, nor met the same objec- 
tions to the course from antagonistic or indifferent faculty members. 
On the contrary their total experiences seem likely to have been wide 
enough to embrace almost every situation which any college or uni- 
versity would be likely to face in its own attempt to carry on an 
interdepartmental course in the social sciences. 

It is for this reason that the Subcommittee feels that this report can 
be of value to economists and social scientists in. general. We present 
no statistical summation of the total number of colleges offering or not 
offering integrated social science courses, and very little quantitative 
description of such courses, except in the appendix. Instead, the report 
contains a qualitative account of the success and failure of a group of 
forward-looking institutions which have attempted to anticipate, within 
the disciplines of the social sciences, the needs of the twentieth century 
college student for an over-all, integrated view of society. 


Purposes of the Integrated Course 


The purposes for which the general course was offered were found 
to be numerous and varied. The Subcommittee sought information in 
this area in two ways: one, through the original questionnaire, and 
subsequently, through letters addressed to six other institutions which 
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have conducted successful integrated courses for a period of years. 
The summarization of questionnaire reports, together with abstracts 
from replies received from the Subcommittee’s later letters, illustrates 
the variety of reasons for offering the integrated course while at the 
same time it shows that the integrated course generally owes its origin 
to attempts to eliminate basic inadequacies in the “conventional” type 
curriculum. 

The reasons reported by colleges completing the questionnaire may 
be classified as follows: 


12 institutions: because of the need for integration of the social sciences 

2 institutions: because the secondary schools have failed to give students 
a satisfactory insight into the nature of the social world in which we live 

1 institution for each of the following reasons: 

“Because non-liberal arts students had no economics or social science at all” 

“Because of the limited number of hours in the curriculum and the student’s 
need for overall knowledge” 

“Because of the need to effect a sharp break from secondary school 
methods” 

“Because of the student’s need for a year of maturing process” 

“Because of lack of training in economics in secondary schools and because 
of no previous contact with business” 


More detailed responses regarding the purposes of the course were 
obtained from those institutions queried by letter, and abstracts from 
their replies are contained in the following paragraphs. 


Columbia University: “Our course purposes, in the language of its found- 
ers, ‘to raise for consideration the insistent problems of the present.’ In serv- 
ing this ambitious purpose, we have, of course, limited our problems to how 
people make a living, how they live together, and how they understand the 
world and their respective places in it. In pursuing this end, we devote the 
first year of study (four class meetings a week throughout the year) to the 
genesis of contemporary political, economic and social forms and operating 
principles. We pick up the lines of development in the late Medieval period 
and examine their changes from that time to the present. 

“In doing this, we make extensive use of opinions expressed by significant 
contemporaries'to the changes concerned. Thus, in studying the shift from 
feudal society toward absolute monarchy, we naturally draw upon Machia- 
velli and other significant thinkers of that period to provide some rationale for 
the course of events. Later, we abstract somewhat from John Locke with regard 
to the emergence and development of democratic ideas, and still later from 
Adam Smith, when our purpose is to provide a rationale for economic liberalism. 
In the course of the year, we draw upon the ideas of about one-hundred such 
- contemporary ‘commentators.’ One educational effect that we hope to get 
from this procedure is that of demonstrating to our students that the great 
thinkers, whose ideas they come in contact with, were thinking about critical 
situations and were not stirring up a lot of ideas in a vacuum. We also 
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attempt, in this year of study, to show the relation of the various trends we 
examine to each other. 

“In the Sophomore year, we study going economic, political and inter- 
national institutions and problems. Educationally, we want our students to 
try to become, on their own account, ‘significant thinkers’ in the sense that 
the earlier great men, whose work they have examined, were significant. 

“They study a good many economic and political forms but do not general- 
ize this study to the point of reaching any theory of value or theory of the 
state. They seem to get a fair understanding of the mechanics of our financial 
system, of the forces which operate in dealings between employers and work- 
ers, and so on through a whole range of our current problems. In the soph- 
omore year we lay a great deal of stress upon matters of foreign policy and 
the conflict between what has come to be regarded as the national interest 
and the requirements for comity and peace. This second year’s work is made 
pedagogically difficult because of its inconclusiveness. In the first year’s work, 
the students are dealing with problems and processes which have reached 
some sort of ‘culmination’ in the past, whereas, in the second year they are 
dealing with problems and trends which may work out in a variety of ways. 
We try to get them to see-—for example—that St. Thomas Aquinas also looked 
out upon a world of confusing problems, as did the various other great think- 
ers they encountered in their Freshman year.” 

University of Florida: “We organized our course in order that students 
might understand the social, economic, and political trends of the twentieth 
century world; how the world got in the fix it is today. The world is not 
crazy; there are reasons for the crisis of our times.” 

Harvard University: “The general course in the social sciences was from 
the beginning part of the plan of the Harvard Committee on General Educa- 
tion whose Report has since been very well publicized. The reasons behind 
this course, then, are no less than the reasons behind the whole Report.” 

Sweet Briar College: “The objective is to offer basic materials in the field 
of the social studies for all students as part of their general education and to 
provide a foundation for further work in the four specific areas included in the 
division for those who would continue in the field. Since a parallel aim is to 
give perspective to the student in facing present-day problems as a citizen 
both of the United States and of the world at large, some solutions of the 
difficulties of selection in a general ‘orientation course’ suggested themselves: 

“The Sweet Briar course selects materials from modern European History 
from 1500 to the present in such a way as to emphasize those events and 
traditions which have been of outstanding importance in shaping the eco- 
nomic, political and social institutions of the Western World. Insofar as 
techniques useful in the social studies are imparted, the emphasis is on the 
‘historical? method of use and comparison of sources and evaluation of 
evidence.” 

Middlebury College: “Our orientation course aims to acquaint the student 
with the major events and the trends of contemporary civilization. The first 
term is concerned primarily with the background of European civilization and 
significant influences for the immediate future. Significant historical events, 
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political and economic experiments, and international relations are studied. 
The second term deals with the principal aspects of man’s progress in the 
Orient, the near East and the Americas.” 


The statements just quoted are necessarily brief, yet they reveal a 
consensus of agreement in the broad purpose of fitting the student to 
practice the art of citizenship in a free society. Language may vary 
but there is common agreement concerning the primary aim. This is 
particularly noticeable in the letters written in 1949 when the move- 
ment toward general education was well under way. The Subcommittee 
concludes, therefore, that although only a few of the nearly 1500 
colleges and universities in the United States were conducting an 
integrated course in the social sciences between 1945 and 1949, these 
few were in general agreement concerning educational goals. 

It is also apparent from the returns to the questionnaire* that the 
organization and staffing of an integrated course presented a number 
of pedagogic and administrative problems. Crossing as it does depart- 
mental and subject matter lines, the course attaches to itself problems 
often not found in the individual discipline courses. Most common 
problems reported by questionnaire respondents have been grouped 
together and are discussed in the following section of this report. In a 
succeeding section objections, as distinct from problems, are discussed. 

Discussion in this section is carried on under the following headings: 


1. Should an integrated social science course be required of all students? 

2. In what year, or years, should the course be given? 

3. Should the course be a prerequisite to study in the more specialized 
economics courses? 

4, What is the best staff organization for an introductory general social 
science course? 

5. What subject matter would be covered by the course? 

6. What is the attitude of the faculty in general toward the course and how 
may that attitude be improved? 

7. What is the attitude of students toward the course and how may that 
attitude be improved? 


(1) Should an integrated social science course be required of all 
students? The Subcommittee found no evidence to the effect that 
the integrated course was generally required of all students in those 
colleges where it was offered. Colleges which did make the course 
mandatory for all undergraduates did so, to quote from respondents, 
“because all students, irrespective of vocational intent, are social 
beings and citizens in a democracy,” and “to provide every graduate, 


4 An analysis of questionnaire returns covering these, and other, questions is presented 
in the appendix to this Subcommittee report. 
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regardless of whether he follows up the course with specialized courses 
in the social sciences or not, with a working comprehension of our 
institutional structure and a way of thinking about the problems which 
ramify this structure.” And because “high school graduates are so often 
woefully ignorant of the causes and present trends of the great social, 
political, economic and cultural developments of the day, particularly 
outside of the United States, and because in an overspecialized curricu- 
lum it is so likely that much of his high school weaknesses will be 
carried forward through college years,” it is necessary to expose all 
students to the general course “to give them insight into the society of 
which they are members, to develop social awareness, social conscious- 
ness.” : 

While the members of the Subcommittee feel that the integrated 
course serves best as an antecedent to the study of general economic 
theory, it is also felt that advantage to the non-social-science major 
may accrue through substitution of such a course for a “regular” intro- 
duttory course in economics. Too often non-major students are thrown 
into a principles of economics course designed almost exclusively for 
economics majors. To many such students the course, with its stress 
upon technical tools, is either dull or esoteric. Consequently, they do 
not recognize the importance of the subject matter in its meaningful 
relationship to their actual everyday life. The charts and graphs and 
theories become academic hurdles to be cleared by hook or by crook. 
Of course, a mere haphazard “survey” course does not solve the 
problem, and it may easily worsen the situation by comparison to even 
the most specialized and abstruse introductory course. In arguing 
the superiority of an integrated course for non-major students, we 
_are thinking of a form of integration which we believe superior to that 
usually attained in “survey” courses: 

It is the Subcommittee’s opinion that an integrated course should 
be required of economics majors to provide a basis for later work 
in the specialized field and to relate the basic concepts of the separate 
social science disciplines with one another. The course, in our opinion, 
provides a “springboard” to further and specialized study in the 
social sciences. We believe that an integrated course will not properly 
serve as a substitute for the study of systematic economic theory. 
When an integrated course precedes the more technical study of 
economic theory, however, it becomes possible to make the study 
of theory more “advanced” and mature than it otherwise would be. 
This seems to be confirmed by experience at Columbia, the University 
of Colorado and other places. 

(2) In what year or years should an introductory general social 
science course be given? Without exception, all of the colleges offering 
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an introductory general course in social sciences did so in the first or 
first and second years of the student’s program. There obviously is, 
however, no overriding reason to limit study of this character to these 
two years. As one respondent stated, it may be just as desirable to 
make work of this kind a capstone rather than a foundation stone to 
a student’s course of study. When this is done (as it is in a good many 
colleges) it is clear that the purpose is to effect a synthesis of the—too 
frequently—fragmentary results of collegiate education, and not to 
provide an integrated foundation for a student’s work in college. Ob- 
viously, it would be quite impossible to reserve the general course for 
final years of the student’s program, if it is to serve as the basis for 
more advanced study. Moreover, in the freshman year students are 
usually less involved in extracurricular activities and are likely to be 
more open to new ideas and interests. The beginning years of college 
lend themselves especially well to a general course, if it is to be a re- 
quired course. 

The reasons why the course is generally found in the early years 
of college was well summarized by one respondent in the following 
words: “Our course continues for two years and is required of all 
freshmen and sophomores. Our reason for making it a lower college 
requirement is that it forms a ‘springboard’ for more specialized work 
in the social sciences, and also because we find that the first two years 
of college are the only years in which we can expect our students to 
pursue a required program of study. The need for pyramiding their 
college program into somewhat intensified specialization as the student 
progresses in his education is due to the admission requirements of 
professional schools and also to the normal intensification of the stu- 
dent’s interest in some special field of study.” 

(3) Should the course be a prerequisite to study in the more special- 
ized economics courses? The Subcommittee is of the opinion that the 
general course should be introduced with a primary thought to the 
non-social-science majors, but if the course is offered, it should be a 
prerequisite to more specialized economics courses as well. All of the 
respondents to our inquiries are not in accord with us in this state- 
ment. Colleagues, in their opinions on this matter, range all the way 
from those who have little use for the general course as a prerequisite 
to specialized study to those who are firm in their conviction of its 
value. As shown in the analysis of questionnaire data in the appendix 
to this report, the general course is a prerequisite to more specialized 
work in only a few institutions. 

Obviously, the purposes and types of integrated courses offered are 
of utmost importance in determining the answer to this question. The 
respondent from one large university, in replying to this question, 
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stated that “we have definitely decided that these (integrated) courses 
are not commonly preparatory to specialized work.” At another com- 
parable institution, however, the reply was that “the course is a pre- 
requisite to the study of government, sociology and economics. All of 
these departments have found that having it as a prerequisite is of 
‘benefit to their departmental courses and enablés them to start their 
courses with justified assumptions that their students have common 
experience.” 

(4) What is the best staff organization for an introductory integrated 
course? No single staff organization is the “best” for all situations. It 
is obvious that the particular problems in this direction faced by a 
large university with a large staff may be entirely different from those 
which are presented to a small institution. However, the same basic 
underlying problem is found in either case, that is, to have a staff 
which has both interest in teaching the integrated course and compe- 
tence to do so. 

Perhaps the most desirable end is to secure people who are able to 
contribute effectively to their respective specialties and at the same 
time able to maintain a wide enough knowledge and interest to partici- 
pate effectively in the integrated course. 

In some institutions this dual competence of staff is sought through 
having members who are active in both the participating departments’ 
specialized activities and those of the integrated course. In such a 
situation, the position taken is generally that persons who are special- 
ized in some phases of the work of the participating departments are 
able to contribute more to the development and conduct of the course 
by virtue of their specialized knowledge. Where faculties are organized 
on divisional—as against sharply-drawn departmental—lines, it may be 
both desirable and easy to have most of the members of a social science 
division participating in a general introductory course. Even where 
organization follows departmental lines, it sometimes has been possible 
to maintain a staff drawn from the several social science departments 
with an esprit de corps at least as high as in any of the participating 
departments. Colleges with both schemes of organization report that 
the specialists composing the staffs of their general courses enjoy the 
diversity of experience the program entails, and also enjoy an im- 
proved sense of participation in an academic community made up 
largely of specialists. 

No matter what organization is followed, unless instruction in the 
integrated course is rewarded as well as other teaching, the quality of 
the work will be inferior; the staff either will deteriorate through the 
loss of its abler members or will suffer from both a too-rapid turnover 
and a lack of maturity. We believe that instruction in the social science 
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course should not be a junior staff activity, but should have equality 
with all other teaching. l 

(5) What subject matter should be covered by the course? Needless 
to say, a few of the courses reported to the Subcommittee as integrated 
courses are hardly distinguishable from courses in specialized disci- 
plines. Material content at some institutions was confined to economics 
or to history alone. The Subcommittee believe that a true integrated 
course must of necessity include at least some economics, sociology, 
history, political science, social psychology and anthropology. But 
these areas should never be covered fer se in the general course; in- 
stead they should be integrated to explain the movements and trends 
of our time. 

(6) What is the attitude of the faculty in general toward the course 
and how may that attitude be improved? The questionnaire respondent 
at one large university stated that perhaps two-fifths of the faculty 
disapproves or is skeptical of the integrated course. Several of the 
total of 45 respondents stated that their institutions had tried out 
such a course, but had dropped it after some trial, or that its intro- 
duction had been decided against after some consideration. It is evi- 
dent, as will be considered in greater detail below under “objections,” 
that this kind of course has not been viewed with favor by the major- 
ity. Yet numerous institutions where the course has been in existence 
for many years find little, if any, faculty opposition to it. 

Respondents from most of the latter colleges reported that the staff 
was originally skeptical of the course and that the skepticism had 
been eliminated only by understanding and by participation in plan- 
ning. Faculties demanded, above all, to be shown that the integrated 
course was not merely a watered down version of their own disciplines 
and that instruction in it was not mere stopgap employment for junior 
faculty. When these requirements were manifestly met, faculty ac- 
ceptance often was automatic. 

(7) What ts the attitude of students toward the course and how 
may that attitude be improved? Student polls have been conducted in 
various institutions reporting to the Subcommittee. In one of these, the 
students have for the past ten years completed a confidential question- 
naire, without identifying themselves, in which they have been allowed 
to express their opinions freely on content, method and value of the 
course. The reactions have been overwhelmingly favorable; over 90 
percent of the students have been most favorably impressed by the 
course. Other institutions reported that the measured responses of stu- 
dents showed a liking for the course by a majority of students and 
enthusiasm for it by a large number. 

Of course, some evidences of student dissatisfaction were discovered, 
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but these usually arose from inadequacies of content or teaching 
sometimes in courses subsequently abandoned. Respondents to ques- 
tionnaires did report objections of pre-professional students who 
wanted nothing to “interfere” with their professional studies. We do 
not consider this latter a valid objection. Today, with growing recogni- 
tion of the need for general education, there is decreasing likelihood 
of students being permitted to follow a program of study which does 
not include some course or courses in social science. Thus, it becomes 
a question of whether pre-professional students will find integrated 
courses or specialized discipline courses more understandable and 
satisfying. All our findings are in favor of integrated courses. There 
is no sure-fire guarantee that such students will find an integrated 
course more valuable than a specialized one unless it seems clearly re- 
lated to the individual students’ interests. This, quite obviously, raises 
a pedagogical issue. 

The Subcommittee reiterates and reemphasizes the need for good 
teaching to make an orientation course interesting and important to 
students. While good teaching patently is a virtue in all academic 
programs, it is an absolute requirement in an integrated course. 


Objections to Integrated Courses 


It is impossible completely to separate problems regarding the 
integrated course from objections to it. The preceding section of this 
report described certain of the most common problems disclosed by. 
our survey; in the present section the most common objections to 
the course voiced by questionnaire respondents are discussed. We 
shall attempt to avoid repetition of statements made in previous sec- 
tions, but, because of the close relationship between problems and 
objections, some repetition may be unavoidable. 

Listed below are objections to the integrated course which the Sub- 
committee found to be expressed most commonly. Brief discussions 
of the specific objections follow the listing. 


(1) To learn a trifle about everything is futile, and that is what an 
integrated course attempts. 

(2) Nothing is accomplished in an orientation course which could not be 
done more effectively in other courses. 

(3) It is impossible to introduce the course into the curriculum without 
sacrificing basic social-science study. 

(4) Teachers cannot be adequately trained in all of the various specialized 
fields that must receive attention in an orientation course. 

(5) Most colleges have no adequate system of fixing responsibilities for 
administration and conduct of such a course. 

(6) Advancement of junior faculty members is contingent upon demon- 
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strated skill in specialized disciplines; therefore, it is unfair to expect 
them to be interested in the orientation course. 

(7) The costs of a properly developed orientation course are too great 
for most colleges to bear. 


(1) To learn a trifle about everything is futile, and that is what 
an integrated course attempts. Obviously, to learn trifles comprehen- 
sively is futile, but, equally obviously, this is not the intent or the 
effect of a well organized integrated course. The objection here is based 
upon a confusion of the thought-provoking integrated course with the 
diluted general survey course, where the emphasis is on the separate 
disciplines and the exposure of the student to an accumulation of facts 
relating to them. This objection appeared in the first, 1945, question- 
naire; it probably would not appear today. 

No member of the Subcommittee believes that all of the subject 
matter covered in the introductory courses of the separate social sci- 
ences should, or can, be covered in a single integrated course. Rather 
than attempting a broad but sketchy subject-matter coverage, an 
integrated course should seek to open some doors to knowledge of the 
society in which the student lives. The pedagogical effort should be 
directed toward bringing students to realize how little they know, 
rather than toward reaching hasty conclusions based upon sketchy 
data. The educational effects should be to make students conscious of 
the complexity of social change, alert to the inadequacies of simple 
formulas for social reform, and—not uncritically—aware of the 
values contained in free institutions. At their best, these effects are 
directly opposite to those of making premature sophisticates who know 
the answers without comprehending the problems." 

(2) Nothing is accomplished in an orientation course which could 
not be done more effectively in other courses. We disagree with this 
contention, and believe that two results are possible in the orienta- 
tion course which are not possible in conventional social-science 
courses. First, the integrated course discloses the relationship of the 
social sciences to each other; second, it helps to show the specialized 
relevancy of each of the social sciences to the whole range of human 
interests. 

Strict departmentalization has permitted intensive study in a special- 
ized branch of one of the social-science fields to be accompanied by ig- 
norance in other branches of that same field. In a broader area, it 
is all too often the case that a student completes the introductory 
course in economics without any awareness of historical, political, or 

5 Illustration and documentation of this argument, and of those presented below with 


regard to other “objections” to integrated courses, appear in the paper, “The Case for 
General Education in the Social Sciences,” published with this Report. 
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sociological implications of that study. For the economics major the 
gaps between the separate disciplines may be bridged by later study, 
although there is no strong evidence of this among undergraduates; 
for the non-major, economics may remain forever a separate study 
unrelated to the rest of the social sciences. 

We are not certain whether the value of the integrated course is 
greater to the social-science major or to the non-major. For the latter, 
having only a limited opportunity to study the social sciences, the 
integrated course has great value in making the social sciences, both 
individually and in the aggregate, meaningful. Yet the integrated course 
may have equal value for the major student in showing him early in 
his study the common roots from which the social sciences stem. This 
is of great advantage to economics majors, or to students specializing 
in social sciences. 

(3) It is impossible to introduce the course into the curriculum 
without sacrificing basic social-science study. We readily concede that 
a one-year integrated course will not give to students the basic tools 
for advanced work in a particular social science that a conventional 
introductory course may give. It is not designed to do so. It is, instead, 
to help students understand and evaluate the institutions—the forms 
of thought and action—of their society. For non-social-science majors, 
who have little interest in acquiring the basic tools, the course is 
intended to fit the study of society into a total educational pattern 
in the very brief time which can be allotted to such study. For the 
major student the course is intended to help him “see it whole” before 
he commences more specialized study. 

The objection raises a question as to just what is being sacrificed 
and who is bearing the sacrifice. Is it non-major students or major stu- 
dents? Or is it departments of economics, suffering a lowering of 
enroliment in their departmental courses? We do not believe that 
important sacrifices are exacted from any of these’groups. 

A good many opponents of integrated courses take the position that 
it is being substituted for a principles course pregnant with more 
important meaning. We believe that there is a net educational gain 
in offering orientation courses to non-major students, instead of ex- 
posing them to the theoretical, tool-acquiring activities of a typical 
introductory course in economics. As for students who elect economics 
as their major, they should be prepared, by a well-organized orientation 
course, to study economics on a more mature and technical level than 
is characteristic of typical introductory courses. Departments of eco- 
nomics in colleges having such orientation courses commonly have found 
that they can expect work of a higher order from students in their 
basic departmental courses as a result of the students’ earlier training 
in their orientation courses. 
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In many colleges it also has been found that the interest of students 
in the specialized social sciences has increased considerably after an 
orientation course was introduced. It is reasonable that this should be 
so. A great many students proceed from secondary schools to college 
with well-defined interests in pre-professional studies, or in literature 
and languages, or in mathematics and natural sciences, or in history; 
very few have well-developed interests in economics. Well-conceived 
orientation courses have led many students to discover the social sci- 
ences. 

(4) Teachers cannot be adequately trained in all of the various 
specialized fields that must receive attention in an orientation course. 
Almost without exception, the respondents to the Subcommittee’s ques- 
tionnaire, both advocates and opponents, listed this as the major objec- 
ion to integrated courses. Graduate programs have done comparatively 
little to train embryo college teachers to participate in integrated 
courses. The emphasis on specialized training and the generally greater 
employment opportunities in the special fields have discouraged special 
preparation for the teaching of integrated courses. Some universities 
are now emphasizing the offering of graduate work in the social sci- 
ences as contrasted with-more specialized study in particular fields. 
However, there seems little likelihood that typical masters or doctors 
will be of very much value to the integrated course for some time to 
come without additional training and greatly broadened interests. 

Institutions with successful integrated programs have sought to 
develop adequate staff in several ways. Possibly the most successful 
way has been to obtain a few extraordinarily able teachers who believe 
in the idea to serve as a nucleus in organizing and teaching the 
integrated course and in training other promising men. 

The condition would be aided if there were a greater recognition by ` 
graduate schools of the need for extraordinarily gifted teachers of 
integrated courses, and more positive action upon their part in guid- 
ing graduate students in the direction of such teaching. Since the gradu- 
ate schools themselves are largely staffed by men highly trained in 
specialized disciplines, many of whom are not at all sympathetic 
toward integrated undergraduate courses, much effort must be expended 
and much understanding developed before the needed coordination 
of effort can be achieved. 

(5) Most colleges have no adequate system of fixing responsibility 
for administration and conduct of such a course. There is no doubt that . 
administration of integrated courses involves serious problems. Over- 
centralization of control may destroy the proper functioning of the 
course, and, where control is exercised by one department, it may re- 
sult, as in several of the responding institutions, in the whole conception 
becoming merely a single-discipline course conducted by that depart- 
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ment. This danger is magnified if the various departments are overly 
mindful of their jurisdictional boundaries. 

Responding institutions which successfully solved this problem did 
so in a variety of ways but were successful only when a spirit of 
cooperation was present. This cooperation was attained only through 
an understanding of, and agreement on, purposes. It was generally 
found that the course functioned properly only when each participant 
felt that he had a part in its planning and development. 

It is essential, therefore, that each participant—although his special 
knowledge and training may enable him to contribute significantly 
to the work—join in the course as an individual, not as an economist, 
a political scientist, or a sociologist, seeking merely to extend the 
time allotted to his own pet subject. As one respondent said, “In the 
planning and revision of our course (a continuous process), we argue 
a great deal among ourselves, but we almost never argue about whether 
the course should include more economics or history or other depart- 
mental subject; we feel that the carry-over of departmental rigidities 
can only result in destruction of our course.” 

(6) Advancement of junior faculiy members is contingent upon 
demonstrated skill in spectalized disciplines; therefore, it is unfair to 
expect them to be interested in the orientation course. This criticism 
is of crucial importance. As one of our respondents stated, “one of the 
greatest difficulties has been that of securing recognition for Junior 
faculty members on the ground of their contribution to this basic 
educational project. Because our course is staffed in considerable part 
by young men of the rank of instructor and because we do not have 
sufficient professorial posts to advance all of those who deserve ad- 
vancement, we have some turnover of our staff from year to year. In 
this connection, our main interest is in keeping this turnover from 
being so large as to cause deterioration of the staff as a whole.” 

The emphasis in the broad integrated course is on good teaching. 
This may be the leading qualification of a junior staff member in an 
orientation course. Research and writing (with teaching a poor third) 
are the chief guides in determining promotions in colleges and uni- 
versities. But a young instructor in an orientation course probably 
has less time and energy for research and writing—simply because his 
teaching work makes heavier demands on him-—-than he would have if 
he taught only courses in which he is a specialist. Proper stature for 
the integrated course staff can come only through greater recognition 
and rewards for teaching skill as well as for achievement in research 
and writing. 

There is a present, but still far from widespread, recognition that 
pedagogy has been too much overlooked at the college level. A good 
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many advocates of specialization are now admitting that the importance 
placed upon research may be exaggerated. Some graduate schools are 
now seeking ways to develop in their students abilities to teach. 
Nevertheless, this belated recognition still has a long way to go before 
the teacher can expect to be as well rewarded as the researcher in 
higher education. Ideally (even if obviously) the answer to this would 
be to encourage productive scholars to become better teachers and 
to select competent teachers who also give promise of productive schol- 
arship. And the breadth of knowledge and interest required of a teacher 
in an orientation course opens up most gratifying subjects for research 
and writing. 

As higher education now functions, it is obvious that the Junior staff 
member may be at a definite disadvantage in transferring to another 
institution. In the first place, since relatively few institutions have in- 
tegrated courses, employment opportunities are limited in that field. 
Since the transferring person is generally more acceptable as a special- 
ist seeking teaching in an integrated course than he is as an integrated 
course instructor seeking teaching in a specialized field, he will, logi- 
cally, seek to establish himself as a specialist. This is merely a state- 
ment of fact and not something advocated by the members of this 
Subcommittee. In fact we believe that, at the undergraduate level, train- 
ing as an integrated-course teacher will serve much better in preparing 
the teacher of a specialized subject than will specialization adapt one 
for integrated-course teaching. | 

(7) The costs of a properly developed integrated course are too 
great for most colleges to bear. Representatives of large universities 
responding to the Subcommittee’s questionnaire stated that the inte- 
grated course cost less per student than did the average course. One 
respondent summarized experience at his institution in the following 
terms, “The integrated course system is a financial economy. It is 
less expensive to teach sixty classes of the same course than it is 
fifteen classes of history, fifteen classes of economics, fifteen classes of 
sociology, and fifteen classes of political science. Besides, large lecture 
sections can be used—perhaps one a week—that will cut down rather 
drastically the need for teaching manpower.” 

In the case of smaller institutions there is likelihood that some of the 
above economies may not exist. While the Subcommittee did not obtain 
comparative cost figures, we believe that relatively high costs of an 
integrated course at any institution are present only if the course is 
merely appended to a previously-existing curriculum, if extraordinary 
demands are made of faculty time in relation to course attendance, or 
if required library services are excessive. l 

There is no queśtion that the effective teaching of the integrated 
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course requires tremendous effort and preparation, and if the course 
is to be alive, there is little chance for the instructor to “coast on 
past preparations.” Thus, it may readily be that unless a sizeable 
number take the course, a high faculty cost may exist. There is, of 
course, some possibility that tuition fees from the course may not 
cover these costs, or, in the case of colleges that make no tuition 
charges, that costs may be high relative to costs of other courses. But, 
on.the basis of reports which we have received, we feel that there is 
much less likelihood of this happening in the case of an orientation 
course than in those of many other courses which all institutions see 
fit to continue year after year. 

All college libraries of any degree of completeness will have single 
copies of all books used in the average integrated course, but the need 
for multiple copies may represent a burden. It is too much to expect 
the students to buy copies of all the books used, and the library is thus 
required to have an adequate supply on hand.® This problem becomes 
more serious if reading lists are constantly being revised, as is usually 
the case. While it is difficult to allocate library costs to the individual 
students, some institutions reported that a special fee was charged to 
cover such additional costs. This may cause some ill-will among the 
students, particularly if the charges are for books for the college li- 
brary, or for items other than current material consumed during the 
term. 


Conclusion 


By 1950 approximately 100 integrated courses in the social sciences 
were being offered in as many colleges and universities. Apparently, 
the great and current interest in general education has not been 
matched by the actual development of substantial integrated courses. 
Some institutions, claiming to offer an integrated course, were actually 
offering limited courses in specialized fields. Some institutions have 
abandoned the course entirely or have let it drift into merely another 
departmentalized course. Yet at a few colleges and universities, the 
integrated course has been a glowing success, demonstrating what can 
be accomplished through understanding, planning, and cooperative 
faculty effort. 

The members of the Subcommittee feel that this report is far from 
complete. At best it represents merely-a preliminary exploration into 
the problems of the integrated course. Much additional investigation 


? Yet Columbia, Chicago, Amherst and other institutions have developed “source books” 
and texts for their integrated courses which have both consolidated course reading and 
reduced costs of books far below what they otherwise would have been. 
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should be made, and this investigation should be a continuing process. 
Since other social-science fields also are involved, best results will be 
obtained through cooperative efforts with representatives of these 
fields. On the other hand, we believe that knowledge of the experience 
gained by those colleges which have successfully dealt with the prob- 
lems of teaching and administration raised by the interdepartmental 
course can be of much value to other institutions, and that the advan- 
tages of a general-education program may appeal more strongly to these 
institutions in the future. Should this be the case, we hope that this 
report will be useful toward the better education of future generations 
of capable citizens and the more effective training of specialists in 
the social sciences. 


APPENDIX 


Analysis of Returns to Questionnaire 


There follows a quantitative analysis of the replies of sixteen institutions 
to the Subcommittee’s 1945 questionnaire plus three other replies received 
in 1949 from colleges which had inaugurated an integrated course after 1945. 

The survey showed that such courses are predominantly for freshmen. They 
were Offered exclusively for freshmen by fifteen colleges, whereas only one 
institution reported the course to be exclusively at sophomore level. Three 
respondents stated that the course was of two years’ duration and was offered 
to both freshmen and sophomores. 

In most of the nineteen colleges offering an integrated course, it is not a 
specific requirement. At only eight institutions was it required of all liberal 
arts students, and, of these, three permitted some substitution. In one case, 
if the student had had three or more years of social science in high school, he 
could elect an introductory course in a social science without the necessity of 
taking the orientation course. In another case, ancient history could be substi- 
tuted for it. The third institution did not state the specific substitution 
permitted. 

The median number of credit hours allocated to the freshman course was 
6 for the full year. Ten institutions reported this number. The range was from 
3 hours to 8 hours. Of the three colleges reporting courses carrying over into 
a second year, two allocated 6 semester hours to the course in the second year 
and one allocated 8 hours. 

There was little evidence that the orientation course was occupying a 
prominent position in the basic curriculum of the professional schools. Only 
seven colleges reported that it was required in professional schools, Of these, 
one reported that it was required of all groups of pre-professional students 
in that college. One reported that the course was required in Business Ad- 
ministration; one that it was required in Engineering; two that it was required 
in Education; and two that it was required in Business Administration, Edu- 
cation and Fine Arts. 
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The methods of teaching the general course offer serious problems. Compli- 
cations revolve particularly about: (1) the lecture vs. discussion methods; 
(2) class size; (3) the number of persons handling each class during the 
single semester; and (4) the degree of staff specialization. Returns from the 
questionnaire showed that class meetings were devoted exclusively to lectures 
at only two colleges (at one of these colleges all students met in one group, 
and at the other the course was sectionalized with 40 students to a section). 

Thirteen colleges reported that the course was conducted in independent 
sections only. Four others reported the course to be a combination of lectures 
delivered to all students meeting as one group with discussion in sections. 
In these responses, it was emphasized that the sections were not necessarily 
“quiz” classes. 

From the above, it is evident that the pure lecture method was generally 
thought to be inadvisable in the integrated course. There was also some evi- 
dence that, where little importance was attributed to the course, the lecture 
method was more likely to be used. At one of the institutions which followed 
the lecture method entirely, the course was given in a single quarter, and 
carried five quarter hours’ credit. At the other exclusively lecture-method 
institution, the course was of one semester’s duration and was awarded two 
semester hours’ credit. 

Thirteen colleges using the section method reported class size; in these, 
class groups varied from 15 students to 40. The size of sections in the insti- 
tutions reporting was as follows: 


15 students—I1 institution 
20 ” =e | »? 
25 »  —4 institutions 
30 »? 28 »” 
35 9” = ” 


Most vexing problems revolve about questions of staffing of the general 
course. Contrasted with the highly specialized knowledge required for teaching 
courses in the separate disciplines, here the requirement is either for a teacher 
of broad knowledge who is willing to subordinate his special interests, or for 
the use of several instructors in the same class during a single semester or a 
single year. While advantages are attached to the superior total knowledge 
made possible by the latter plan, there is little question but that such methods 
may lead to a disjunctive, confused and confusing course. 

Data obtained seemed to favor having each section taught by one person 
through an entire semester or an entire year. Twelve of the responding insti- 
tutions reported that each section was taught throughout a semester or the 
year by one person, while only two stated that sections were taught by differ- 
ent persons or by several persons working together. Others did not answer 
this question. 

Whereas the data and opinions obtained were much in favor of using 
persons of broad general knowledge to staff the general course—i.e., having 
each section taught by a single individual—there is little evidence that this 
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has resulted in the development of special staffs consisting of people without 
conventional departmental membership. Only four colleges reported a special 
staff, while fifteen signified that the teaching personnel was drawn from the 
regularly constituted departments. 

There appeared to be no unanimity as to the kind of supervision the in- 
tegrated course should have. However, the trend seemed to favor supervision 
by a committee representative of participating departments or by a committee 
of all participating instructors. Four colleges reported committees representa- 
tive of departments and seven used committees composed of all participating 
instructors. This breadth of representation was not found at other institutions. 
At one institution supervision was by the dean of the liberal arts college, at 
another by the dean of the junior division, and at a third by the chairman 
of the social science division. It is likely that some of the objections to the 
course were due to the supervisory procedures followed, inasmuch as some of 
those objections were expressions of a feeling that the course was being 
imposed on the teaching body from above. 

Four colleges reported that supervision of the orientation course was by a 
single department, but when several departments actually participated in the 
course there seemed little likelihood that supervision by one department 
occurred. Replies to the questionnaire showed that participation by as many 
as five departments occurred in four colleges, but six colleges reported par- 
ticipation as limited to only one department. In three of the latter institutions 
the sole participant was the history department, while in the other three 
cases participation was by the economics department alone. 

The aggregative returns show that seven different departments (Economics, 
Government, History, Sociology, Anthropology, Philosophy and Geography, 
in that order of frequency) took part in the general course. The maximum 
number participating at any one institution was five. Economics departments 
were listed more frequently than any others—fourteen colleges indicated 
participation by the economics department. 

Similar importance of economics was indicated by the material studied 
in the general course. All but one of the institutions stated that economics 
was an integral part of the orientation course. One respondent stated that 
content was limited to history. No determination was made regarding how 
economic matters were handled in those institutions where the economics 
department did not participate in the course and where more than one de- 
partment participated. In the two colleges in which economics was part of the 
subject-matter content and participation was limited to the history depart- 
ment, the obvious inference was that the economics was taught by members 
of the history department. 

The economics taught in the integrated course was rather definitely of the 
problem and institutional type. Not one reporting college failed to classify 
economics materials studied under either problems or institutions. Seventeen 
colleges classified the economics taught under “economic institutions” while 
classification under “problems” was made by 13 colleges. Contrasted with 
these figures were the rather minor number of classifications under the head- 
ing “theory.” 
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The major importance of “problems” and “institutions” is further shown 
by an examination of specific economics topics included in the integrated 
course, Most common topics, by rather wide margins, were those dealing 
with social control of business, government in industry, economic institutions 
and comparative economic systems. While each of these topics was covered 
by 10 or more courses; only 4 courses treated value theory and only 5 dealt 
with business cycles. 

One rather happy feature disclosed by the questionnaires was contained in 
the very limited number of institutions that confined assigned work materials 
to textbooks alone. Only 3 out of the seventeen colleges reporting on this item 
stated that assignments were limited to textbooks alone, whereas 14 institu- 
tions required use of source’materials. Unfortunately, however, some of the 
respondents stated that the use of source materials was due—partly but 
primarily-—to the lack of adequate textbooks. In the institutions surveyed, it 
would seem that not very much had been done by staff members in the 
direction of writing for the integrated course, since only three respondents 
reported that specially written articles or books by the teaching staff were 
required reading. Likewise, little seemed to have been done toward integrating 
field study with the course work. In only one college was field work a part of 
the work materials used in the integrated course. Research projects by the 
students seemed equally as unimportant a part of the course, but some ad- 
vance in that direction may have been indicated by the fact that two of the 
three colleges which introduced the integrated course since the original survey 
‘had research project requirements, while only one of the schools with a course 
dating back before 1945 had such a requirement. No doubt, much of the 
explanation for the lack of research is contained in the fact that the course 
generally is offered to freshmen, whose immaturity would make very question- 
able their ability to carry on constructive research. 

In spite of the greater than average use of source materials reported for 
the integrated course, the reported percentage distribution of the student’s time 
was heavily weighted in favor of textbook study. In half of the 18 colleges 
furnishing information in this area, over 75 per cent of the student’s time was 
allocated to textbook use and in only 4 institutions was more time allocated 
to source materials than to textbooks. Thus, in spite of numerous complaints 
regarding the inadequacy of available textbooks, adherence to the textbook 
approach was actually fairly common. Again, of course, the immaturity of the 
student group may have forced adherence to the rather stereotyped teaching 
methods. 

Other items of a more or less factual nature treated in the Subcommittee’s 
questionnaire had to do with whether or not the integrated course was per- 
mitted as a substitute for regular principles courses or was a prerequisite to 
such courses. 

It has already been pointed out that the integrated course was not usually 
required in the professional schools and was elective in over half the liberal 
arts colleges. Of these, several permitted substitution of other courses or work 
for the integrated social science course. Contrasted to that permitted substitu- 
tion was the general refusal to permit substitution of the integrated course 
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for the regular principles course. Of fourteen institutions supplying informa- 
tion, only two stated that the general course was permitted as a substitute for 
the introductory-economics course, while 12 stated that such substitution was 
not allowed. l 

Somewhat the same limitations were reported concerning the integrated 
course as a prerequisite for other courses in economics. Of thirteen institutions 
supplying information, only four stated that the integrated course was re- 
quired before taking courses specifically in economics. In three of these 
institutions the integrated course was required of all liberal arts students in 
the freshman year; therefore it is likely that it was hardly more of a pre- 
requisite to economics courses than to other subjects taken by the student 
during the upper three years. In the fourth college, the course extends over 
the freshman and sophomore years, is required of all students, and the study 
of technical economics commences in the junior year. . 


THE UNDERGRADUATE ECONOMICS CURRICULUM AND 
RELATED AREAS OF STUDY 


MABEL NEWCOMER, Chairman, V. W. BLADEN, KENNETH E. BOULDING, 
ÅLZEDA COMSTOCK, OvERTON H. TAYLOR 


This Subcommittee began its work by attempting to learn whether 
the undergraduate curriculum in economics and related fields conforms 
to a more or less standard pattern, or whether the course offerings 
and major field requirements vary widely. To this end a questionnaire 
was distributed, along with those prepared by other subcommittees, 
to approximately one hundred institutions in the United States and 
Canada. Replies were received from seventy-one. The questionnaire 
was concerned primarily with the undergraduate liberal-arts course. 
However, forty-two of these seventy-one institutions offer some kind 
of business or commercial course, leading usually to a B.S. degree. 
Twenty-two of these forty-two institutions offer the business course 
within the Department of Economics, and twenty have separate schools 
or departments of business or commerce. The following analysis of the 
returns concerns only the liberal arts program; courses offered by 
separate business schools or departments have been ignored. Since 
there is no sharp dividing line in subject matter, however, it has not 
always been possible to differentiate between business or commercial 
courses on the one hand and economics courses leading to the A.B. 
degree on the other when they are in a single department. 


The Pattern 


The undergraduate in the liberal arts college is normally introduced 
to the study of economics in his sophomore year. It is true that thirty- 
five of the seventy-one institutions admit freshmen to the introductory 
course, but eleven of these admit only a few selected freshmen and 
three more admit them as a temporary war measure, to be abandoned 
in another year. Even those that place no restrictions on freshman 
elections appear to be giving a preponderantly sophomore course. 

The introductory course is a year course in sixty-three of the seventy- 
one institutions. It usually includes both theory and descriptive in- 
Stitutional material in varying proportions.* In two the introductory 
economics course is preceded by a general social science course. The 
introductory course is followed by a wide variety of specialized semes- 
ter courses. Only 179 of the 1,313 courses listed are year courses. Most 


* The structure of introductory courses is described fairly completely in the report on 
“Elementary Courses in Economics.” 
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of these are available to any student who has completed the introductory 
course, although senior seminars and about two-fifths of the advanced 
theory courses have further prerequisites. The points of credit (con- 
verted where necessary to the 120 point standard for the A.B. degree) 
offered in undergraduate economics vary from 22 at a minimum to 335 
at a maximum (See Table 1). Thus at one extreme a student could cover 


TABLE 1. NUMBER OF CREDIT POINTS OFFERED IN Economics DEPARTMENTS 


Points of Number of Colleges 
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Group A, men’s colleges; Group B, women’s colleges; Group C, coeducational colleges o 
fering no business or commerce courses either in the Economics Department or in separat 
departments or schools; Group D, coeducational universities or colleges with separate depar 
ments or schools of business or commerce; Group E, coeducational universities or colleg 
with business or commerce courses offered in the Department of Economics. Credits has 
been converted, where necessary, to the standard of 120 credits for the A.B. degree 
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the ground in less than a year of undergraduate study, exclusively in 
economics, to exhaust the field. 

The nature of the offerings varies widely. Even after taking some 
liberties in grouping subject matter, forty-six distinct subjects are 
found, But none is offered in every economics department. The sub- 
jects appearing in more than half of the institutions, listed in order of 
frequency, are money and banking, public finance, labor problems, 
economic history, statistics, international economics, corporations, 
theory, accounting, history of economic theory, comparative economics, 
and business cycles (See Table 2). Other courses appearing in at 
least one-fourth of the curricula are, in order of frequency, consumer 
economics, public utilities, general seminars, economic geography, bus- 
iness administration, and insurance. 

Requirements for the major are not standardized. A little better 
than half of the institutions answering require from 30 to 45 points 
of credit in economics and related fields, with from 18 to 30 points 
in economics alone (See Table 3). Related subjects accepted in the 
major field cover all the social sciences, English, and an assortment 
of sciences. Those appearing with the greatest frequency are history, 
political science, sociology, psychology, and philosophy (See Table 4). 

Within the department the only course that is consistently required 
of majors is the introductory course. For 28 institutions there is no 
other required economics course. Eight have the single additional re- 
quirement of a theory course. For the rest, specific requirements vary 
widely both in subject matter and quantity. In a very small number 
of cases most of the major program is specified, and is the same for 
all students. Ordinarily, however, freedom of major elections 1 is almost 
as wide as the range of course offerings. 

Less variation is found in methods of study than in the content of 
course offerings. The prevalence of term rather than year courses has 
already been noted. Both the introductory and the intermediate courses 
tend to combine lecture and discussion in varying proportions. Senior 
seminars are offered in nearly two-thirds of the institutions and re- 
search projects are available in most. About half offer honors work, 
and require comprehensive examinations—sometimes for all students 
and sometimes only for honors students. About one-fifth require senior 
essays. Case methods and special problems are used in only a minor- 
ity of courses. Field work is required in five institutions (all in con- 
nection with business courses), is offered in nine more, and is en- 
couraged but not provided in thirty-five more. 

This brief summary makes it apparent that in some aspects of the 
undergraduate courses there is wide diversity of practice; in others there 
is a clearly distinguishable pattern. On the whole, individuality appears 
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TABLE 3. REQUIRED CREDITS IN Major FIELD 
(Number of institutions) 


; i 5 Economics and 
No. of credits Economics Related Fields Related Fields 


0 — 15 

3- 9 2 5 
10-15 2 13 
16-21 17 10 
22-27 16 3 
28-33 18 — 
34-39 7 1 
40-45 3 i 
46-51 — — 
52-57 — — 
58-63 — — 
64-69 — — 
70-75 — — 
76-81 — — 
No answer 6 23 
71 


71 


=] Beef e] anono] | | 


Total 


in course material rather than methods of work. And on the whole, 
it is course material that appears to preoccupy those—mostly depart- 
ment chairmen—answering the questionnaires. 


TABLE 4. RELATED SUBJECTS FREQUENTLY REQUIRED OR ACCEPTED 
FOR Economics Majors 
(Number of institutions) 


Subject Required Accepted 
History 8 23 
Political Science 7 20 
Sociology 5 17 
Psychology 4 13 
Philosophy 3 14 
Mathematics — 8 

Objectives 


Three objectives were suggested on the questionnaire: graduate 
study, vocational education, and responsible citizenship. These were 
checked as of first importance in the reverse order of the listing— 
responsible citizenship 47, vocational education 9, and graduate study 
6. Five put general culture first, 3 disciplined thinking. Two stated 
that their objectives had never been formulated. 
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TABLE 5. REQUIRED COURSES FOR Economics Majors 


Introductory course 67 institutions (all answering) 
Theory in addition to introductory 25 
Statistics 22 
Money & Banking 18 
Economic history i 12 
Accounting ii 
Labor 11 
Hist. of economic theory 10 
Public finance, government and business 4 each 
Corporations, comparative economics, economic geography 3 each 
Business cycle, international economics, marketing 2 each 
Business law, marketing, mathematics of finance, distribu- 

tion of wealth Í each 


Suggested Changes 


The final question, “If you had a free hand in revising the work 
of your department, what changes would you make and why?” re- 
ceived scant attention. Satisfaction with the existing program is ap- 
parently widespread—at least among the department chairmen an- 
swering the question. A considerable number stated that they had, 
in fact, had a free hand and the program was of their own design. 

Such interest in change as was expressed was in subject matter 
rather than in methods of teaching. Nineteen would like more courses, 
including one now offering 223 credit points (the second from the top). 
Only 7 would reduce course offerings. It is interesting to note that 
the average offering of those who would reduce courses is less than the 
average offering of those who would increase them—58 as compared 
with 79 credit points. This, too, indicates that department chairmen 
have had a reasonably free hand and have moved, in some measure, 
in the direction they choose to go. 

Six would make major requirements more rigid. Thirteen with 
honors work question its value, and five of the fourteen offering senior 
essays question their value. Special problems or case methods are ex- 
tensively used in only about one-fifth of the institutions, and field 
work is encouraged in about half. It is actually offered, however, in 
only fourteen. This suggests that increased offerings in this work would 
be a welcome change. 


Conclusions of the Subcommittee 


Before any specific recommendations are to be made there should 
first be discussion of the objectives of undergraduate study. 
The subcommittee agrees with the majority of department chairmen 
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answering this question that graduate study and vocational training 
should not be primary objectives. The fact that only a minority of 
students go on to graduate work would make it questionable to put 
this first on the list. As for vocational training in the narrow, technical 
sense of the word, the liberal arts college has never accepted this as 
its function. Nor does the committee believe that it should. We are 
aware that the student’s objective is usually to obtain an education 
that will help him to get a congenial, remunerative job, and we believe 
that he should be assisted to that end. But we think that this end 
can best be achieved, in these days of rapid change in vocational 
fields and in techniques within a specific vocation, by giving students 
an understanding of the basic principles and some conception of 
changing social institutions, and by training them in the art of self- 
education. 

We also agree that a fundamental objective is to contribute to the 
development of persons well equipped to exercise their responsibilities 
as members of their local, national, and world communities. This 
objective is shared by many other disciplines, and can only be achieved 
by a broad program of study. Secondary objectives, such as prepara- 
tion for graduate study and vocational training, are also best served, 
we believe, by an undergraduate curriculum which is not too highly 
specialized. | 

In considering the exercise of community responsibilities, a rough 
distinction must be made between values (what are the right things 
to want?) and information or understanding (how do we get what we 
want? ). The development of mature value judgments is largely a 
matter of the personality of the teacher. The curriculum (which is the 
problem of this committee) is mainly, though not exclusively, con- 
cerned with information or subject matter——that is, what the teacher 
knows that he can pass on to the student. The teaching process is 
that of transmitting to the student something which the teacher knows. 
The great problem of teaching is that even the teachers who know 
most know so little. In particular, we feel that much of the dissatisfac- 
tion with the teaching of economics arises from the fact that there 
is so little economics to teach.” 


* Dissent by Alzada Comstock and Mabel Newcomer: “We do not think that the teach- 
ing process is merely the transmission to the student of something which the teacher knows. 
Nor do we think that mature value judgments are largely a matter of the personality 
of the teacher. The teacher’s own mature value judgments are a matter of the person- 
ality of the teacher, but that is something else, and suggests disciple teaching, which we 
deplore. The ability to think independently, on the other hand, and to arrive at one’s own 
mature value judgments is something that can be taught, like subject matter, although we 
grant that not all students will learn. 

“Further, we think that the curriculum can and should contain courses which, while 
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Two opposite errors befall the economist. One is an arrogant self- 
confidence in the infallibility of the policy conclusions which emerge 
from economics alone, without regard to the complexities of the social 
structure and the multiplicity of social ends. The other is a paralysing 
skepticism in regard to practical matters which leads to retreat into 
sterile abstraction. Somewhere between these extremes lies a scholarly 
integrity which neither pretends to more than it knows nor is abashed 
into denying the vital spark of knowledge which it possesses. 

While the Subcommittee is convinced of the necessity of broad ob- 
jectives as the primary aim of the economics course, it is not convinced 
that enough thought has been given to adapting the economics curricu- 
lum to this end. Especially in large institutions there is evidence of 
over-specialization, and some indication that instructors, having them- 
selves been chosen for their proficiency or promise in specialized re- 
search, are primarily interested in training students to follow in 
their footsteps. We also are inclined to believe that methods of teaching 
need to be evaluated afresh. It is recognized that the prevailing lecture- 
discussion-textbook technique has an important place in undergraduate 
teaching, but the committee is inclined to think that more effective . 
teaching might result from extending the use of such varied techniques 
as visual aids, problems and other written work, forums, and field work. 

More specifically, we wish to raise the following questions and to 
offer the following suggestions, tentative as they are, for serious con- 
sideration. 

The fact that social scientists have a particular responsibility for 
the development of “good citizens” suggests that a certain amount 
of work in the social sciences should be required of every college 
student. There is a good case for requiring some such work in the 
freshman year, as a substantial number of students do not continue 
beyond it. 

This raises the question (1) whether some agreement can be reached 
that one social science is better than the rest for this purpose; or (2) 
whether the student should be allowed to choose from a group of 
courses, e.g., economics, history, political science, and sociology, in 


dealing with some specific subject matter, are primarily concerned with teaching the 
student how to acquire knowledge for himself. 

“And we do not think that the great problem of teaching is that even the teachers 
who know most know so little, and that the dissatisfaction arises from the fact that there 
is so little to teach. It is true that the majority of students want to know ‘the answer,’ 
and there is some dissatisfaction with the fact that the teachers—most of all the best 
teachers—cannot produce definitive answers. This is not peculiar to economics, however; 
all disciplines suffer from it. Moreover, the sooner the student learns that he has to do 
some digging on his own account and can’t depend on ready-made answers that relieve 
him from the effort of thinking, the sooner he will be educated.” 
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the hope that he will get some training toward the end in view from 
any one of these; or (3) whether a general social science course in the 
freshman year is the best solution. The last suggestion has the merit 
of making it possible to raise problems as they actually present them- 
selves in their various political, economic, and social aspects. It may 
recommend itself to those who believe that the introductory course in 
economics should be reserved for students more mature than freshmen. 
It might also relieve the introductory economics course of some of the 
institutional material that either crowds out theory or itself receives 
scant and superficial attention. It has the disadvantage of requiring a 
degree of cooperation among different departments that cannot al- 
ways be achieved, and also requiring a broader understanding on the 
part of instructors than is usually to be found. Moreover, it offers the 
temptation, in even greater degree than the introductory course in a 
single discipline, to “cover ground” at the expense of depth and under- 
standing. 

Whether or not the introductory course in economics is offered to 
freshmen, and whether or not it is preceded by a general social science 
course, the combination of theory and institutions which is usually 
found in the course is probably desirable. It seems probable that the 
theory and institutional material need better integration than is 
achieved in most courses; and more thought may well be given to 
ways in which this can be achieved. But there seems to be no very 
convincing argument for limiting the introductory course exclusively 
to theory or to institutional material. 

We can now turn to the consideration of the major field program. 
The same argument that has been advanced for a general social science 
course can be extended to include a social science major rather than a 
major in a specific discipline such as economics. It should be possible 
to develop a series of integrated programs in the social sciences which 
include various degrees of specialization in the separate disciplines. 

The accepted “economics major,” if it includes related work in other 
social sciences and does not insist on intensive training in economics 
alone, can certainly be made consistent with the broader objectives of 
education, and at the same time can provide a sound foundation for 
graduate work in the field. Requirements in economics itself should 
probably take from one-fifth (24 credit points) to one-fourth (30 
credit points) of the undergraduate course. But one-third or more 
seems clearly excessive at the undergraduate level unless compara- 
tively narrow vocational ends are in view. The entire major program, 
including related subjects, should probably cover about one-half of 
the total undergraduate program. 

With regard to the total course offering, it seems unnecessary, and 
probably unwise, to confront the student who has completed the intro- 
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ductory course with 20 or 30 choices in the junior year. Such a multi- 
plicity of courses can only be achieved by wasteful overlapping or by 
too great specialization. Either will tend to confuse the student, and 
the latter will probably leave him with serious gaps in his knowledge. 
Two or three choices at this stage may well prove adequate. This 
means either (1) reaching some decision as to what subjects are most 
important for the student to study, or (2) combining the subject 
matter of several courses into a single course. To illustrate, a course 
in financial institutions might include money and banking, public 
finance, business cycles, international and corporation finance; or a 
course in market institutions might include a broad survey of industry, 
agriculture, marketing, monopoly problems, and labor economics. 

At the senior level, intensive study of small areas of the total field 
is desirable to give the student appreciation of the complexity of the 
subject and to acquaint him with original materials and with methods 
of research. This is probably best done in small groups, though the 
value of individually supervised work at this level should not be over- 
looked. , 

Integration of the study of economics with other closely related 
fields is important and neglected. Steps towards such integration may 
be (1) an introductory course in general social stience, (2) constant 
emphasis by instructors throughout all courses in relationships with 
other disciplines, where this is relevant, (3) an integrating course in 
the senior year, (4) courses in which two or more instructors in differ- 
ent fields conduct the class jointly. All these steps may not be desir- 
able, but there is agreement that there should be more emphasis on 
integration than has commonly been found. The root of the problem 
is again that of the integration of the subject matter in the mind of the 
teacher. 

It is probably desirable to give majors more training in theory 
than the usual introductory course affords. This can be achieved by a 
theory course in the senior year, or earlier, and by greater stress on 
theory in courses that are primarily institutional in character. Al- 
though most department chairmen contend that the economic theory 
given in the introductory course is essential to succeeding courses, 
there is little evidence that it becomes part of the students’ working 
equipment unless it is reinforced by further theory training. Again 
there is the problem of the teacher; there are too few who are not only 
skilled in the internal manipulations of theory but are also capable 
of giving students a sense of its relevance and application. It is sug- 
gested that the advanced course might well be an introduction to the 
significant literature of economics, based as far as possible on readings 
from original sources. 

Turning from course content to methods of work, the committee 
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believes that more thought should be given to some of the less used 
instruction devices. Wall charts, film slides, and films have increasing 
uses in college classes. And while there are few films now available that 
are useful for teaching economics at the college level, it seems probable 
that films could be made which would be far more effective for some 
aspects of economics than lectures. 

Prepared problems are also effective learning devices. Only when the 
students attempt to put their learning to use do they discover the gaps 
in their knowledge. Simple problems often clarify theories and, for a 
statistics class or a specialized seminar, the gathering and analysis of 
data dealing with some community matter may give a student training 
in getting and using whatever information he needs. There is danger, 
however, that these activities, which may be more pleasant and easier 
than hard thinking and study, will absorb time which may be more 
profitably spent in sterner tasks. 

Field work of various kinds may be useful. It may be introduced in 
connection with a community study, or it may be a visit, or it may be a 
job. Those disciplines that deal with current social phenomena are 
sometimes in a position to obtain first hand evidence; they do not have 
to depend, for “original sources,” on the written record of another 
observer. There are real difficulties, however, in field work in the social 
sciences, which arise because the significant facts and relationships are 
not apparent on casual inspection. Hence longer-term experiences, 
summer jobs, student-in-industry programs, work camps, etc., are likely 
to be of much more value than the superficial visiting which may be 
useful at the high school level. Universities do not make themselves 
sufficiently responsible for organizing opportunities for such experi- 
ences. Instructors also could do much in encouraging individuals to 
engage in and to share the results of these field experiences. 

To return finally to the curriculum, which is the main subject of 
this report. Any curriculum is constructed and taught by teachers. A 
good curriculum is the product of good teachers. Progress towards the 
goals indicated in this report depends very largely therefore on im- 
provement in the selection and education of teachers, and on the de- 
velopment of a good social environment in which they can work. 

3? Dissent by Alzada Comstock and Mabel Newcomer. “We do not agree with the im- 
plication that this kind of work is necessarily elementary. We believe that any proper 
collection and analysis of data will involve more hard thinking and mature value judgments 
than most other kinds of study; and that solving problems makes theory clearer and more 
meaningful to many students. There is danger, of course, that these activities will be per- 
mitted to sink to kindergarten level, but only then will they ‘absorb time which may be 


more profitably spent in sterner tasks.’ The teacher who fails in these methods is likely 
to fail, also, in other methods of teaching.” 


THE STUDY OF ECONOMICS IN SCHOOLS OF BUSINESS 


Howard R. Bowen, Chairman, ELMER J. Brown, EDWARD T. GRETHER, 
RICHARD MERIAM, LEONARD L. WATKINS, JOHN B. WooSLEY 


Activities of the subcommittee 


The work of the subcommittee has been carried on entirely by cor- 
respondence during the period from May 1948 to March 1949. No 
meetings were held. The work was sub-divided among the members. 
Each person assumed responsibility for the collection of data or the 
presentation of analysis on a particular subject, as follows: 

(1) E. T. Grether of California prepared a statement on “The Ad- 
ministrative Relationships between Departments of Economics and 
Schools of Business.” (2) R. S. Meriam of Harvard solicited opinions 
regarding the study of economics in schools of business from a group 
of professors selected because they were known to have given special 
attention to the subject or to have experimented with new courses in 
economics designed for business students. In response to the inquiries 
of Professor Meriam, thoughtful and detailed responses were received 
from 11 persons. (3) L. L. Watkins of Michigan prepared a statement 
on “The Role of Economics in the Teaching of Business Administra- 
tion.” This statement provided a basis for the recommendations of the 
subcommittee. (4) E. J. Brown of Arizona and J. B. Woosley of North 
Carolina collaborated in a survey of current practices in 46 schools of 
business. The purpose of this survey was to get facts on the present 
role of economics in representative business curricula. 

The chairman of the subcommittee served as organizer and co- 
ordinator. He also wrote the first draft of the final report. This draft 
was submitted to each member for comment and suggested revision. 
The many suggestions were incorporated into the document which was 
then re-submitted to the members. Through a process of trial and error, 
this final report was prepared and approved by the entire committee. 


Definitions: Economics vs. Business 


We have not attempted a precise distinction between economics and 
business as subjects for study. The two fields merge at so many points 
that any sharp division would be arbitrary and artificial. In this con- 
nection, course titles and administrative jurisdictions are singularly 
misleading. Many—perhaps most—courses offered in schools of busi- 
ness and in economics departments combine elements of both economics 
and business. However, the two fields may be roughly differentiated. 
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The economic point of view stresses the positive description and analy- 
sis of the operations and problems of the total economy and its parts. 
Business studies, as they appear to be defined at most institutions, relate 
more largely to the problems and operations of the individual enter- 
prise with special reference to techniques and managerial principles. 
We believe that any attempt to classify specific courses as economics 
or as business will be difficult and perhaps useless. We fully recognize 
that many business courses, as actually taught, contain substantial 
amounts of economics. Indeed, we believe that business courses are 
often excellent vehicles for the teaching of economic content. 


The Place of Economics in Schools of Business: Current Practice 


On the basis of our survey of 46 schools of business, we were able 
to reach certain limited conclusions about the place of economics in 
business education today. 

All of the respondent institutions require principles of economics of 
all business students. Usually, the course_is offered in the Sophomore 
year, carries 6 semester hours of credit, and serves as a prerequisite to 
courses in the Junior and Senior years. Usually, no distinction is made 
between business and non-business students, the same course serving 
both groups. The content of the course differs considerably among 
the various respondent institutions. For example, price theory accounts 
for as little as 4 per cent of the course in one institution and in another 
as much as 40 per cent. Similarly, the portion of the course devoted 
to national income analysis varies from 1 per cent to 25 per cent: About 
half the institutions reported that the course is given with a combina- 
tion of lectures and quiz sections. The other half reported that the 
course is given in small sections without the combined lecture groups. 
Typically, about half the instruction is given by assistants and in- 
structors with textbooks providing the basic content. 

The 46 respondent institutions showed considerable variation in the 
amount of economics courses required beyond general economics. The 
range was from 0 to 17 courses, the median being 3. These figures are 
of doubtful significance because of the difficulty of distinguishing eco- 
nomics courses from business courses. About half the institutions 
require money and banking, one-third require economic history, one- 
fourth require economic theory or related subjects, and about one-sixth 
require labor economics. Other courses which were required by three 
or more reporting institutions are business cycles and forecasting, 
economic geography, business organization, and corporation finance. 
In only a few institutions is there a program in economics especially 
designed for students of business which progressively develops the 
subject matter of economics from the Sophomore year onward. How- 
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ever, about one-third of the respondent institutions reported that they 
had developed or experimented with advanced courses in economics 
designed especially for business students. 

From our survey, we have concluded that economics courses often 
occupy a fairly minor position in the requirements of business students, 
and that there is little uniformity among institutions in the nature of 
the required economics courses. Our survey, however, does not reveal 
how many economics courses business students actually take—as dis- 
tinct from the number they are required to take. Neither does our 
survey indicate the amount of economic content which is introduced 
into the courses classified under business. We surmise, however, that 
the typical offering of economics for business students is considerably 
less than we would recommend. 


Contributions of Economics to Business Education: 
Our General Point of View 


Economics beyond the elementary level can make a contribution to 
intelligent and successful business practice. Not only does theory pro- 
vide a rigorous intellectual experience, but it offers aid at the decision- 
level of business. In some areas of business the tools of economics 
may be applied directly and in reasonably refined fashion in formulat- 
ing decisions. But larger importance attaches to economics in the sense 
of its providing analytical training and a general frame of reference 
for understanding the social significance of decisions made in the busi- 
ness enterprise and for understanding the impact of the total economy 
upon the business enterprise. 

Knowledge of the over-all behavior of the economy is of course im- 
portant to all business men who achieve policy-making levels, and it 
is assumed that business courses aim at training students for this role. 
Business cycles, problems of public finance, labor economics, and the 
relations between government and business are examples of this over- 
all interest. Especially in the decisions of large enterprises, the re- 
percussions of their own actions on the total economy must be weighed. 
Today, it is conspicuously true that the most difficult problems facing 
business management are those arising out of the relations between the 
enterprise and the entire economy and not those of exclusively internal 
management. A function of economics in business education is to aid 
in developing proficiency in analysis and judgment in the administra- 
tion of an enterprise while kindling an appreciation of the political, 
social, and economic forces which increasingly circumscribe the activi- 
ties of the enterprise—whether large or small. 

But the role of economics does not end with immediate self-interest. 
In recent years, when we have been pondering the future of democracy 
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and a liberal capitalistic system, it has often been observed that busi- 
ness men who rise to the support of these ideals sometimes do not 
understand the system they are supporting. And, worse, they all too 
frequently act in ways which threaten in time to undermine the very 
system they profess to support. The perpetuation of a free enterprise 
system seems to require more enlightened and consistent support from 
influential business men. Recognition of this longer-run self-interest 
in the perpetuation of our system rests upon economic education, which, 
as college graduates rise to positions of responsibility, increasingly 
traces back to the attitudes of our teachers and the content of their 
courses. 

Training on matters of more general public policy is important also 
because it contributes to responsible citizenship. And training for 
responsible citizenship must be an integral part of professional edu- 
cation. Students must be encouraged to develop a set of personal and 
social values against which alternative courses of individual, group, 
and government behavior can be tested and judged as means to clearly 
recognized ends. 

More specific connections between economics and business can be 
pointed out in the various areas of instruction. In the tool courses, 
accounting and statistics, knowledge is needed not only of techniques 
but also of economics. The techniques are largely formalistic and empty 
without the aid of economic analysis. At many points, analysis of the 
affairs of individual firms mingles with broader economic problems. 
The very terms “accountant” and “economic statistician” connote 
economic training, while the terms “bookkeeper” and “machine op- 
erator” imply the lack of it. In speaking of the role and responsibility 
of the accountant, one eminent accountant has observed that the 
accountant “must become more familiar with the primary character- 
istics of private enterprise, acquire a better understanding of the basic 
relationships inherent in such a system, and—above all—develop a 
keener realization of the underlying factors required if the system is 
to work. In other words, the accountant must have a thoroughgoing 
grasp of economic principles and a working knowledge of the important 
considerations involved in current, controversial issues.” (Journal of 
American Accountancy, January, 1948, p. 45.) 

In the business world today, labor and personnel problems are a 
major concern. We talk of more enlightened labor leaders and more 
enlightened business men, but enlightenment would seem to demand 
more knowledge of distribution theory, of the relations of wages and 
profits to productivity, of the relation of wages to prices, and of the 
relation of wages and profits to incentives. Knowledge of bargaining 
techniques should be supplemented by a broad comprehension of the 
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economic realities in the longer-run interests of labor, business, and 
the total economy. Thus, personnel courses should lean heavily on 
economic analysis. Problems in the marketing area likewise merge with 
price theory and business cycles. Commercial bankers today have an 
intimate interest in the bond market and its relations to the federal 
debt and budgetary policy. Yet many of them know altogether too little 
of the larger issues of credit and fiscal policy or of the factors deter- 
mining money rates, to serve either their own long-run interests, or the 
interests of the economy. 

It seems unnecessary to detail further instances of the interdepend- 
ence between economics and business, or the need of integrating the 
theoretical and practical, or the individual and broader economic in- 
terests. This reconciliation of emphasis is being achieved in some 
schools today in satisfactory degree, but in others there is regrettable 
lack of cohesion and distortion of emphasis. Probably few schools are 
- satisfied with their business curriculum especially in its utilization— 
or lack of utilization—of economics. No over-all formula can be sup- 
plied for indicating the precise role of economics within business edu- 
cation. But we may offer some general observations and recommenda- 
tions. l 

(a) “Training for business” is not the sole objective of a business 
school. Graduates of business courses enter teaching, government work, 
foreign service, and a variety of callings. This suggests the need for 
generalized education as well as the opportunity for specialization. 

(b) Analytical methods should be emphasized, as against descrip- 
tive, legalistic approaches. The ultimate objective is to teach students 
to think intelligently about the problems they face. They can and 
usually must learn most of the facts of an individual business or in- 
dustry on the job. 

(c) Historical studies should not be neglected. Even leading eco- 
nomists are susceptible to fads and are very cycle-minded, forgetting 
booms in periods of depression, and vice versa. Economic history pro- 
vides perspective and may enable business men to balance short-run 
and long-run considerations. 

(d) The false antithesis between theory and practice should be 
scotched. No trained theorist ever imagined that he took account of 
all the variables, or that abstract models could be used as blueprints 
for multifarious business situations. Good judgment comes after in- 
telligence and understanding, and theory can make a real contribution 
to understanding. 

(e) The problems of the economy need emphasis along with the 
individual entrepreneur’s viewpoint as a profit maker. Self-interest 
as a basis of action, requires interpretation and intelligent analysis, 
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even in small enterprises. This need is increasingly recognized in large- 
scale businesses. 

(f) Without attempting a definition of business ethics or good 
citizenship, we would draw attention to this aspect of economics and 
business training. As long as self-interest guides business activity, we 
do not expect saints in the business world, but we do expect our grad- 
uates to forego the activities of gangsters. And we hope they can be 
taught a philosophy which will lead them to be more sympathetic with 
the rules of the game in a competitive world and more sympathetic 
with government intervention where the rules won’t work, without 
themselves becoming eternal suppliants for relief from competition. 


Contributions of Economics to Business Education: Our 
Specific Recommendations 


On the theory that business education is designed primarily to train 
men and women for responsible positions in business management and 
government, we believe that economics should form a substantial part 
of the course of study of most business students. We hesitate to present 
a formula or a percentage to indicate precisely what we mean by “sub- 
stantial.” We realize that there are differences in the objectives of 
various schools of business and differences in the interests of various 
students within any school of business. Moreover, we recognize that 
the demands of certain technical curricula are so exacting as to leave 
little space for much work in economics within the typical four-year 
undergraduate or two-year graduate programs. However, we are in- 
clined to think that the rigid demand of technical curricula argues more 
strongly for lengthening the time devoted to these programs than it 
argues for restricting the amount of economics. 

The economic content which we consider to be necessary or desirable 
if schools of business are to discharge their responsibilities are listed 
under the following main headings: (a) general survey of economics, 
(b) economics of the business enterprise, (c) money, (d) public 
finance, (e) fluctuations in employment and analysis of current eco- 
nomic conditions, (f) government and business, (g) labor relations, 
(h) international economics. We do not necessarily recommend that 
one or more courses be required in each of these fields. Some of this 
material may well be integrated into other courses. 

(a) General survey of economics. There is no difference of opinion 
on the desirability of presenting a course in “principles” of economics 
early in the career of the business student. We agree with this. How- 
ever, we emphatically do not agree that this course—usually covering 
one year of study—is sufficient. Moreover, we believe that the char- 
acter of this course should be re-examined if additional subsequent 
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work in economics is to be introduced along the lines we recommend. 
In that case, the first course would not necessarily be a broad survey 
of the entire field. Instead it might be developed as the beginning of 
a sequence of later studies. The course might be designed to provide 
the foundation for these later studies but would not necessarily an- 
ticipate the subject matter of all of them. This however, is not the 
place to discuss at length the difficult problem of what to teach in the 
principles course. 

(b) Economics of the business enterprise. We believe that conven- 
tional economic theory courses are not well-suited to a business student. 
He has no obvious interest in or motivation toward such courses. 
Therefore, to teach the considerable amount of economic theory which 
a business student should learn, a device must be found for relating 
the subject to his interests and objectives. This, we believe, can be 
done by centering the study around the business enterprise. The fol- 
lowing topics would be germane: (1) general view of an enterprise 
economy including some consideration of national product and its com- 
ponents; (2) the organization of such an economy, factors influencing 
the character of this organization, and trends; (3) the enterprise 
viewed as a social institution with special emphasis on the process of 
decision making; (4) output adjustment and price determination in 
the enterprise under varying conditions including a consideration of 
profits maximization through the manipulation of controlled variables; 
(5) the enterprise and its relation to consumer demand; (6) the enter- 
prise and the distribution of income; (7) the enterprise and the ad- 
vancement of technology; (8) the enterprise viewed as a public 
servant; and (9) the enterprise economy and its alternatives. 

(c) Money. A special field of economics to which business students 
should have access is the study of money, prices, and employment. 
Such a study should show how the quantity and quality of money (or 
changes in the quantity and quality of money) influence the allocation 
of resources, the level of activity, and the distribution of incomes. It 
should also show the connection between monetary institutions and 
the capital market—including a consideration of the structure of in- 
terest rates and of how monetary institutions relate to and are a part 
of the capital market. Here the course ties in closely with business 
courses in finance. 

(d) Public finance. Business students should have a basic under- 
standing of the effects of a fiscal system on the distribution of income, 
incentives, the allocation of resources, and employment. They should 
also know something of the American system of public finance—Fed- 
eral, state, and local. 

(e) Fluctuations in employment and analysis of current economic 
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conditions. This is a subject closely related to the study of money and 
public finance. We believe, however, that the student’s acquaintance 
with the general field of business fluctuations should be extended to 
such topics as the business cycle, history of business fluctuations, pro- 
posals for stabilizing the economy, methods of business forecasting, 
sources of information and data on current business conditions, and 
difficulties and pitfalls in forecasting. 

(i) Government and business. The training of future business men 
and citizens who are to live in a society characterized by numerous 
governmental controls and interventions in economic life must include 
an over-all view of how such a society came to be and how these con- 
trols may affect their lives and fortunes. They should understand the 
specific types of control which have been relied on at particular stages 
in our development to cope with the urgent problems of those periods. 
They should consider rationally and with some real insight some broad 
questions in the field that are being faced by the present generation, 
for example, can extensive controls be reconciled with democratic 
government, individual economic freedom, and maximum productivity? 
What are the metes and bounds between private and public action? 
Can private enterprise—big business and little business—be preserved 
and, if so, what are the necessary conditions for the survival of each? 
By what means might private enterprise adjust its policies and opera- 
tions to meet new social demands and responsibilities, and thus avoid 
the pressure for further public controls? What portions of the com- 
plicated and expensive structure of government control might properly 
be dispensed with and what conditions would need to be met before 
this could be safely done? How can the business man, individually 
and through group action, contribute to the solution of these problems 
in a manner calculated to preserve the democratic way of life and the 
system of free enterprise? 

(g) Labor relations. Business students must be given an under- 
standing of the labor movement, and of its significance not only from 
the point of view of income distribution and incentives, but also in 
terms of the aspirations of human beings. They must also recognize 
the importance of good human relations to the successful functioning 
of the system of private enterprise and of industry’s responsibility in 
this connection. 

(h) International economics, With the growing importance to Amer- 
ica of international relations and problems, business students should 
acquire a basic understanding of international economic affairs. 

Quite clearly this is a large order, and to do the job of imparting 
minimal economic literacy to business students will require a consider- 
able portion of their time and energy. We would emphasize, however, 
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that each of the above eight topics would not necessarily require a 
separate course of the conventional type (though some might require 
more than one course). By stripping each topic of non-essentials, by 
eliminating overlapping and duplication, and by presenting the various 
topics in logically related sequences, the job could be done with less 
time and effort than would be required to wade through present courses 
with their many facts and their ramified details. Moreover, some of 
these topics are, or may be, treated in connection with various business 
courses now offered. Marketing, corporation finance, accounting, per- 
sonnel, industrial management, business policy, and other business 
courses offer possibilities which are sometimes not exploited fully. To 
accomplish what we have in mind would require a re-examination of 
the entire curriculum to make sure that the essential economics gets 
in somewhere and‘that it is introduced at the right time and in the 
most effective manner. We would emphasize that to give economics its 
rightful position in business curricula will require careful planning 
and vigorous leadership. The job will not usually be done automatically 
and effortlessly. 

To get essential economics into the training of business students, 
there is sometimes an alternative to the mere requirement of more 
economics courses. It can be done partially by providing adequate 
advice to students in the choice of electives. Often the quality and 
content and point of view of their educational experience is deter- 
mined not alone by what they are required to take but also by what 
they take outside of formal requirements. Business students, if left to 
their own devices, tend to elect “practical” and “technical” courses, 
when their best interests—even from the standpoint of bread-and- 
butter—would indicate a broader education. This unfortunate tendency 
can be combatted through good student relations and a sound advisory 
system even without a change in formal requirements. 

We would emphasize that we do not in all cases have satisfactory 
textbooks and teaching materials for the presentation of economics to 
business students. Many intellectual problems remain to be solved 
and much experimentation and retraining of teachers will be necessary 
before the economic part of business education can be soundly estab- 
lished. We commend the brilliant leadership and experimentation 
along these lines in several schools of business. 

If our recommendations regarding the place of economics in business 
education emanated only from the members of our committee and were 
not widely shared, we should be hesitant to present them with assur- 
ance. However, we have found that our views are shared by others— 
by leading business men, by professors whom we have consulted, and 
by students. 
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The Views of Business Men 


In furtherance of the work of our fellow Subcommittee on Economics 
as Preparation for Careers in Government Service and in Business 
Administration, the market research division of Dun and Bradstreet 
recently conducted a survey of top business executives of 4,000 lead- 
ing industrial concerns.* 

The executives were asked: “Assume you are hiring a man you 
expect to become a jJunior—and perhaps later a senior—executive. 
Other things being equal, what kind of courses in his college training 
would give him an advantage? 

The executives were then asked specifically: “1. How much of his 
total college time should have been spent on Economics and Business 
Courses versus all other academic courses (including Science and 
Mathematics, History and Government, English and English Litera- 
ture, Philosophy, Psychology, Foreign Languages, Music and Arts, 
etc.) ?” 

The replies to this question were reported as follows: 


Per cent of total college 
time to be spent on 


Economics and Business Per cent of 
COUTSES : Respondents 
0—19% 13% 
20—39 38 
40—59 28 
60—79 19 
80-100 2 
100% 


The median respondent believed that about 40 per cent of total col- 
lege time should be spent on economics and business. 

The executives were asked a second specific question: “2. How much 
of his study of Economics and Business should have been spent on 
Economics courses (such as Introductory Economics (Principles), 
Money and Banking, Public Finance and Taxation, Labor Economics 
and Problems, Government and Business, Business Cycles, Transporta- 
tion, Comparative Economic Systems, International Economics), 
versus Business Courses (such as Accounting, Finance, Personnel 
Management, Business Methods, Industrial Management, Marketing 
and Advertising, Business Law, Credit, Insurance, Bank Organization 
and Administration, Export Sales and Merchandising) ?” 

*In discussing the results of this questionnaire this report both supplements and repeats 


a part of the report of the Subcommittee which instigated the survey. The repetition is 
held to a minimum. 


THE STUDY OF ECONOMICS IN SCHOOLS OF BUSINESS 117 


The replies to this question were reported as follows: 


Time on Economics 
courses as per cent 


of total time on Per cent of 
Economics and Business Respondents 
0— 19% 4% 
20— 39 37 
40— 59 40 
60— 79 15 
80—100 4 
100% 


The median respondent believed that about 50 per cent of the time 
spent on economics and business should be devoted to economics. 

The validity of this survey was in some doubt since only 12 per cent 
of the executives to whom questionnaires were mailed responded. In 
order to check these results, which our committee considered highly 
interesting, we presented the questionnaire to two groups of leading 
business men and obtained 100 per cent returns from both groups. 
The first group consisted of all the top executives of a very large, well- 
known, and successful industrial company. These executives included 
the president, the vice-presidents, the division managers, and the de- 
partment managers-—-25 persons in all. The second group consisted of 
the members of the Board of Directors of the Ilinois State Chamber 
of Commerce, all of whom are top executives of successful companies— 
about half from very large companies and half from medium-sized 
companies. This group consisted of 45 persons. 

The replies to question one from these two groups were as follows: 


Per cent of Respondents 








Per cent of total college Group 2 
time to be spent on Group 1 Board members of 
Economics and Business Executives of large Illinois State 
COUTSES industrial company Chamber of Commerce 
0— 19% 4% 2% 
20— 39 32 27 
40— 59 40 34 
60— 79 20 30 
80—100 4 7 
100% 100% 


The median was 45 per cent for Group 1, and 50 per cent for Group 
2. This compares with the median of 40 per cent in the Dun & Brad- 
street survey. 
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The replies to question two from the two groups were as follows: 


Per cent of Respondents 


Group 2 
Time on Economics courses Group 1 Board members of 
as per cent of total time Executives of large Illinois State 
on Economics and Business industrial company Chamber of Commerce 
0— 19% 0% 2% 
20— 39 24 22 
40— 59 40 63 
60— 79 36 13 
80—100 0 0 
100% 100% 


The median was 50 per cent for both groups. 

Our conclusion from the use of the questionnaire with actual busi- 
ness groups (where non-response was not a problem) is that the Dun & 
Bradstreet survey presented a reasonably reliable report of the atti- 
tudes of business men on the place of economics and business courses 
in preparation for careers in business. Discussions with the business 
men after they had filled out the questionnaire indicated that they 
fully understood the import of the schedule, and that they had given 
thoughtful and valid responses. 

The net conclusion is that leading business men want more liberal 
education and more economic education than is commonly offered in 
most schools of business. 


Views of a Selected Group of Professors 


A letter of inquiry was sent by our Subcommittee to a panel of pro- 
fessors and administrators who were selected because they were known 
to have given special attention to our subject. The following profes- 
sors responded: G. L. Bach, Carnegie Institute; F. M. Boddy, Minne- 
sota; G. V. Cox, Chicago; Joel Dean, Columbia; M. G. de Chazeau, 
Cornell; C. E. Griffin, Michigan; R. B. Heflebower, Brookings Institu- 
tion; John Ise, Kansas; N. H. Jacoby, California (Los Angeles); H. M. 
Somers, Buffalo; E. T. Weiler, Illinois. 

The comments of this panel were so thorough and so helpful that its 
members should be regarded as part of our Subcommittee—though of 
course they are in no way responsible for the final report. 

Each of these panel members commented on six questions. The ex- 
tent of their agreement was remarkable—though of course not perfect. 
A summary of their comments on each question follows: 


(1) An introductory course in economics? Before beginning of business 
courses? Concurrent with? Character—institutional, historical, de- 
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scriptive, analytical? Public policy? How different, if at all, from 
introductory course for liberal arts students? 


The panel members were generally in favor of a full-year intro- 
ductory course in economics at an early stage in collegiate instruction, 
preferably before the beginning of business instruction. Most thought 
that the course should combine institutional, descriptive, and philo- 
sophical material with training in quantitative and analytical thinking. 
There was general agreement that the course should include considera- 
tion of public economic policy, though some warned against excessive 
preoccupation with policy matters before the basic analytical tools had 
been mastered. The panel was unanimous in the view that there is no 
difference between the course that is desirable as an introduction for 
business students and that desirable for students of liberal arts. 


(2) What economics should be given in separate economics courses, such 
as analytical business economics, business cycles? 


The members of the panel were unanimous in recommending busi- 
ness economics and business cycles as essential courses. By business 
economics, the panel members meant the application of the concepts 
and analytical tools of economic theory to the problems confronted by 
business management. Most of them thought of this course as one to 
be given fairly early in business education. They regarded a course in 
business cycles as training in the analysis of current economic condi- 
tions from the point of view of business planning. Several of the panel 
members also indicated the desirability of a course on the economics 
of the enterprise system with emphasis on some of the more philo- 
sophical questions regarding that system. 


(3) What economics combined and blended with business courses? 


Most of the panel members strongly recommended that business 
economics and questions of public policy be woven into advanced busi- 
ness courses such as marketing, finance, production, and personnel. 
A few expressed skepticism about the possibility of including much 
economics in business courses indicating that it would depend on the 
interests of the instructors. These individuals would rely more strongly 
on separate economics courses for the economics education of business 
students. 


(4) Can a business economics course serve as a systematizing and integrat- 
ing device in the last year of the program? 


On this question the panel members were divided. Several thought 
that a business economics course should be given earlier as a founda- 
tion for business studies. Some members felt that the best integrating 
device would be a course in business policy rather than one in business 
economics. A course on business policy would contain large elements 
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of economics but it would be primarily a course in management rather 
than in economics, On the other hand, several favored business eco- 
nomics as an integrating device—perhaps in conjunction with business 
policy. 

(5) Is there need for a comprehensive economics course on public policy 
in relation to business, perhaps in connection with a course in business 
and government; or should such material be distributed to other 
courses, e.g., S.E.C. in a finance course? 


The panel was almost unanimous in their belief that a broad course 
in government and business or social control of business is needed. 
This course should supplement and systematize the consideration of 
government and business which should be introduced into the various 
courses on finance, marketing, management, etc. 


(6) Should more than the introductory course be prescribed for all 
students? 


The unanimous answer to this question was an emphatic “yes.” 
(7) Additional comments. 


Most of the panel members expressed general views beyond those 
specifically related to the above six questions. These obiter dicta in- 
dicated a strong conviction on the part of virtually all the panel mem- 
bers that a substantial core of economics is useful (a) as a tool of 
management in that a business man must be able to judge the effects 
of economic trends and policies upon his own enterprise, (b) as prep- 
aration for understanding the impact of private managerial decisions 
on the functioning of the total economy, and (c) as a basis of in- 
telligent and ethical citizenship. 


Views of Students 


At a large mid-western state university where economics at present 
occupies a minor role in business education, 21 top-ranking senior stu- 
dents were interviewed regarding curricular problems. Each student 
was asked to fill out a brief questionnaire which contained this ques- 
tion: 

“Would you approve of a requirement that each student take several courses 
in economics during his junior and senior years designed to give a broad view 
of our economic system and its problems; for example, labor economics; eco- 
nomics of enterprise; the business cycle and business forecasting; comparative 
economic systems; problems of business policy? (Note: The requirement of 
such courses would mean the elimination of some present requirements or 
possibly a reduction in the number of courses in the major field of con- 
centration. )”’ 


Of the 21 students, 15 indicated that they would heartily endorse such 
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a requirement, 3 were in favor if the number of required hours were 
not too great, 2 were opposed, and 1 offered no opinion. 


Administrative Relationships Between Departments of Economics 
and Schools of Business 


A factor which may influence the role of economics in business 
education is the administrative relationship between the department 
of economics and the school of business. Accordingly, our subcommit- 
tee has given consideration to this subject. 

Historically, training in business administration a was an out- 
growth of the curriculum in economics. Consequently the business 
curriculum often was, and sometimes still is, administered by the 
Economics Department. On the other hand, a few schools of business 
were established de novo without cellular division from economics. As 
the years passed, the business curriculum and faculty tended to become 
larger than the economics curriculum and faculty, and in many in- 
stitutions, history reversed itself in that business absorbed economics 
organizationally. 

Today, the following types of administrative relationships between 
economics and business exist in the United States: 

1. Economics is an administrative unit of the school or college of 
business. This arrangement is now numerically superior. 

2. Economics and business are entirely separate and sometimes, un- 
fortunately, rival units. 

3. Business is a subdivision of economics and is administered by it. 
This situation occurs less and less frequently each year. 

4. Hybrid arrangements in which lines of demarcation and of ad- 
ministrative responsibility are somewhat blurred—perhaps purposely. 
Such arrangements typically reflect the play of evolutionary factors 
and of personalities. 

A recent survey of these administrative relationships was made by 
Dean Theodore H. Smith of the University of Montana. The results of 
this survey, which included the 52 institutions having membership in 
the American Association of Collegiate Schools of Business, follow. 
The results are tabulated by size of institution. 


Enrollment Econ. Dept. Econ. Dept. Econ. Dept. 

of Institution in Bus. Ad. in L. Aris in both 

Under 3,000 5 1 0 

3,000—5,000 10 5 1 

5 ,000—10,000 9 5 0 

Over 10,000 8 6 2 
Total 32 17 3 
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The ideal administrative relationships between economics and busi- 
ness will depend upon a number of variables, such as: 

1. The conception of the nature and function of the disciplines. 
There is little likelihood (taking the extremes) that sound working 
relationships could be maintained through any devices between a 
group of economists interested primarily in formal abstract analysis 
and a faculty of business technicians narrowly conceived. 

2. Whether faculty members in business are essentially scholars or 
whether they.are primarily transplanted or part-time business men 
without instincts and interests characteristic of a true college or uni- 
versity. This is not to say that business experience and scholarship 
are incompatible or that business executives may not react favorably 
to the environment of scholarship. 

3. The relative level of ability of the faculty members in both 
groups. It is highly unlikely that sound working relationships can be 
maintained between two groups when one is clearly inferior in ability 
to the other. 

4. The personalities of the members of the faculties. Obviously this 
is often the most important and the most intangible variable. 

5. The size of the institution and the resources available for the 
programs in business and in economics; especially whether the school 
of business is able to employ a group of economists in addition to 
those in the Department of Economics. 

6. The salary scales in economics and business. There is no better 
way to guarantee friction than to have different salary scales for the 
two groups. 

7. The character of the leadership in the university, both at the top 
and in business and economics. 

8. The relative intimacy of the relations between the business faculty 
and the business community, and the relative dependence of the in- 
stitution’s support upon the character of these relations. 

Considering the number and nature of these factors, no single con- 
clusion can be reached which will be applicable equally to all institu- 
tions. It would be possible to devote many pages to the analysis of 
possible combinations of variables. Instead we shall indicate the out- 
lines of what we consider the preferable organizational and adminis- 
trative relationships in those institutions in which business administra- 
tion and economics are expected to be partners rather than rivals. 

First, both economics and business should have sufficient autonomy 
so that each need not fear the outright dominance of the other. 

Second, in order to guarantee that Economics and Business do not 
become separate and rival entities the following devices should be 
employed: 
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(a) All of the members of the Economics Department, or at the very 
least those members offering courses which are acceptable in the 
program of the school of business, should be voting members oi 
the faculty of the school of business, or whatever group determines 
policy with respect to the curriculum. 

(b) A significant proportion of the members of the two groups 
should have joint appointments with voting privileges in both 
faculties. Such dual membership, however, should not be foisted 
arbitrarily from the top by administrative fiat. Rather, it should 
include those faculty members whose qualifications justify this 
type of appointment. Persons with such qualifications would com- 
mand great respect and should assist in holding the two groups 
together as a team. 

(c) Research organizations and funds should be administered jointly 
by, or at least for, the interests of both groups as through a Bureau 
of Business and Economic Research. In a company of scholars, 
research is an ideal medium for true cooperation and cross-fertili- 
zation. 

(d) Members of the two groups should meet frequently in commit- 
tee discussions of problems of common interest. 

(e) The two groups should be kept near each other physically. 

(f) Library facilities should either be unified or in the same general 
area. 

In view of the number of devices listed above that are intended to 
cement relations between business and economics, the question will 
arise as to why they should not be combined as an administrative unit. 
The combined organization is common—especially in smaller institu- 
tions. We do not deny that this can be done effectively or that it is 
being done with good results in some institutions. Much depends upon 
the types of persons selected for the faculties of both groups, the edu- 
cational objectives, the quality of the leadership, and the consistency 
with which objectives are pursued. Nevertheless, generally the strong- 
est economics departments and possibly the strongest schools of busi- 
ness in this country are separate units, administratively. This suggests 
that we may not be far enough along to recommend fusion as a general 
principle of administration. Possibly at some future date, this ad- 
ministrative issue will not be important, if economists of various types 
and persuasions and professors in the fields of business administration 
come to recognize the unique contributions of each other and to pool 
their resources in terms of mutual respect. At present we need to en- 
courage cooperation and cross-fertilization but should not usually run 
the risks that arise when either group can outvote and determine basic 
policies for the other. 
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Conclusions 


On the basis of our study of the role of economics in business edu- 
cation, we conclude that economics should occupy a central position in 
business curricula. In this conclusion, we are supported by leading 
business men and by a considerable body of our professional colleagues. 
In addition to principles of economics, we would emphasize the im- 
portance of business economics, money, public finance, business fluc- 
tuations and the analysis of current economic conditions, government 
and business, labor relations, and international economics. 

On the basis of our survey of current practice in American schools 
of business, we suspect that economics does not generally occupy the 
position in the curricula which we think it deserves. However, we 
recognize that many institutions are giving economics its full measure 
of attention, and we are gratified by the general awakening of interest 
in the relevance of economics to business education. 

We believe that the greater emphasis on economics which we recom- 
mend should be achieved in part by increasing the number of required 
courses in economics, by increasing the amount of economic content 
in business courses, and by encouraging business students to elect 
appropriate economics courses. 

We do not advocate in all cases the taking over of traditional eco- 
nomics courses into the business curriculum. Some of these are, or 
seem to be, unrelated to the interests and objectives of business. We 
believe that considerable study and experimentation is needed in order 
to adapt the study of economics to the requirements of business edu- 
cation. Fortunately, this process of study and experimentation has al- 
ready been begun on many fronts, and we hold great optimism for 
the results. We believe that the infusion of new economic materials 
into business curricula will result in a richer and more rigorous pro- 
gram of business education. Moreover, we believe that by the inclu- 
sion of more economics, a more “practical” kind of business educa- 
tion will be achieved—that is, more practical in terms of the problems 
which future businessmen are likely to meet and more practical in 
terms of the probable needs of our society. 

If the colleges of business take hold of the problem of training 
young men and women for business and economic statesmanship, we 
shall produce a new generation of businessmen who will have a power- 
ful impact on the character of our society and who will make a major 
contribution to the progressive continuance of free enterprise and a 
free society. We must not be content merely to turn out bright young 
men who are equipped only for business as usual. 


ant 


UNDERGRADUATE ECONOMICS AS PREPARATION FOR 
CAREERS IN GOVERNMENT SERVICE AND IN BUSINESS 


BEN W. Lewis, Chairman, C. L. CHRISTENSON, JOEL DEAN, ROBERT 
A. GORDON, SAMUEL P. Hayes, JR., Wint1am H. STEAD, Amos E. TAYLOR 


PART I. UNDERGRADUATE ECONOMICS AND 
GOVERNMENT SERVICE 


In searching out professional opinion on undergraduate training in 
economics as preparation for careers in government service, the Sub- 
committee mailed a draft statement in the form of a “report” setting 
forth tentative conclusions on the subject to some 125 persons in gov- 
ernment service in Washington, and asked for their comments, criti- 
cisms and suggestions. The statement was designed to elicit comment, 
and the persons to whom it was sent were selected from among those 
whom the committee had reason to believe were interested and were 
particularly fitted by position and experience to be of help. Approxi- 
mately fifty thoughtful replies were received. Because of the nature of 
the draft statement (see Appendix I), the replies were not in a form 
which would permit tabulation, but the present report seeks to reflect 
the views which they contained. 

Perhaps the most interesting question growing out of these letters is 
whether or not even the best undergraduate training can, without gradu- 
ate work, be sufficient preparation for important government positions. 
Many of those who expressed themselves on the point consider that 
graduate training is required as preparation for advanced government 
assignments. There were, however, a significant number of dissenters, 
and it is quite possible that many others who failed to express them- 
selves would have joined in this view if the issue had been more 
sharply presented. This dissenting view was clearly expressed by the 
following statement: 


“‘, .. there are several sharply different classes of economic work for the gov- 
ernment which call for divergent types of training. So far as I know, it is 
untrue that professional economists in the government will ‘almost certainly 
be required to engage in a substantial amount of graduate study.’ If an 
economist enters the government service far enough down the ladder he can 
rise entirely through promotions without any graduate study.” 


This position, while not always so emphatically stated, was neverthe- 
less widely expressed; and other comments on the specific character 
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of desirable training which came to the Committee tended, by implica- 
tion, to give it support. Stated briefly, undergraduate education is suffi- 
cient for many government economic appointments, if candidates are 
willing to start near the bottom of the ladder and take their advanced 
training on the job. 

The replies pointed rather clearly to certain basic training as being 
desirable if not indeed essential. Some of the elements of this basic 
undergraduate program involve courses in economics; a very con- 
siderable part lies outside the direct work of economics departments. 

Most important, and a universal recommendation, is training in the 
use of language. All government officials consulted were of one mind 
on this point. “Send us candidates who can read and write—who know 
how to organize and express their ideas clearly and effectively,” was 
stated over and over again in the Committee’s correspondence. This 
same concern over the adequacy of skill in the art of expression, both 
oral and written, seems to be the basis for many comments to the 
Committee urging small discussion classes for instruction in contrast 
to the large lecture course. Preparation for government positions re- 
quiring individual judgment and carefully explained and supported 
recommendations is not to be had simply from notes on formal lectures 
and the passing of true-false examinations. 

While the ability to speak and to write clearly is the universal re- 
quirement for young apprentices in government assignments, skill in 
at least the elementary use of statistics seems to be nearly as im- 
portant. Almost all Federal government activities relating to the eco- 
nomic system involve the use of statistical procedures to such an 
extent that the language of government is no longer confined to literary 
expression in the narrow sense. “Government policy depends much 
on detailed knowledge about the nation’s employment, production, and 
purchasing power which has now come to be summarized and analyzed 
in numerical terms.’ Statistics is now one branch of the language of 
government, and a working familiarity with economic statistics is a 
requirement for most beginners in government service. 

Finally, and somewhat less generally and less emphatically urged 
by the government officials consulted, is an elementary training in 
accounting. Those who contemplate entering government service would 
be well advised to include in their undergraduate college program, a 
course designed to acquaint them with “the theory of accounting” as 
distinct from the machinery of bookkeeping. There is, of course, great 
need in government service for large numbers of specially trained 
accountants; but it is not this need which concerned our respondents. 


*See the Hoover Commission Report-—Section [IJ—Statistical Activities, McGraw-Hill 
Book Company, Inc. (New York 1949). 
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The real need among those who enter government service as junior 
economists is for a broad understanding of the nature, significance and 
limitations of accounting as an instrument of control both for govern- 
ment agencies and for private firms. 

As for the more traditional courses in economics, there was general 
. agreement on the value of the introductory and conventional “prin- 
. ciples of economics,” with a strong showing of interest in the national 
income approach. Also widely supported were courses in money and 
monetary theory with strong but less universal acceptance of advanced 
courses in economic analysis. Additional work in economics was recom- 
mended, but there was no consensus as to courses, and many expressed 
themselves that the exact content was less significant than the addi- 
tional exposure to economic problems and the additional training in 
economic analysis. Some officials emphasized the value of courses in 
corporation finance as well as in public finance, taxation and fiscal 
policy, but very few considered that these or any other particular 
courses were so essential that they should be regarded as universal 
requirements for undergraduate training for junior economists. 

Review of the correspondence suggests that more important than a 
piling up of advanced undergraduate courses in economics is a fairly 
intimate acquaintance with the other disciplines in social science. The 
desirability of courses in history, sociology and government was 
stressed over and over again. There is a genuine conviction on the part 
of federal government administrators that they should be able to take 
it for granted that those who undertake assignments as beginning 
economists have a basic orientation in the structure of federal and 
state government, the history of the United States and the develop- 
ment of its position in world affairs, and a realization of the character 
of social problems. 

In conclusion, the Subcommittee believes that the main proposi- 
tions which emerge from the responses to its draft statement are 
sound; that 

(1) Undergraduate training in economics, properly oriented, di- 
rected and restrained is a valuable preparation for careers in govern- 
ment service; that 

(2) While graduate training in economics is desirable, promising 
careers in government service are open to those who enter the service 
with undergraduate training alone; that 

(3) Candidates, irrespective of the exact content of their under- 
graduate majors, should be trained to “read and write,” and to this 
end emphasis should be placed as.fully as possible on small discussion 
sections and the preparation of written reports; that 

(4) Familiarity with the essentials of statistical collection and 


128 THE AMERICAN ECONOMIC REVIEW 


analysis and the theory of accounting should be developed; that 

(5) The introductory course in economics might well be followed 
by courses in money and finance and in “intermediate theory,” and 
that these might profitably be rounded out by other traditional eco- 
nomics courses, the exact content of which is not of paramount im- 
portance; and that 

(6) Work in economics, even when it is thought of as “professional 
preparation,” should be looked upon and treated in perspective—as a 
part (important, but not to be over-emphasized) of the broader pro- 
gram of education in the liberal arts. 


PART II. UNDERGRADUATE ECONOMICS AND 
CAREERS IN BUSINESS 


Just as in the case of its study of undergraduate economics and 
government service, the Subcommittee went to “the market” for opinion 
in its consideration of undergraduate economics as preparation for 
careers in business. 

Through the generous cooperation of Dun and Bradstreet, Inc., we 
were able to circularize top business executives of 4,000 of the leading 
industrial concerns in the United States, with a letter and questionnaire 
(see Appendix IT). The replies were processed by the Marketing Re- 
search Division of Dun and Bradstreet, and the Committee’s conclu- 
sions have been formulated in light of the report furnished by that 
firm. 

The survey of business executive opinion brought replies from 472 
officials of corporations—a 12 per cent response. The respondents, of 
whom 76 per cent were either corporation presidents (65 per cent) 
or vice presidents (11 per cent), were widely distributed geographically 
(45 per cent located in the North Central portion of the country; 36 
per cent in the Northeast—New England and Middle Atlantic census 
regions—9 per cent in the Mountain and Pacific census regions, and 
the remaining 10 per cent in the East South Central, West South 
Central and South Atlantic census areas). Forty-six per cent of the 
replies came from executives in heavy manufacturing industries and 
27 per cent from those engaged in light manufacturing. The other 
respondents were distributed, 10 per cent in retail trade, 8 per cent in 
wholesale trade, 5 per cent in service and 4 per cent in mining and 
construction. Of the 360 respondents who had attended college, ap- 
proximately 65 per cent began their undergraduate work before 1920, 
and 80 per cent had completed their work before 1930. 

Several of the executives (specifically 41) were prompted to sup- 
plement their formal replies to specific items on the questionnaire by 
extended statements on matters suggested generally by the survey. 
Four of these considered economics courses as of doubtful value, ap- 
parently basing their conclusions on the assumption that the subject 
matter either was not, or perhaps could not be, treated objectively. For 
instance: “Many of our so-called economic texts are of highly ques- 
tionable character”; “Run off the crack-pots teaching economics in our 
colleges”; “I think they (courses in Economics) are a discredit to the 
American way of life”; and “Special effort should be made in our col- 
leges to separate economics from political ideologies.” Similar doubts 
were expressed by about an equal number of executives with respect 
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to formal courses in business administration. Thus: “Men from busi- 
ness schools I have contacted seem to have been taught by theorists 
who have too little business experience,” “Courses in Business Ad- 
ministration are mostly bunk,” and “Another objection I have to the 
so-called ‘Business Administration’ courses is that the colleges and 
universities are turning out a half-baked product.” 

Fortunately, however, more thoughtful and more useful views than 
these were expressed. There was, for example, the view that specific 
courses in either economics or business are less important for under- 
graduate training of future employees in business and industry than- 
are fundamental tool courses of science, and work in the art of ex- 
pression. The following quotations from letters of nine executives are 
illuminating: 


“In my opinion, a good citizen, as well as a good businessman, is one who 
has that kind of education which explains world, national, and local life. 
That is why I think that an educated person intending to go into business 
should not spend more than about 20 per cent of his, time on economics and 
business courses. That is why I think that practically all time devoted to 
economic and business subjects should be devoted to economics rather than 
business. The techniques of the several branches of business can be learned 
reasonably well on the job. Otherwise such knowledge can be obtained from 
extension courses, correspondence courses, and special schools. 

“The teaching of business techniques is not what most colleges and uni- 
versities were founded for, and it would be, in my opinion, unfortunate both 
for the colleges and for the students to devote a great deal of time to such 
subjects.” 


“In my opinion many of the advanced courses should be given in senior year 
or in graduate work. Certainly a freshman or sophomore would need a 
general background in fundamental subjects.” 


“Tt is my opinion that many young men would be more greatly benefited 
by taking post graduate courses in economics and business after they have 
had a few years’ actual experience in business, than would be the case if they 
either had two years of commerce and two years of liberal arts, or took a 
post graduate course in commerce immediately after a full liberal arts course.” 


“It is my definite feeling that there should be a distinct difference between. 
education and training, and that training courses are not properly part of the 
college curriculum. Either a young man should complete his college course 
—get his broad educational background—-and then take courses in Business 
Administration, or he should at least get a couple of years of education before 
going into training. 

“An increasing number of businessmen realize that although for the first 
few years a young man will be benefited by training courses, his education 
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becomes valuable when he begins to assume leadership in executive capacity. 
If a businessman is to be trained, just as a lawyer or a doctor, this should 
be the subject of a specialized course on top of a broad general education.” 


“My experience with younger college men—-Too much sociology and too 
many other ‘pipe courses.’ A lack of history, mathematics, and physics—all of 
which require positive answers. I don’t care whether a student likes the course 
or not, he’s got to be forced to do things that he does not instinctively want to 
do. 

“A student cannot bluff through mathematics nor physics nor precise 


~o history. The criticism I hear of the college of today is that there are too 


~ 


many electives and too much emphasis put on sociology which is administered 
in many cases by persons who have little or no sense of realism.” 


‘Specialization should follow a four year course to adequately fit a man 
for executive positions—generally speaking, of course.” 


“Many of these subjects can be understood and knowledge of them acquired 
better after graduation than before.” 


“Enclosed herewith you will find my answer to the questionnaire submitted, 
based on ten semesters of college time instead of the usual eight semesters 
in a four year college course which includes the liberal arts. 

“If an answer is desired on the basis of eight semesters, I would change the 
percentage to 66 2/3 per cent on Economic courses and 33 1/3 per cent on 
Business courses, believing that the fundamentals are most desirable in a 
college course and that specific business courses can be pursued more readily 
and possibly with greater appreciation after the individual leaves college 
unless he is taking an extra year or more in college business courses.” 


“It makes a very great deal of difference in answering this questionnaire 
whether we are considering a man who is only going to take four years of 
undergraduate work or whether we consider one who is going on to take a 
further amount of work in postgraduate courses. I firmly believe that for a 
man who is going to take two or more years of postgraduate work, most of 
the undergraduate years should be spent in purely liberal arts courses as I 
believe they are best for broadening one’s interest, enabling one to make 
friends and present one’s ideas in a more able fashion in later life. 

“However, if only four years total is to be spent in college, it would then 
be necessary to secure the business and economics training as well as some 
engineering or scientific background during that time. In other words, I feel 
that if possible a large part of the business and economic training and all of 
the engineering or scientific training should be concentrated in postgraduate 
courses. For your information, in evaluating the above, my college education 
consisted of four years at Massachusetts Institute of Technology, culminating 
a Bachelor of Arts Degree although I did manage to take some graduate 
courses at the same time. 
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“I also feel that it is better to give a background of general economic 
knowledge during college years rather than to give courses specifically in more 
or less isolated and departmentalized problems of actual business practice. It 
is important to get the foundation upon which one can later build the super- 
structure of specific application which will be gathered from experience in 
business.” 


In their emphasis on fundamentals and breadth in education, the 
business executives who offered statements are substantially in agree- 
ment with government administrators. One business executive empha- 
sized this point by the following paragraph: 


“Rather than write a lengthy thesis on my views I can sum them up nega- 
tively by asking you how many people just out of college you find with good 
habits of personal and mental neatness? How many of them can write a 
correct letter, not only as a composition but with a niceness of expression 
and grammatically correct? How many can do simple arithmetic and can use 
business machines? How many can converse intelligently when it comes to 
social intercourse? How many know how to read a paper and are interested 
in following current events of importance to all of us? In short, just how many 
have benefited from college?” l 


Perhaps the most extreme expression of this view is to be found in 
the statement that, 


“Fundamentally, a man entering business should be able to express him- 
self and, therefore, should take four years of English with writing, elements of 
speech, public speaking, argumentation, and debate; to be followed in turn 
by a free hand course in drawing, including sketching; to be followed by a 
mechanical drawing course. These subjects will permit him to either write, 
speak or sketch his ideas and thoughts. ... 

“Next of importance to learning the English language is a college course in 
physics and-chemistry. Next in importance, a college course in mathematics. 
Next in importance would come principles of economics, money and banking, 
public finance and taxation; a course in business law, and finance and account- 
ing. Additional courses should be taken in personnel management, advertising, 
_business organization and administration and psychology. 

“The above work would make up a four-year college course which would 
permit a student then to specialize for two additional years in the particular 
field for which he would be preparing. Men are needed in management today, 
be it sales, factory, business administration; and the additional two years 
of college after the first four years should be in the field of specialization 
directed toward the final objective of the individual. I would consider that 
economics and business courses should account for 25 per cent of a college 
man’s time.” 


It is probable that business executives consider general education 
courses outside business and economics as of less importance to their 
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junior employees than do government officials, but, clearly, if any 
dominant theme is to be found in the supplemental letters, it is that 
colleges should seek to educate rather than to train. Undue emphasis 
on either business or economics courses, to the neglect of mathematics, 
physics, history, and English, was looked upon with marked disfavor. 

In a slightly less emphatic form this same view appears in the tabula- 
tion of the total questionnaire returns. The median respondent (out of 
472 replying) felt that not more than 40 per cent of total college time 
should be spent on business and economics subjects and that the re- 
mainder of the student’s time should be devoted to other academic 
courses which the questionnaire specified as including “science and 
mathematics, history and government, English literature, philosophy, 
psychology, foreign languages, music and arts.” 

On the questionnaire item which asked the respondents to indicate 
how the total time allotted to business and economics should be dis- 
tributed between economics courses and business courses’ the median 
‘response indicated that a promising man for a business position should 
spend about the same amount of time on business courses as on eco- 
nomics courses. However, a review of individual replies showed con- 
siderable support for somewhat more time to be spent on business 
than on economics courses. 

The questionnaire also sought pinta on the relative importance 
of specific courses in economics compared with certain paired courses 
in business subjects. The business courses with the greatest margins 
of preference were Accounting, Corporation Finance, and Industrial 
Management. Without the inclusion of elementary economics in the 
list the economics courses given widest preference were Money and 
Banking and Public Finance. Since the inquiry on this point was made 
through eight sets of particular paired comparisons it is difficult to 
determine how the executives might have evaluated the 16 courses if 
they had been differently paired or if the respondents had been asked 
to list each item of the entire series in order of importance. 

It is important to observe that our survey of business executive 
opinion was, after all, an opinion survey. A review of actual attain- 
ment in business by college graduates whose undergraduate prepara- 
tion had followed various typical patterns would have yielded more 
significant results, but such a study was, of course, impossible for us 

° Economics courses were suggestively enumerated to include, Elementary Economics, 
Money and Banking, Public Finance and Taxation, Labor Economics and Labor Problems, 
Government and Business, Business Cycles, Transportation, Comparative Economic Sys- 
tems, and International Economics, while typical business courses were listed to include, 
Accounting, Finance, Personnel Management, Business Methods, Industrial Management, 


Marketing and Advertising, Business Law, Credits, Insurance, Bank Organization and 
Administration, Export Sales and Merchandising, 


134 THE AMERICAN ECONOMIC REVIEW 


to undertake. Nonetheless, the opinions of executives who have been 
through the mill is important for the purpose in hand, both for their 
bearing on the direct merits of the issues involved and as indicative 
- of the climate in which our graduates will work and live. The Sub- 
committee’s conclusions—themselves opinions—are made in awareness 
of that opinion. 

In conclusion, it is our Judgment that 

(1) The problem of the relation of undergraduate economics to 
careers in business is not greatly different from the problem of its 
relation to careers in government service, and much that was suggested 
in Part I with reference to economics and government service may 
quite validly and appropriately be said here with reference to economics 
and business; that 

(2) Courses in economics and business, even when thought of as 
“professional preparation,’ should be looked upon and treated in per- 
spective—as a part (important, but not to be overemphasized) of the 
broader program of education in the natural sciences, the humanities 
and the other social sciences; that 

(3) Training in “reading and writing’ should be emphasized 
throughout the college course; that 

(4) The introductory course in economics should be followed by a 
course in accounting and by courses in statistics, money and finance 
and by a limited selection from other traditional economics courses; 
and that 

(5) The undergraduate course work in economics may profitably 
be supplemented by two or three courses pointed more directly toward 
an understanding of the nature of business problems and processes. 

(6) Business situations and problems are too varied, specialized 
and technical to be made the subject of detailed study and intensive 
professional training at the undergraduate level. Whether offered by a 
liberal arts college or by a school of business administration, the best 
undergraduate preparation for a life and career in business is a broad, 
liberal education, with emphasis upon the development of general. 
analytical power and'an understanding of the structure, processes and 
problems of the economic and business world. 


APPENDIX I 


A.E.A. COMMITTEE ON UNDERGRADUATE ECONOMICS 
AND PUBLIC SERVICE 


A Request for Your Opinion 


This is to ask for your opinion on the undergraduate training of college students planning 
to enter government service. 
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The American Economic Association has appointed a committee consisting of C. L. 
Christenson, Joel Dean, R. A. Gordon, S. P. Hayes, Jr., W. H. Stead, Amos Taylor and 
myself to undertake a survey of informed opinion and to present some conclusions on 
Undergraduate Economics as Preparation for Careers in Public Service. We have pre- 
pared a preliminary statement (enclosed) expressing a point of view on the number and 
nature.of courses in economics which college students planning to go into government work 
should take, and we are circulating it for comment to a selected group of people who have 
had Washington experience. May I emphasize that the statement does not represent a 
conclusion that the Committee has reached, even tentatively: it is presented as a type 
of conclusion for the purpose solely of stimulating thought and eliciting comment. This 
approach to our problem seems to us to promise more than we could hope to achieve 
through the use of “yes” and “no” questionnaires. 

We want very much to know what you think about the number and kinds of eco- 
nomics courses which a college undergraduate planning to go into government work should 
take, and we will appreciate it greatly if you will let us have your views in the form of 
comments, critical or otherwise, on the enclosed statement. 

We would appreciate, too, a statement of and comments about your own undergraduate 
training in economics. 

‘Please indicate in your answer whether for any reason you prefer not to be quoted by 
name in any report which may grow out of this survey. 

May I hear from you soon, at the address below? 

Cordially yours, 
BEN LEWIS, Chairman 
Dept. of Economics 
Oberlin College 
Oberlin, Ohio 


AN ECONOMIC STUDY PROGRAM FOR COLLEGE UNDER- 
GRADUATES PLANNING TO GO INTO GOVERNMENT SERVICE 


A Statement for Comment Only 


There is probably no simple formula that completely describes the ideal 
pattern of undergraduate study in economics for all students contemplating 
government service as a career. Indeed it may be that the method of teaching 
is more important than the substantive content of the courses involved. 

It seems valid to begin the description of the undergraduate program in 
economics for persons expecting to enter the government service, by dis- 
tinguishing between those persons who expect to become professional govern- 
ment economists, and those who expect to undertake other types of govern- 
ment work in which some understanding of the fundamentals of economics 
may contribute to success. For the latter group certain considerations would 
seem to dictate a somewhat less extensive program than for the former. On 
the other hand, the fact that for this group the undergraduate program in 
economics may represent their total formal education in the science, whereas 
those who expect to enter government careers as professional economists will 
almost certainly be required to engage in a substantial amount of graduate 
study, means that the main outlines of the fundamentals should be included 
in the programs for both groups. Nevertheless even those persons specifically 
aiming at careers as professional economists should not emphasize the study 
of economics in their undergraduate years to the exclusion of a broad back- 
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ground in science and in the liberal arts, generally. Moreover, ideal programs 
of training at the undergraduate level for those entering the government serv- 
ice should certainly provide some attention to history, sociology, political 
science, and probably geography. 

With these considerations in mind, it would appear that programs for 
persons who expect to enter the government service otherwise than as pro- 
fessional economists merely should include enough courses in economics to 
give a general understanding of the operation of the economic system, some 
appreciation of the limitations of economic science and a knowledge of the 
more important tools and methods used in economic investigations. Con- 
cretely this may be approached by a program that is often designated as a 
“minor” in American universities and colleges. It would mean perhaps about 
five, or at most six, courses of a semester’s length. These should include, in 
addition to the general introductory course in principles of economics (usually 
six semester hours), economic statistics, 3 hours, social control, 3 hours, and 
public finance, 3 hours. A course on the general principles of accounting should 
also be required and if time permits a semester course on business organiza- 
tion and private finance might well be included. 

For students expecting to enter government service as professional econ- 
omists the undergraduate program in economics might well include three or 
four additional courses. These might well be an intermediate course in eco- 
nomic theory and courses in labor economics, money and banking, and inter- 
national economic affairs. In any event the student should be made to realize 
that the exact content or subject matter is not of special professional signifi- 
cance. This would bring the total of undergraduate credits in economics up to 
approximately 25 or perhaps 28 (excluding accounting and business finance) 
semester hours. Such a program would allow enough attention to be paid to 
the collateral social sciences to develop a broad base of understanding upon 
which to build a specialized graduate program in economics. Planning along 
these lines for undergraduate education in economics would minimize over- 
lapping with graduate courses and moreover would represent a program widely 
attainable by the smaller colleges as well as by the larger universities. It will 
be time enough to specialize intensively when the student has completed his 
undergraduate education. 

Because undergraduate training should introduce students to the limitations 
of economic analysis, and to the procedure of arriving at tentative conclusions 
to problems which may be insoluble in any ultimate sense, somewhere in’the 
students’ undergraduate career there should be training in the active partici- 
pation in discussion of current economic issues. This means that in so far as 
possible the whole of the undergraduate instruction in economics should be 
carried on through the give and take of classroom discussion rather than by 
the straight lecture method. Compromises will inevitably have to be made 
but the development of issues by active class participation, the use of case 
material, the objective discussion of controversial questions, and the writing 
of reports involving analysis and recommendations, should proceed as far in 
the undergraduate program as is practicable. Where it is necessary to conduct 
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many of the courses by: the lecture method, some effort should certainly be 
made to set up small seminars to supplement lectures as much as possible. 
These seminars should not be quiz sections turned over to junior staff members 
who are but little ahead of the students whom they instruct; they should 
represent primarily responsibilities of well seasoned teachers preferably with 
experience in government administration as well as in classroom instruction. 


APPENDIX II 


MARKETING AND RESEARCH SERVICE OF DUN & BRADSTREET, INC. 
290 BROADWAY, NEW YORK 8, N.Y. 





Dear Mr. 


What do you think of college Economics courses? The American Economic Association 
wants your help in re-examining the teaching of college economics, with particular 
reference to economics as preparation for careers in business. Dun & Bradstreet, Inc., is 
contributing its services to assist the Association. 

Please tell us where you think the emphasis should be placed in college economics today, 
by answering the few questions following this letter. You may also want to enlarge upon 
your ideas on your own letterhead. 

The results of this survey will be published in summary form, and you will receive a 
copy if you check the box for this request. 

Your own name and company name, as given above, are necessary for classification 
purposes and for mailing summary reports. Your name and company name will not, 
however, be revealed to anyone outside the Marketing and Research Division of Dun 
& Bradstreet, Inc. : 

Many thanks for your cooperation. 

Sincerely yours, 
a RALPH J. WATKINS, Director 


ECONOMICS AND BUSINESS COURSES CONSIDERED VALUABLE 
FOR BUSINESS CAREERS 


All Replies Will Be Kept Absolutely Confidential 


Assume you are hiring a man you expect to become a junior—and perhaps 
later a senior—executive. Other things being equal, what kind of courses in 
his college training would give him an advantage over the next man? 


1. How much of his tetal college time should have been spent: 


On Economics and Business Courses a I 
VErSUS 
All other Academic Courses ——-—— 7, 


(Including Science and Mathematics, History and Government, English and 
English Literature, Philosophy, Psychology, Foreign Languages, Music and Arts, 
etc.) 

Total à l 100% 


- 2. How much of his study of Economics and Business should have been spent: 
On Economics Courses mm oy 
(Such as Introductory Economics (Principles), Money and Banking, Public 
Finance and Taxation, Labor Economics and Problems, Government and Busi- 
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ness, Business Cycles, ‘Transportation, Comparative Economic Systems, Inter- 
national Economics). 
VErSUS 
Business Courses m 
(Such as Accounting, Finance, Personnel Management, Business Methods, In- 
dustrial Management, Marketing and Advertising, Business Law, Credit, In- 
surance, Bank Organization and Administration, Export Sales and Merchandising). 


Total 100% 


3. Even more specifically, note the two courses on each of the following lines. Please 
check the one course on each line that you consider the more valuable of the two. 








International Economics 
h. Insurance 


or Export Sales and Merchandising 
or Public Finance and Taxation 





a, Money and Banking or Bank Organiz, & Administration 

b. Personnel Management -—-——-- or Labor Economics and Problems Sa 
c. Government and Business ——~--__ or Industrial Management cea 
d. Accounting m Or Statistics ne 
e. Business Cycles m OF Corporation Finance ne 
f. Advertising ——-—-- Or Economic History ne 
gE See nee 





4, Where did you do your own undergraduate work? 

5. During what years?—_________________ to 

6. Approximately how many one-semester undergraduate courses did you have in 
Economics? —--_~—----------_ In Business? 

7, Industry in which you are primarily engaged? 

8. Your title?—_—_________... Your main function or functions? 

9. Check here ( ) if you want a summary report of the results of this survey. 


f 


TREATMENT OF ESPECIALLY ABLE STUDENTS 
OF ECONOMICS 


Amy Hewes, Chairman, Corwin D. Epwarps, ELMER D., Facan, 
Ratpy Hon, James G. SMITH 


The Problem and the Material Studied 


This inquiry, a part of the general study of the undergraduate teach- 
ing of economics and the training of economists initiated by the 
American Economic Association, is concerned with the treatment of 
especially able students. Its task is the discovery of the methods which 
have proved effective in the development of abler students and of 
obstacles which have interfered with that development. It may be as- 
sumed that the aim of the assignment is the conservation of special 
ability in a field where its role is of growing importance by making 
known the characteristics of training programs which seem to have 
contributed to its development. 

Possibly the successful treatment of able students in economics has 
the same basic characteristics as successful treatment of able students 
of architecture, of chemistry, or of history. Possibly also, the students 
not classified as especially able have needs very much the same as the 
gifted. Our concern here, however, is with those whose unusual ability 
in economics has been recognized. If the findings have general ap- 
plication, so much the better. No definition of the able student is con- 
tained in the terms of reference. We have accepted the judgment of 
teachers that the students selected by them to answer our request 
possessed outstanding ability. 

Genius appears in startling variety, even within a given field; and 
perhaps one of the most valuable aids to any learning person is what- 
ever makes it possible for him to recognize the nature of his abilities 
and his limitations. We start with the assumption that the methods 
which may be rated as successful are those which give evidence of 
having further stimulated the imagination and mental energy of the 
student, and of having increased his ability to observe, explore and 
analyze economic phenomena. The approved methods must also furnish 
some guide for the direction of interest, as the committee has been 
especially reminded of “the necessity for making the study of eco- 
nomics throw more exact light upon economic conditions” to the end 
that social research may ultimately result in more nearly satisfying 
men’s needs in the world of today. 
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The Subcommittee proceeded to locate a sample of especially able 
students and of the teachers who had trained them in the following 
manner. A selection of ten experienced and able teachers was made 
by each of the five members of the Committee, making a list of fifty. 
These teachers were each asked, first, to furnish information from 
their own experience with able students in answer to a number of 
questions, and second, to send to the committee the names and ad- 
dresses of five able students whom they had taught during the last ten 
years, to make a possible 250 students. (For questionnaires see Ap- 
pendices I and II.) The time limit was suggested so as not to tax the 
teacher’s memory too severely as to the actual conditions under which 
the training had been done. 

Actually, replies tabulated were only those of 40 teachers and 97 
students. This may be taken, not so much as an indication of high 
resistance of economists to questionnaires as of the fact that during 
the time in which the requests were made (September and October, 
1945) many former teachers and students were widely scattered over 
the world in a variety of war assignments. Efforts were made to im- 
prove addresses when our letters were returned but the process of 
demobilization increased the difficulty and many were again returned 
unopened. However, nearly all of those with questions answered con- 
tained full information and gave evidence of real interest in the in- 
vestigation. 

In thus seeking information concerning the training methods under 
which natively endowed students became able economists, it was 
necessary to rely upon the judgment, first of the teachers as to the 
special ability of the students they named, and second upon the judg- 
ment of the teachers and students themselves in their testimony as to 
which factors in the programs were effective in producing good results 
and which yielded nothing of obstructed progress. Agreement in either 
or both groups must be taken as the best evidence we can present of 
the conditions which make for the successful training of able students. 


Experience and Training of the Students Reporting 


a. Undergraduate college and hours of graduate work. The students 
who filled out questionnaires had been undergraduates in 31 different 
American colleges and universities which represented a wide range in 
size and geographical location (See Table I). A large majority of them 
(71) were men. Sixty-one of the total 97 had gone on to do graduate 
work and more than half of these (37) had accumulated thirty or 
more hours of graduate credit and could therefore view their under- 
graduate experience with whatever values and standards were afforded 
by a perspective of a year or more of graduate work. The percentage 
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TABLE I. UNDERGRADUATE INSTITUTION AND Hours or GRADUATE WORK 
or 97 STUDENTS 


Undergraduate Total More than 30 Less than 30 None 
Institution ls t 
M F M F M F M F 
Amherst 2 
Central 
Calif. L.A. 
Chicago 
Clarke 1 1 
Coe 
Cornel] 
Dennison 
Duke 
Georgia 
Harvard 
Kenyon 
Mass. State 
Michigan 1 1 
Montana 
Mt. Holyoke 3 i 2 
N. Y. Univ. 
N. Carolina 
Northwestern 
Oregon 
Pomona 
Princeton 
Richmond 
Stanford 
Southwestern 
Swarthmore 
Vassar 8 
Virginia 4 
Washington i 1 
Wash. and Jef. 3 
Wellesley 5 1 1 3 
No report 1 1 


Ge e ta 


m N an bt Un bt bo oR 
bo 
bo 

bok jd ped DS DO 


He He DD oe oe A DG Go tn pou 
he DO ke RD pá 
Ha kb OR RG BD a 


bho 
a) 
ws) 


Total 71 26 31 6 12 12 28 8 


of women who had taken graduate work in economics was slightly 
higher than was the case with the men. 

b. Present occupation and years out of college. A glance at Table IT 
gives the impression that war raided the graduate schools. Nearly half 
(46) of the total were, at the time of reporting, members of the armed 
forces or in government service, usually working on some part of the 
war program. (Of course, it may also be assumed that many other 
especially able students left college to enlist before their graduation, 
but of these we have no representation.) If graduate work is under- 
taken at all, it is usually begun immediately following undergraduate 
training or very soon after. Thus the war would probably not have 
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TABLE LI. PRESENT OCCUPATION AND YEAR OF GRADUATION OF STUDENTS REPORTING 


Year of Graduation Number of Students Reporting 
; Other 
Total Armed Gov. Grad. Teach- Busi- Profes- Other* 

Services Service Study ing ness es 
1935 and before 13 1 5 — 3 1 1 2 
1936-37 10 7 j — —— 1 1 — 
1938-39 ; 20 11 i 1 — 3 2 2 
1940—41 17 7 1 2 2 1 2 2 
1942-43 18 9 — 4 — 2 3 — 
1944-45 16 1 1 7 2 3 2 — 
- No Report 3 1 — — 1 — — 1 
Total 97 37 9 14 8 11 11 7 


* Includes 2 housewives, 3 “economists,” 1 unemployed. 


interfered in many cases with the beginning of graduate work for those 
who graduated in 1941 or before. A large majority of this group (43 
out of 60) reported graduate work, but the 37 students who graduated 
in 1942 or after, were evenly divided between those who had and those 
who had not acquired graduate credit with one student not reporting 
on this item. The war was probably an important cause of the smaller 
proportion of graduate students in the war years, though without doubt 
many who discontinued academic work to join the armed forces will 
use their veteran’s opportunity to continue study. In any case, from 
the point of view of the desirability of turning especially able students 
into able economists, even the older group, including as it does all who 
had any amount of graduate work, would, by its small size, appear to 
indicate a loss through their discontinuing of study. Possibly improved 
methods of training this highly selected group might reduce this loss. 

Teaching was given as the present occupation of only 8 members of 
the group. This group and the business group (11) would doubtless 
have a larger relative size in peace time. Other classifications reported 
were closely related to business, as for instance the lawyers (under 
Other Professions) and a substantial number in government service, 
for instance those concerned with financial research and tax accounting 
and the three “economists” (classified under “Other” as no further 
connection was given). 

In order to get information as to the present intellectual interests 
and horizons of the group reporting, each was asked to make some 
statement about the reading on economic subjects he had done since 
January 1, 1945, apart from that which his job required. This inquiry 
yielded very little and proved to be an embarrassing question to many. 
Thirteen confessed that they had done practically no reading except 
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that in newspapers and Navy and Army regulations. Many asserted 
apologetically that their duties left no time for reading except that 
which the job required. Fifty reported “some” reading in economics, 
including re-reading and books in related subjects. Only about a third 
(30) reported extensive reading. Apparently reading habits were 
seriously impaired by the war program and by locations in which eco- 
nomic literature was unavailable. 

c. Origin of interest in economics, The students were asked to tell 
the year in high school or college in which their interest in economics 
first developed and to indicate the factor or factors which stimulated 
it. Usually they associated their initial interest with more than one 
source as shown in Table III. It is evident that the interest of able 
students in economics often awakens before they come to college. 
Books, teachers, other students and national events were reported 


Tapte ILI, ORIGIN or STUDENTS’ INTEREST in Economics 


No. of Students Attributing Origin of Interest To: 


When tt tt tt a 
Established Book Teacher Student Group National Events yee Other 
airs 
Org. Unorg. Depress New D. 
Before College 18 24 10 11 11 14 8 13 
Ist Year 10 21 8 12 4 12 6 12 
2nd Year 7 20 4 9 7 8 3 15 
3rd Year 3 6 2 3 4 1 2 3 
4th Year 1 2 1 1 1 1 — 2 
N. R. -l — — — — mme — 2 
Total 39 73 25 36 27 36 19 47 


more frequently as having been the origins of interest before college 
than during the freshman year and more frequently then than in any 
following year. This may indicate that programs for formal training 
might begin earlier than is usual in order to capture the impetus of this 
first interest in the subject. 

Books were reported as stimulating the initial interest of 39 students. 
These had a wide range, including Plato and Upton Sinclair. In 19 
instances the books were class assignments and in nine they were 
widely-used elementary economic texts. Stuart Chase was reported as 
having aroused the interest of four students and Henry George and 
Veblen of two each. Marshall captured one recruit and Keynes Gen- 
eral Theory “clinched it” for another. 

Teachers, including 24 High School teachers, were reported by 73 
students as stimulating interest and were probably not less important 
in fixing and maintaining interest than the numerical rating would 
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indicate. Comments about individual teachers proved that their influ- 
ence had been deep and lasting. They also showed considerable varia- 
tion in the special quality in the teacher which, in the judgment of 
the student, accounted for his capacity to stimulate. This may be il- 
lustrated by phrases which the students used in their answers, as 
quoted below: 


.. Stimulating lectures packed with facts and moral judgments. 

. through imaginative class discussions. 

. Vital concern for human welfare. 

. Interest in social reform. 

. argumentative approach. 

. correlation of economics with every-day living. 

. parallels between economic history and current events. 

. The maintenance of my interest was strengthened by an attitude of most 
of the Cornell Economics Department, an attitude of searching after 
objective facts, of being genuinely concerned with fully understanding 
and solving economic problems. 

. by relating economics to political science, philosophy and current events 
and by never failing to emphasize that economics is a relatively unde- 
veloped and controversial field. 

. application of economic theory to every day prosaic incidents. 

. It was mainly her own interest and extensive knowledge of the labor 
movement that stimulated me, rather than any special technique. 

. His interest stimulated my interest. 

. By bringing current (1937) problems into class-room discussions in Fresh- 
man economics. 

. through a particularly informative lecture on the marginal concept. 

. an instructor who pointed out employment possibilities in the field of 
economics. 

. She helped to bring out the close relationship between the study of eco- 
nomics and social and industrial problems. 

. The general attitude and personality of the teacher, particularly his 
genuine interest in the problems of the subject. This is at least as im- 
portant as teaching technique. Both of course are desirable, but if a 
choice must be had, the general interest and attitude is more important. 


In other instances, the method used rather than the teacher’s interest 
and personality was the remembered starting point, as for instance: 


... The general method of teaching economics in college—of combining 
applied economics (factory trips, etc.) with theory and fundamentals. 


and: 


... A public school teacher had given me an assignment of keeping a scrap 
book of newspaper clippings. 


Discussions with other students as well as with teachers appeared 
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to have developed interest in economics, but usually these were not 
the initial stimulus. On the other hand, a considerable number, roughly 
a third of the total, reported that discussions with other students had 
contributed little or nothing or neglected the question altogether. The 
stimulating student contacts included both those in class (particularly 
those in “small seminars”) and the unorganized “bull sessions” in dor- 
mitories. Apparently the latter were remembered more vividly and were 
reported more frequently. Discussions which grew out of formal 
debates on economic subjects were mentioned a number of times. Suffi- 
cient evidence of the value of discussions with other students was pre- 
sented to suggest that learning under such circumstances should be 
given encouragement and opportunities for student discussion made 
possible by the provision of appropriate place and time. 

Affairs outside college walls played their part in interesting able 
students in economics. Chief among these were the depression of 1929- 
33 (especially when it coincided with years in GOERE the program 
of the New Deal, and World Affairs. 

The depression had, in many cases, caused such changes in status 
as to concentrate the attention of those affected on probable explana- 
tions of what had happened. It was variously reported as: causing “un- 
employment in my own family,” as “affecting my family drastically,” 
as bringing about “experience as a member of a family of low income.” 
One student from Georgia reported the factor which had called forth 
his interest in economics as the “President’s definition of the south as 
the No. one economic problem.” Similarly the New Deal Program and 
world affairs were reported as challenging individual interest and arous- 
ing a desire to study the operation of economic causes. 

Other non-academic factors divided the group into two contrasting 
parts; first those whose interests might be classified as more purely 
intellectual and philosophic, as for example: “the rigor of Marshall,” 
and “an intellectual bent that was satisfied neither by the mechanics of 
the natural sciences nor the ineffectualness of literary and philosophical - 
pursuits” and by the experience of one student who “while ‘shopping’ 
for a department freshman and sophomore years, found economics had 
a mixture of pure theory and investigation of current problems that 
appealed to me.” 

A second kind of factor affecting a larger number of students were 
those promising financial success. These may be illustrated by students 
who reported: “Desire to prepare for a business career and realized the 
importance of a sound background in economics”... “Knew I was 
going into business with: father and so took courses I would need” 
... “Business my natural aptitude” ... “Economics is an excellent 
study for those entering business or government”... “Advice from the 
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vice president of a bank in which I was an office boy” . . . “Desire for 
knowledge to improve my economic status.” One student reported that: 
“I was influenced to no small degree by the large number of fellowship 
and scholarship opportunities for-post-graduate work which were open 
within this field.” l 

An examination was made of the (19) cases in which the students 
attributed their first real interest in the subject to a single origin. 
Among these teachers and national events were reported by the same 
number (4) of students and no other single origin was reported by 
as many. Nearly half (9) of the group dated their initial interest before 
college., 

d. Students reaction to collegiate training. An attempt was made to 
find out what particular courses in economics and related social sciences 
and tool courses (such as mathematics) stood out as valuable in the 
students’ recollection so that they would include them if they were to 
do their under-graduate work over again and also which courses they 
would omit as of little value. The answers were not easily comparable 
because of a defect in the question which caused a large number to 
report courses they had not taken but which they regretted having 
omitted. 

Either way, the strongest emphasis was given to mathematics and 
statistics with the calculus and econometrics often specified. History, 
economic history and political science were frequently mentioned and 
philosophy (including logic) and psychology almost as often. Sociology 
and labor, geography and physics were each pointed out as highly 
desirable by four or five students. The question as to which courses . 
they would have omitted received less attention, but it is a curious 
fact that almost every subject included in the recommended list was 
also included in those to be omitted. This certainly suggests that in 
addition to the different tastes and requirements of different individuals, 
the success or failure of particular courses was associated with effec- 
tive or ineffective teaching. Dissatisfaction was expressed with language 
courses. One student found them “of little value so far, other than 
to fill Ph.D. requirements.” 

The courses in economics found general favor with the exception of 
the history of economic thought, which was found valueless by a few 
and economic history, the subject matter of which others thought 
included sufficiently in other courses. Another comment on the econom- 
ics courses took the form of a warning against overspecialization which 
might be the cause of a failure to gain an understanding of the many- 
sidedness of social problems. 

A large majority of the students (78 of the 97) reported that their 
collegiate training had afforded them some opportunity for independent 
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study. This usually took the form of out-of-course work in connection 
with which they had regular conferences with an instructor. In a few 
instances, however, the independent work was limited to a term paper 
on which they received some advice from a teacher. A smaller number 
(59), were at one time or another members of a group of selected 
students all of whom had opportunity for a substantial amount of 
individual work as well as participation in group discussions of prob- 
lems in a given feld. The programs for work of this character varied 
from those which were carefully planned as part of a program for 
especially able students, such as the “honor” work now characteristic 
of many institutions, the “no-course-plan” of Princeton, and other 
plans for tutorial supervision of independent work to those not espe- 
cially provided for in the curriculum. 

If it is assumed (as the ablest students themselves generally do as- 
sume), that independent work is the cream of the program for the 
maturing student of special ability, it is significant that nearly a fifth 
(15) of the selected group studied, reported that they had had no oppor- 
tunity to use such a method. One member of this minority wrote: “My 
undergraduate courses were all taught by the lecture-exam. method, 
the least effective way of training students to think through economic 
problems.” 

Fourteen students has been research assistants of one sort or an- 
other. The kind of assistance usually available to undergraduates on 
a research program is for the most part limited to routine tasks. All 
but two of these students appeared to have had such assignments and 
its value to them was usually reported as negative except as financial 
assistance. The two who were exceptions had been engaged for extended 
periods. They had both had close contact with the professor and both 
rated it as one of the most prized parts of their whole training. 

The lecture system as contrasted with a class-room discussion 
method received a substantial amount of praise from the students. 
Nearly half of them either expressed a preference for it or stated that 
it was important for special uses, such as: “for beginning students,” 
“for the average student,” for review and quiz purposes. Many, 
however, qualified their praise by saying “it depends on the teacher,” 
or that it had an important place but should be combined with individ- 
ual conferences, with “‘preceptorials” or small quiz sections. With such 
modifications, they thought it should be retained. One student testified 
that for him it was “an excellent method when the quality was high, 
which too often it was not.” 

The question relating to the desirable size for discussion classes 
called for a choice of classes of three sizes: less than 10, between 10 
and 20, and over 20. The smallest size was the choice of the largest 
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number (32) but the 10 to 20 size drew the support of nearly as many 
(27). Only two students preferred a group larger than 20. Little reason 
was given for these choices but it: may be assumed that the discussions 
were found more stimulating when the class was sufficiently large to 
afford opportunity for the expression of a variety of points of view. A 
student from one of the leading colleges for women reported that she 
had “never been in a class of Jess than ten” and another that he had not 
been in “a college class in economics which numbered less than 20.” 
One or two stated that the size of the class die not seem to determine 
the effectiveness of the teaching. 

Thirty students reported having done ainn jobs for pay. 
Most of these jobs were either correcting papers or tutoring other 
students. A few had assisted in the library or in the statistical labora- 
tory. Others had some part in a research program, usually for a short 
time only. All these assignments were enthusiastically reported as 
having been of marked educational value, even those which required 
the correcting of one and even two hundred papers a week. For many 
they were first job experiences of any kind and held a value on that 
score alone. 

The proportion of undergraduate time to be devoted to economics 
in the program of an able student is an important consideration in 
planning it. The students were asked to state the number of semester 
hours which they had elected in economics and to state whether, in 
their opinion this amount was too little, too much, or just about the 
right amount. The range in the actual number of hours elected extended 
from less than 18 to more than 54 (see Table IV), the median falling 


TABLE IV. SEMESTER Hours CREDITED AND Hours RECOMMENDED BY 97 STUDENTS 


Number of Students with Credited Hours Compared with Recommendations 
Recommended 
Hours in Credited —— ——— cL No 
Economics Less than More than Same as Report 
credited credited credited 


Less than 18 2 1 — 1 
18 to 24 5 2 — 3 
24 to 30 § 1 1 6 
30 to 36 20 5 2 13 
36 to 42 16 3 — 12 1 
42 to 48 12 4 2 5 1 
48 to 54 7 3 — 4 
Over 54 9 2 2 5 
No Report 18 2 1 14 1 
Total i 97 23 8 63 3 
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in the 36 to 42 hours class. The largest number in any one class (20) 
was in the 30 to 36 hours class. 

It is a striking fact that their judgment of the right amount in the 
large majority of cases (63) coincided with the exact amounts that 
they had individually elected and a majority in all but two classes (the 
less than 18 hours and the 42 to 48 hours class) made similar recom- 
mendations. Even the 18 students who did not remember (or who did 
not report) the sum of their own credit hours in economics, were sure 
(except in four cases) that they had elected just the right amount. 
Satisfaction which so closely follows individual experience rather de- 
tracts from the value of the recommendations as critical estimates of 
the amount to be generally recommended. 

The student’s evaluation of his training in economics was sought in 
answers to three questions: (1) How could the work have been made 
more effective in developing your interest and ability?, (2) What do 
you consider the most valuable part of your training? and (3) What 
was the least valuable? In reply to the first, the lack of sufficient op- 
portunity for independent work was stressed again and again. In addi- 
tion to indicating this need specifically, it could be seen as the objective 
in other recommendations, as for instance: 


.. The work should have been less classical, less ‘outlinish’. 
... More time for independent research within the framework of each course. 
... An opportunity to pursue graduate studies. 
. Emphasis upon individual is invaluable. 
. Classes bogged down because of slow students; might have been over- 
come by extra readings for those interested. 


The many demands for small classes and more discussion was related 
to the desire for more independence in the program of the individual 
student and even more clearly in the recommendations for an extension 
of the honor work program. One such recommendation urged that this 
begin much earlier in the college course than is customary. The desire 
for more long papers “on related subjects of your own selection” may 
have been valued largely as giving increased independence. 

Regret that there was not more opportunity for individual contact 
with professors (a very general regret) was probably also associated 
with the high value put on independent work, although a personal 
acquaintance with the teacher was highly prized for its own sake as 
well. This desire for closer contact with teachers was expressed even 
by students who had studied at institutions with well-developed tutorial 
and preceptorial systems. One of these asked for “more opportunity to 
meet faculty members and other students on an informal departmental 
basis . . . with opportunity to participate in actual research projects.” 
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Another gave it as his opinion that “a tutorial system started early 
in college would be most desirable.” 

A second change in the training program desired by many students 
was to have it assume a more practical character with far more concern 
with current problems. One student claimed that he had “got too 
much involved in economics as ‘intellectual chess.’ ” This recommenda- 
tion was variously expressed: 

. More stress on application of theories to the future-practical approach. 

. More use of basic governmental statistical sources. 

. More emphasis on original source material for term papers. 

. Use of the ‘case system.’ 

. Joint enterprise—faculty members and students actually working together 

on projects. 

. By relating courses to problems of national interest and long-range eco- 

nomic planning. 


Several students felt that their courses could have been made more 
valuable by the addition of planned field work, such as “visits to plants, 
to union meetings, sessions of regulatory agencies, bank proceedings, 
etc.,” “Relation of theory to actual problems.” A number of students 
wanted to see “more job experiences in summer vacations” planned 
for. One (whose deepest interest was in theory) thought his college 
work would have been more effective if it had “included summer work 
in a bank (foreign trade department) or in Washington to tie reality 
with books.” 
A third well-defined recommendation was to give the economics stu- 
dent some understanding of the interrelation of the social sciences. 
. The study of economics must be related to man and his cultural and 
social evolution. 
... Economics should be integrated with other social sciences, oriented toward 
actual existing conditions and problems in society. 
. A closer linking of contemporary thought with history of economic 
thought and a more intense study of methodology. 


. A course interrelating business, government and politics would have been 
valuable. 


Related to this point of view (still in answer to the question of how 
the work could have been more effective) was the suggestion that this 
could have been done by “showing that economists have a social 
responsibility.” A number of more specific recommendations included 
pleas for “better text books,’ more “oral exposition,” and such sug- 
gestions as: “Economic theory could have been taught on a non- 
historical basis.” Concern was also expressed for better training in “how 
to think.” 

The question asking what was the most valuable part of the train- 
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ing brought replies which emphasized one or another of the oppor- 
tunities for individual work. Honors work, tutorial work, senior papers, 
and seminar classes were repeatedly mentioned. Now and then a par- 
ticular experience was high-lighted as: “the tutorial study of Keynes’ 
General Theory,’ or “The realization that the economic structure is 
constantly changing and requires constant study and research.” On the 
whole, there was little room to doubt that these able students looked 
back upon their college training with enthusiastic approval. 

The question asking for the least valuable part of the experience 
showed up differences in taste and aptitude similar to those discussed 
in connection with the origin of interest in economics. For instance, 
courses in theory and the history of economic thought were listed 
by some students as the “most valuable” and by others as the least. 
But these courses, together with economic history appeared so often 
in the least valuable column as to suggest that there must be something 
wrong with them in more than one institution. One student, after 
consigning economic history to this category said almost pathetically: 
“But it shouldn’t have been.” Statistics courses were also rated as both 
highly important and as a “loss of time,” but their failure to be valuable 
was often attributed to the student’s lack of the necessary mathematical 
basis. The introductory course was another found on both columns. 
When they were found poor, it was often because they were handled 
in very large sections. 


Recommendations of Teachers 


Teachers must approach the problem of the ideal program for stu- 
dents of special ability with a good many limiting conditions in mind. 
The large number of students per teacher in all but a few institutions 
is one of these. Even the fact that a particular student has special 
ability may remain unknown to the teacher because the program allows 
him so little time for becoming acquainted with the individuals he is 
teaching. Moreover, the teacher’s responsibility extends to the develop- 
ment of those with less ability and to others whose first interests are 
not in his subject. Again, although aware of the importance of educating 
economists of high competence, the teacher must advise even his able 
students as persons as well as potential economists and, in given cases, 
the individual’s best development may lie along another path. 

In the face of these and other considerations, the modern trend in 
colleges toward more independent work has been largely undertaken 
for, and often limited to, the abler students. Naturally opinions differ as 
to the relative merits of different methods for training them. In order 
to bring out these differences, the teachers who furnished the com- 
mittee with the names of their able students were asked to answer 
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several questions often raised in connection with their training. A few 
of these took advantage of the committee’s invitation to make more 
extended comments. The group whose answers are here summarized 
was constituted as follows: Biscoe, Alvin B. (Dean), Georgia; Brown, 
Emily C., Vassar; Cady, George J., Northwestern; Davisson, Malcolm, 
California; De Vyver, Frank T., Duke; Donnan, Elizabeth, Wellesley; 
Duncan, Kenneth, Pomona; Edwards, Corwin D., Northwestern; Ely, 
Roy J. W., Montana; Fagan, Elmer D., Stanford; Ford, Robert S., 
Michigan; Gamble, Philip L., Massachusetts; Gilbert, James H., Ore- 
gon; Greig, Gertrude, Wellesley; Hand, George H. (President), Fair- 
mont; Hahne, Ernest H., Northwestern; Hamilton, Earl J., North- 
western; Harris, Seymour E., Harvard; Hon, Ralph, Southwestern; 
Kendrick, M. Slade, Cornell; Lauterbach, Albert, Sarah Lawrence; 
Leland, Simeon, Chicago; Lucas, Arthur F., Clarke; MacDonald, Lois, 
New York; Macy, C. Ward, Coe; Knight, Frank, Chicago; Modlin, 
George M. (Dean), Richmond; Mund, Vernon A., University of 
Washington; Muntz, Earl E., New York; Shoup, Carl, Columbia; 
snavely, Tipton R., Virginia; Starnes, G. T., Virginia; Stockwell, 
M. M., California; Taylor, George R., Amherst; Titus, Paul M., 
Kenyon; Waltersdorf, M. C. (Dean), Washington and Jefferson; 
Whittlesey, C. R., Pennsylvania; Wilcox, Clair, Swarthmore; Woosley, 
J. B., North Carolina; Wycoff, Viola, Vassar. 

The first question raised with the teachers was whether the abler 
students should be taught by methods which differed from those used 
for other students. A large majority (the vote was 31 to 9) answered 
this question in the affirmative, though a number of these specified 
qualifications such as that it was “usually not practicable,” that special 
methods should be used for only part of the training, that they should 
be limited to the senior year, that the approved special methods should 
be those which made opportunity for independence and concentration, 
and that seminars were preferable to tutors. 

The negative votes were also qualified. One said: “In general, no.” 
Exceptions approving special methods for the advanced work were 
several times made. One contended that the regular courses should be 
the same for all but that supplementary work might be offered to able 
students. Assuming that the question had particular reference to 
advanced work, one teacher wrote: 

No, but this depends on the- range of ability. If there are many students 
with poor preparation or mediocre ability in a subject, a separation should be 
made. However, I do not believe such persons should be encouraged to do 
advanced work in economics. 


There was a marked division of opinion on the question as to 
whether the especially able students should be segregated. Twenty- 
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seven approved segregation and 13 were against it. Among the reasons 
given in support of segregation was that: “It sharpens wits and competi- 
tion and provides a ‘social’ base for serious students.” A number 
thought that segregation should be only partial. One teacher who 
favored segregation and another who registered opposition, both 
pointed out that it may have an adverse effect upon the remaining 
students who are “deprived of good example and that part of their 
incentive which springs from emulation.” 

It was affirmed by 28 teachers and denied by 12 that especially able 
students should be expected to do more work than others. However, 
the emphasis was put upon quality rather than quantity: “More in- 
tensive work, not necessarily more courses,” “Much of the additional 
work should be independent study.” It was pointed out more than once 
that text-book teaching should be abandoned for the extra work. 
Doubtless similar objectives were in the minds of the dissenters, as 
indicated by such comments as: “Encourage use of the library. Don’t 
increase requirements; probably better reduce them.” “Encourage 
wider reading.” 

The vote on the question: Should seminar methods largely replace 
class work was 29 affirmative and 10 negative (one not voting). Again 
differences of opinion were apparently less wide than this would indi- 
cate, the lack of definiteness in the word “largely” having been a 
stumbling block. Many of the majority stipulated that seminars should 
supplement, not replace regular class work, though one favored a 
seminar method used “almost entirely.” Few of the negative votes 
were accompanied by comments. One held that seminars as usually 
conducted were actually out of place for undergraduates. He thought 
that only certain aspects of a seminar method should be retained, 
namely individualized courses in reading and guidance rather than 
formal assignments, but that ambitious research papers should not be 
undertaken without “a good deal of economic study behind them.” 

The answers to the question as to whether pre-requisites should be 
waived in the case of able students (23 “yes,” to 16 “no” and one not 
voting) indicated a general desire for flexibility in this matter. The 
affirmative votes made such conditions as: “If the student can pass 
a qualifying examination,” “In special cases,” “except for the intro- 
ductory course.” The negative votes put an almost equal emphasis on 
flexibility, but one teacher made it clear that “Some prerequisites can 
not be waived without injury to the rest of the class.” 

The largest number of affirmative answers to any of these questions 
was accorded the query as to encouraging research on the part of able 
undergraduates (36 for encouragement and 4 mildly against). Approval 
was again hedged about with conditions: i 
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Yes, but general education in both the college and field of concentration 
comes first. 

But not to encourage narrow specialization. 

If carefully supervised. 


On the whole the faculty reaction to seminar and research programs, 
characterized as it was with caution and moderation, was in contrast 
to the enthusiastic and unqualified acceptance of such projects by the 
students. 

The question of the amount of educational value for able students in 
paper grading and similar departmental “chores” was raised. Twenty- 
nine thought that there was some value in it, but little, and that only a 
limited amount of such work should be undertaken. The remaining 11 
doubted if there was any value. One called it “merely cheap labor” 
and another said that “students should not be underpaid.” This judg- 
ment was in contrast to that of the students who had performed these 
“chores” and who, it will be remembered, one that they found the 
experience of great educational value. 

The teachers were generally of the opinion that sufficient opportunity 
for public recognition of special ability already exists in the usual pro- 
visions for awarding honor degrees, for election to honor societies, and 
through fellowships and scholarships and special prizes. Six teachers 
suggested publication of student papers as an appropriate and effective 
stimulus to performance. One thought the question unimportant and 
another pointed out that there is a nice problem in balancing incentive 
with humility. 

. - The incentive is not a very worthy one but it will do in default of better. 
For students who lack self-confidence, the formal honor is likely to be defi- 
nitely helpful. There is, however, a type of student whose facile ability shines 
in examinations and whose self-confidence becomes overgrown in character. 
He does not realize how thin his achievements are, and by formal honors he is 
often led away from the humility he needs if his intellectual growth is to con- 
tinue. I doubt that on balance a system of under-graduate honors is clearly 
more beneficial than harmful. Nevertheless it is bound to persist. This being 
the case, I should like to see the honor given, not for scholastic average... 
but as a tribute from a group of teachers to a person in whose qualifications 
and promise they have confidence... 


Perhaps the most searching question asked the teachers was the final 
. one: What in their opinion was the most important consideration in 
training able students? Some of the replies epitomize the teachers’ 
professional aims in a striking way and serve as admirable goals for 
others. For instance the following three-fold program: 


1. To encourage enough concentration to enable students really to grasp the 
subject. 
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2. To provide a living example of scholarly work. 
3. To be warmly enthusiastic but rigorous in guiding students’ efforts. 


Another deserves to be quoted because it expresses values which are 
so evidently the fruits of experience: 


To me the most important matter is to keep work focused upon questions 
which an able student will regard as worth time and trouble. Unfortunately 
many youngsters are docile to the point where two or three years of condition- 
ing encouraged them to play an intellectual game without worrying about its 
significance. This can be forestalled more easily than it can be corrected. 

Almost equally important is the refusal to talk down to some supposed 
level of immaturity. Subjects are of varying difficulty and it is possible to 
introduce students to the easier subject first. Harm is done both teacher and 
student, however, if the difficulties of a hard subject are glossed over and the 
student is encouraged to think he understands something because he has not 
penetrated below its surface. 


The two following goals may be taken as representative of the view 
held by a large number: 


(1) Aiding the student to get a coordinated pattern of life as a whole as it 
relates to the field of economics; and (2) development of independent, well- 
informed and honest judgment, based on a broad social outlook rather than 
on a purely technical specialization. 


Some valuable practical suggestions for attaining goals such as these 
were offered: 


To have a sufficient number of faculty members to permit individual 
guidance in subject matter, research and expression (both oral and written). 
Lacking this ideal, to move as far in this direction as limitations of time will 
permit. 

More freedom for reading and writing; more access to faculty advisers and 
tutors; mingling with graduate students in junior and senior years; frequent 
essays. 

To discover the nature of the student’s special interest and ability, give - 
him additional attention outside of class to stimulate and develop these inter- 
ests through additional reading or special assignments, and to encourage him 
to pursue work for an advanced degree. 


One teacher summed up the important considerations as follows: 
(1) General coverage of field for selection of one of special interest; 
(2) Maximum of student-faculty contacts; (3) Perhaps opportunity 
for outside contacts with agencies and professional groups working in 
field of special interest. 

It should be noted how closely the emphasis on faculty contacts and 
independent work is paralleled in the students’ selection of what they 
considered the most valuable part of their training. Finally, it should 
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be noted how the recommendations of both students and teachers 
assume that successful teaching of economics calls for characteristics 
in the teacher and for programs and techniques which are similar to 
those which success in teaching any other subject demands. There 
must be transmitted from the teacher to the student (if he hasn’t it 
already) the conviction that they have on their hands a highly impor- 
tant and also a very interesting undertaking. The student must early 
assume a responsible role and must constantly report his learning 
progress by writing and by talking about it, formally and informally. 
All this can be done most successfully only when there is developed 
a kind of comradeship in learning among students and between teacher 
and students. 

If and when this happens, the student has ceased to be merely an 
“especially able” potential economist in the eyes of his teacher and has 
become an individual.in his own right. In any case, perhaps the ques- 
tion of how much special ability he has may be left in abeyance for 
quite a period, in view of the great flock of ugly ducklings in this 
particular pond who have turned out to be swans and also in view of 
the varied kinds of ability called for by the complexity of social and 
economic problems. 


APPENDIX I 


Students’ Questionnaire 


1. College and date of graduation 

2. Year in high school or college in which interest in economics first de- 
veloped. 

3. Was a substantial part of your training in economics received in V-12 or 
other “cram” courses? 

4, Can you name a particular book which first stimulated your interest? Was 
this book a class assignment? 

5. Can you name a particular teacher who first stimulated your interest and 
tell how this was done? 

6. Did your interest arise from conversations with other students? In what 
subjects? Under what circumstances? 

7. Did it arise as a result of national events? Specify. 

8. What other circumstances were responsible? _ 

9. What particular courses in economics, related social science courses in 
other departments or tool courses such as mathematics would you in- 
clude if you were to do your undergraduate work over again? Which 
would you omit? 

10. Were you given an opportunity for independent study? For study in a 
group of selected students? To act as research assistant? 
11. Which method did you find most useful in your undergraduate work: 
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Lectures, Class discussions: In classes of less than 10, from 10 to 20, 
more than 20? Regular individual conferences with faculty member? 
Preceptorials? 

12. Did you do special work for the Economics Department such as correcting 
papers? Specify kind and amount. Was the experience worth while? 

13. Did you do too much work in economics? Too little? About the right 
amount? How much did you do in total semester hours? 

14. How could the kind of work you were asked to do have been made more 
effective in developing your interest and ability? 

15. What do you consider the most valuable part of your training in eco- 
nomics? The least valuable? 

16. Have you taken any graduate work in economics? About how many 
semester hours? Do you intend to take graduate work in the future? 

17. What is your present occupation? 

18. What reading on economic subjects, apart from the requirements of your 
job, have you done since January 1, 1945? 


APPENDIX II 


Teachers’ Questionnaire 


In the light of your teaching experience, please answer the following ques- 
tions. If more space is required for your answers, please note numbers of 
questions on separate sheets and attach them to this letter. 

. Should the abler students be taught by methods differing from those used 
with other students? 

2. Is segregation of the ablest students necessary for the best results? 

3. Should their programs provide for more work? 

4. Should seminar methods largely replace class work? 

5. Should requirements of pre-requisites be waived? 

6 

7 


pd 


. Should undergraduate research be encouraged? 
. Is there educational value in using abler students for paper grading and 
similar departmental chores? 
8. In what ways should public recognition be given of unusual accomplish- 
ments by students with special ability? 
9. Please state what you consider the most important consideration in the 
training of especially able students. 


THE STUDY OF ECONOMICS IN RELATION TO 
EDUCATION IN THE PROFESSIONS 


WILLIAM B., PALMER, Chairman, FREDERICK A. BRADFORD, FRANZ GOLDMANN, 
Eucene V. Rostow, HELEN WRIGHT 


The scope of this subcommittee’s task, as is indicated in its title, is 
a broad one with ill-defined boundaries. Just what are the professions 
for which the study of economics does, or should, serve as background? 
Should all of the professions be included or only a limited number? 
Should the report deal only with economics as part of pre-professional 
training or should it deal also with economics as part of the curricula 
of professional schools whenever courses in economics or courses with 
economic content are offered at the professional level? 

We reached the conclusion, at an early date, that our study would 
be most fruitful if limited to a few professions. Certain professions 
were excluded from our study by the fact that they constitute the 
subject matter of the investigation of other subcommittees. This was 
true of training for agriculture, business administration and public 
service. We decided to concentrate our study upon the felds of law, 
medicine, social service and engineering. It was with this in mind that 
the subcommittee was constituted of a coordinating chairman interested 
in pre-professional study at the University of Michigan, a member of 
the Yale University Law School, a member of the Harvard School of 
Public Health, a member of the University of Chicago School of Social 
Service Administration, and a member of the Lehigh University College 
of Business Administration. Only two members of this group, Professor 
Palmer of Michigan and Professor Bradford of Lehigh, were econo- 
mists. Professor Bradford’s long association with Lehigh fitted him for 
an understanding of the relation of economics to the engineering pro- 
fession. The other members, Professor Rostow of Yale, Professor Gold- 
mann’ of Harvard and Professor Wright of Chicago, were educators in 
their particular professions and could thus bring to bear upon their 
surveys an intimate knowledge of their professions and the relations of 
economics to these professions. 

Each member of the subcommittee was asked to survey the practices 
in his particular field with respect to the role of economics in training 


* Professor Goldmann was a member of the Yale University School of Medicine at the 
time of his appointment to this subcommittee. 
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for the profession under review and to make whatever recommenda- 
tions he thought were suggested by these surveys. Questionnaires were 
employed in the cases of law, medicine and engineering. No question- 
naire was employed in the case of social service. It became clear as the 
work progressed that consideration of economics as part of a particular 
professional trainmg was just as important as economics as a part of 
pre-professional training, and so both aspects were included in the sur- 
veys and reports. Another difference in the reports is to be noted. The 
reports dealing with law and medicine were submitted early in 1946 and 
have not been revised materially since. The reports dealing with social 
service and engineering were submitted in the middle of 1949. 

Certain general conclusions stand out from examination of the indi- 
vidual reports. In the four professions covered, it is recognized that the 
study of economics served certain limited professional objectives. 
More important, however, is the light that such study throws upon the 
place and responsibility of the profession in our complex socio-economic 
system. In the four professions, the importance of economics is being 
increasingly recognized; in all four of them economics is making its 
way in some instances into the professional curriculum. It also appears 
that the most important objective of the study of economics is to give 
the student a broad outline of the framework of the economic system 
and an understanding of the relationships between its parts. Theory, 
in its true sense of insight or comprehension, is thus held to be more 
important than facts or mere description. 

Certain differences also stand out from the individual reports. Eco- 
nomics is given more recognition in training for law and social service 
than in the cases of medicine and engineering. Preprofessional training 
for medicine requires extensive work in the physical and biological 
sclences which limits the student’s freedom to elect work in the social 
sciences. Engineering education is largely undergraduate and technical, 
and usually leaves little room for economics or other study not closely 
connected with professional practice; an increasing amount of atten- 
tion, however, is being given to the study of economics. 

Further summary and generalization will not be attempted in view 
of the diversity that exists in the training for the four professions 
under review. The role of economics in each of the four fields is 
to be found in the individual reports that follow. 


PART I. THE STUDY OF ECONOMICS AND 
EDUCATION IN LAW 


“It seems to me that every lawyer ought to seek an understanding of 
economics.”-O, W. Hormes 
Collected Papers, p. 195 


EUGENE V. Rostow 


If people could agree on what is or should be included either in law 
training or in the study of economics, it would be easier to arrive at 
agreement on what the relationship should be between the two. Eco- 
nomics and law, however, are extremely variable academic occupations 
in the United States. There are formidable controversies among the 
elect in both fields as to what they should be doing and teaching.* And 
what is done in different places in the name of law and economics is 
far from uniform, either in conception or in method. 

To say what legal education requires of undergraduate teaching in 
economics calls therefore for preliminary definitions. There is no gen- 
eral agreement as to the meaning of the crucial words for. any such 
inquiry. Thus it is necessary to set out personal hypotheses for the 
purposes of this report, understanding that they represent at most the 
views of a section (or a schism, according to taste) of the world of 
legal education. | 

This report rests on the premise that law is, like history, the central 
and all-embracing social study. It is concerned with the inner structure 
as well as the working rules of society, with the realm of what can be 
achieved and what should be achieved within the limits set by history 
upon our society’s capacity to change. In the language of the Cur- 
riculum Committee of the Yale Law School, whose Report was adopted 
by the Faculty as the basis of its educational planning: 


We take it to be self-evident that law is one of the social studies, and that the 
study of law will be most fruitful and critical when the skills and perspectives 
of history, economics, statistics, psychology, political science, sociology and 
psychiatry are fully and effectively used in the work of Jaw schools. In all 
branches of study there is a current of integration at work. After seventy-five 
years of increasing compartmentalization and specialization, students are 


* As for legal education, see Lasswell and McDougal, Legal Education and Public Policy: 
Professional Training in the Public Interest (1943) 52 YALE L. J. 2036, which contains a 
full bibliography of the discussion among lawyers and law professors; Symposium in Legal 
Education after the War (1945) 30 Iowa L. Rev. 325-441; 1944 Report of Committee 
on Curriculum of the Association of American Law Schools (1945) 45 Cor. L. Rev. 345. 
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reaching out to combine their skills in the effort to achieve a more balanced 
view of man and society. The need for a combined approach in the study of 
social problems is nowhere more urgent than in law. Many of the problems 
which most concern lawyers and legal scholars cannot be studied in full 
perspective except through cooperative effort of men trained in different disci- 
plines. It is no longer enough, as in the time of Gray or Ames, to rely on 
haphazard and impressionistic individual notions about the social policy of 
law. Law must be studied and taught as part of the social process, with fully 
informed appreciation of the factors which should influence judgment on the 
choice between one rule, one statute, one form of regulation and another. This 
we regard as axiomatic for the training of effective and skillful practitioners, 
ready to take their places as responsible members of a bar which has always 
greatly influenced social policy, as well as for the preparation of scholars, 
judges, civil servants and business men. We have no doubt that the study of 
law at the university level, as a branch of the social sciences, is more prac- 
tical preparation for the responsible practice of law than narrowly technical 
apprenticeship in an office or law school unable to participate directly in the 
living tide of social scholarship. 


If one takes this view of the scope of law training, manifestly eco- 
nomics has an important place both in pre-legal education and in the 
law curriculum itself. The well-trained law student should be familiar 
with the analytical methods of economics, and with the structure and 
interrelationships of economic institutions. He must understand a bal- 
ance sheet, and the policy behind the anti-trust laws. He confronts a 
mass of law about labor and labor relations, about taxation, the regula- 
tion of finance, the handling of property, and a dozen other specific 
social problems in which the economist also has a professional interest. 
From the point of view of legal education, the problem is one of per- 
spective. Specific courses in “accounting,” “labor economics” or “mone- 
tary theory” can never be considered indispensable prerequisites to law 
study. What is most useful to a law student is a sense of economic 
policy as a whole. His should be an instrumental view of law as a way 
of achieving social purposes; to be a well-rounded lawyer, he should 
be equipped critically to évaluate the competing social purposes which 
are constantly thrust upon him. If he can acquire the skill in analysis 
which permits him to judge his specific lawyer’s problems in the light 
of the economic function which law is supposed to fulfill (as well as 
its other functions—political, social and human), he will be a more 
useful lawyer, both to his clients and to society. 

From this standpoint, the most desirable training in economics for 
the pre-law student is that rare training which gives him a chance to 
gain an understanding of the,economic machinery of sdciety as a work- 
ing, dynamic whole. It is a sense of the connection between price 
policy, wage policy and monetary policy which is most to be sought, 
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an informed feeling for the broad economic context of specific prob- 
lems. 

The besetting sin of our economic reforms, largely made by lawyers, 
is that they have often been piecemeal solutions, mutually inconsistent 
and not infrequently self-defeating. In many cases they have proceeded 
from an inadequate understanding of underlying economic problems, 
and have been addressed to relatively unimportant abuses or defi- 
ciencies of the economic system. The greatest failures of economic pol- 
icy in our times have not been caused by the opposition of vested inter- 
ests, nor even by pig-headed reaction. They have been derived from 
faulty and inadequate economic doctrine. The failure from which all 
our other failures stem is an intellectual failure, traceable finally to the 
failure of our economists to provide us with a workable and realistic 
conception of how our society can be made to work. 

This is not the occasion to assess or to compare the schools of eco- 
nomics, nor to explore the reasons for the weaknesses of popular eco- 
nomic ideas. In order to live up to the conception of law stated earlier 
in this report, certain kinds of economics are clearly desirable and | 
necessary to professional education. Other kinds are obviously ir- 
relevant and useless. The well-educated lawyer needs perspective, 
analytical skill, familiarity with the structure of society, and with its 
dynamic processes of change. No one branch of applied economics is 
vital. Accounting is handy, but it is a curse and a burden unless the 
student understands that the accountant is not dealing in revealed 
truth, but in the changing rules of a procedure constantly altered by 
thought and by events. Most college courses in corporations, corpora- 
tion finance, or taxation are relatively less useful to a pre-law student 
than logic or mathematics, except in the rare case where financial analy- 
sis is studied as part of the mechanism of investment, the key force in 
determining the size and flow of national income. 

The preparation of this report included a canvass of opinion among 
the ninety-three law schools which are members of the Association of 
American Law Schools. The following questionnaire was circulated: 


I am writing you in behalf of the subcommittee of an American Economic 
Association Committee concerned with the relationship between the under- 
graduate study of economics and the study of law. The scope of our concern 
is broader than the status of economics as a prerequisite for admission to 
law schools, and the value of economics as pre-professional training. We wish 
thoroughly to explore the importance of the study of economics, and more 
broadly of all the social sciences, to the study of law as a social science. The 
starting point of our inquiry is the premise that our society needs a responsi- 
ble and critical bar, consisting of men whose ‘intellectual equipment and atti- 
tudes fit them to share the burdens of social decision which have always been 
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“By and large, we found that the students who had emphasized economics 
and political science did better in the law school than those who had had a 
history background. Our statistics seemed to indicate that the lag between 
prelegal and law grades in the economics group was less than that in either 
the political science or the history group; however, there was little difference 
between the political science group and the economics group.” 


At a small number of law schools, educational experiments are in 
contemplation or In process which would undertake a closer assimila- 
tion of law and other social science disciplines.” At Chicago, Yale, the 
School of Jurisprudence of the College of William and Mary, and cer- 
tain other schools, courses taught by economists are part of the normal 
three-year law curriculum. In all law schools the courses in utility regu- 
lation, anti-trust legislation, labor law, taxation, and other aspects 
of public law include differing amounts of economics, usually taught by 
law professors who are sometimes also trained in economics. 

Experiments in a combined college-law course, covering six or seven 
years, in enlarged law courses, covering four years rather than the 
conventional three, all aim at a more fruitful integration of the social 
sciences. They include extended work in economics, and hope that the 
proximity of law study to the study of social problems in other perspec- 
tives will lead to cross-fertilization and more mature results.* Dean 
James M. Landis of the Harvard Law School expressed the viewpoint 
of proponents of such changes in these terms: 


“It would be idle to deny the tremendous force of economic influences in the 
making of law; the necessity for a proper appreciation of economics in this 
sense seems to be very rarely conveyed by courses in the subject at the under- 
graduate level. It may be that the subject is too profound and too cosmic to 
be properly grasped by the sophomore, junior, or even the senior in college. 
Collegiate instruction consequently descends to formulary instruction that 
becomes theoretically thin, or if it attempts to become concrete, rests upon 
too few data dealing with the functioning of our civilization. I do not know 
what can be done about this. My own answers were made some years ago in 
my championship of a so-called seven-year curriculum which would postpone 
instruction in these fields until the student had had the benefit of the type 
of professional approach and professional thinking that characterizes law 
training. He then has a chance to approach a wide topic like economics know- 


* Katz, A Four-Year Program of Legal Education (1937) 4 U. of Cuic. L. Rev. 527; 
Harach, The Four Year Law Course in American Universities (1939) 17 N. Car. L. REV. 
242; Hall, A 2-2-2 Plan for College-Law Education (1942) 56 Harv. L. Rev. 245; 
Gardner, Remarks on the Occasion of Seconding Mr. Hall’s Motion (1942) 56 Harv. L. 
Rev. 270. 


° The current catalogues or at least the catalogues of the immediate pre-war period—of 
the Minnesota and Chicago Law Schools, portray the basis and scope of such development 
in the four-year law program. Harvard has proposed, but apparently not yet put into effect, 
a seven-year college-law course. 


166 THE AMERICAN ECONOMIC REVIEW 


ing for the first time what he wants to know. I think that any consideration of 
the relationship of law to other professions ought to bear factors of this type 
in mind. Economics is obviously a much more difficult subject than subjects 
like criminal law or even contracts. It demands much more in the way of 
general understanding of the world in order to appreciate it. And yet because 
of accidental and historical reasons we plunge young men into the study of 
these fields long before they take on preliminary work in the law. My seven- 
year plan has, I think, the virtue of building true economic background to 
the study of law. In other words, a student while he is taking labor law 
could be at work in the field of labor economics. Or while he is struggling 
through commercial law or corporation law, he could be dealing with subjects 
like money and banking, general economic theory, and the like. The same 
would be true of taxation. Administrative law in many of its aspects would be 
greatly enlightened by an economic appreciation of the nature and effects of 
administrative regulation in a particular field. In other words, I should hope 
the American Economic Association would take a broad view of the general 
problem that they pose and not believe that the answer must be fitted into 
an arbitrary and Procrustean division between college and law school. The 
thing to do is to regard law school as part of a university and to get away 
from the traditional thinking that seems to divide a university training into 
four years of college work and three years of law school.” 


The conception which animates plans of this type has been vigorously 
stated by Dean Beutel of the University of Nebraska School of Law, 
by Professors McDougal and Lasswell of the Yale Law School, and by 
others.* Whether or not such calls to action result in a radical change 
in the formal organization of our law schools, they are definitely having 
an impact upon the content of law courses. They have directed atten- 
tion anew to the process of policy formation and to the lawyer’s central 
place in that process. They preach the need of basing decisions on more 
assured and systematic knowledge, which can be brought to the makers 
of policy only by the separate branches of the social studies. 

These developments, proposals and experiments, within the tradi- 
tional three-year post-graduate law course and the newer forms of 
combined college-law courses, all represent a reaching out for better 
tools and more complete understanding of social problems. Students of 
criminal law and family law are working with psychiatrists, sociologists 
and psychologists; political scientists have made a contribution to the 
study of constitutional and international law; economics is much 
talked about, and sometimes even used, in commercial law, the study 
of business enterprise and its control, taxation, patents, and other areas 
of private and public law. There have been interdepartmental faculty 
seminars in various areas of social study at several universities, at 


* Beutel, The Law Schools and the New Profession of Social Technician (1942) 1 Am. 
J. Econ. AnD Socrotocy 93; Lasswell and McDougal, op. cit. supra note 1, 
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Harvard in the Littauer School, and at Yale since 1946 through a 
University Seminar on National Policy, supported by a grant from 
‘the Carnegie Corporation. Such enterprises are felt by the participants 
to be distinct contributions in helping to bridge the gap between dis- 
ciplines, both in vocabulary and in the development of ideas. Too often 
a man in one branch of social studies will appreciate the relevance to 
his work of material from another, and will try to deal with it; when 
he works alone, however, it is hard to avoid amateurishness and error. 
University procedures which make for easier intellectual communica- 
tion and cooperation among members of different departments should 
help to overcome the waste and confusion which have too often 
marked the explorations by one scholar beyond the traditional bound- 
aries of his own specialty. 

Despite forty years or more of talk, however, and several promising 
experiments, a successful integration of Jaw and the other social sci- 
ences, and particularly of law and economics, is still for the future. Ade- 
quate educational procedures do not exist in which an effective pooling 
of viewpoints can be achieved. Compartmentalization is the rule, and 
promises to remain the rule, despite a general acceptance of the prin- 
ciple that one can hardly be a good economist without understanding 
law, or a good lawyer without understanding economics. The institu- 
tional structure of our universities, with their departments, schools 
and standardized periods of residence, resist radical change. The pres- 
sure of their own work keeps most specialists more and more special- 
ized. It would be desirable to aim for Schools of Public Affairs, in 
which ali the social studies were combined. The French Jaw schools, by 
and large, include the faculties of economics and political science, and 
might be useful models, in their structure at least.° But it would take 
a revolutionary force to overcome the habits and vested interests which 
determine the present shape of our universities. 

A modest but indispensable beginning to the fuller utilization of our 
intellectual resources is the training of teachers, both of law and of 
economics. The integration of social studies must take place first within 
the minds of the teachers. Without such combined training, there can 
be little hope in altering curricula, rearranging required courses, or 
breaking through the iron barriers of our university organization. 
` Several law schools report a distinct interest in law teachers who also 
have received doctoral degrees, or the equivalent, in one of the other 
social studies. The Yale Law School, notably, has had non-lawyers on 
its faculty for almost twenty years, and like steps have been taken 

5 Déak, French Legal Education and Some Reflections on Legal Education in the United 
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in a few other places. Departments of economics, too, could profit from 
an admixture of law training. Many studies of industrial organization 
would be strengthened by a more professional understanding of the 
legal problems they present. And other branches of economics, includ- 
ing economic history, finance, banking and taxation, might gain from 
a closer working partnership with legal scholars. 

Beyond these goals, however, is the vision of a more adequate social 
science, based on a full view of society as a developmental whole: law 
students who have gained such an understanding from their under- 
graduate study of social problems are well-prepared for law. Their 
chances of wisdom will improve if they work with better, and better- 
trained economists. 


PART II. THE STUDY OF ECONOMICS AND UNDER- 
GRADUATE MEDICAL EDUCATION 


Franz GOLDMANN, M.D. 


Clear definition of the subject matter is a prerequisite for any report 
on the teaching of economics in relation to undergraduate medical 
education. Both “medical economics” and economics in general must 
be considered if an accurate picture is to be obtained. In contrast to 
the word “economics” with its generally accepted definition, the term 
“medical economics” is used to denote a large number of heterogeneous 
subjects lumped together because they are directly related to economics, 
have some financial implications (“something to do with money”), or 
fall in the borderline area where medicine and social sciences meet. 
Under these circumstances, any analysis of the teaching provisions in 
the field of “medical economics” at present can be based merely on 
the content of the plans of instruction and not on a scientific classifica- 
tion of the subject matter. 

In preparing this report, the emphasis was placed on: 

(1) the teaching of economics in general and of “medical economics” 
in particular as a part of the premedical college curriculum, and 

(2) the teaching of the economic aspects of health and illness and of 
medical science and practice as a part of undergraduate medical edu- 
cation. 

Pertinent factual information proved to be hard to obtain owing to 
many and frequent revisions of the curricula in recent years, the diffi- 
culty of collecting reliable material from the various institutions of 
higher learning, the wide variations in the interpretation of the term 
“medical economics,” and the dispersion of teaching provisions among 
many departments of the same college or university. In the absence 
of something better, this summary had to be based on papers recently 
published in scientific journals; the results of a survey conducted by 
the Association of Internes and Medical Students in 1944 and 1945; 
replies of undergraduate medical students from eight schools of medi- 
cine to a questionnaire prepared by this writer; and interviews of a 
small number of premedical and undergraduate medical students at 
various colleges. 
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Premedical Education 


Economics in general. Little is known of the scope and content of 
the courses specifically devoted to economics and of the number of 
clock hours spent on teaching of economic aspects in other courses such 
as those in sociology, government, home economics, and history. The 
available information indicates a growing awareness of the need for 
more instruction in the “liberal arts subjects,” including economics. To 
quote from a recent publication: “the student should come to medical 
school with an understanding of the philosophies of man, of his 
psychology, of the economic laws that govern the world in which he 
lives.” 

The Illinois State Academy of Science Committee on Premedical 
Education recently sent questionnaires to faculty members of medical 
school as well as undergraduate medical students and received 457 
returns from the first group and 586 from the second one. The majority 
of the faculty members who replied favored more instruction in the 
“liberal arts subjects,” including economics. The undergraduate medical 
students expressed similar opinions but had considerable doubt about 
the usefulness of the course in economics as taught. Some students felt 
that the course was most useful, but a relatively large number rated it 
“least useful” in comparison to other courses.’ 

Particularly illuminating are the answers of 1,100 undergraduate 
medical students and internes to a questionnaire sent out by the As- 
sociation of Internes and Medical Students. About 48 per cent of those 
replying felt that no time was wasted at any point, in the preparation 
for medicine while 21.4 and 23.6 per cent, respectively, believed time 
was wasted in college and high school respectively. Significantly, 46.8 
per cent desired four years of premedical education and 41.5 per cent 
favored three years. Nearly half of all answers wanted the “humani- 
ties” to receive the main emphasis in the premedical education, thereby 
indicating a remarkable preference for a sound general education 
instead of a narrow technical training.® 

Medical economics. The syllabi of courses conducted at present and 
the findings of a few recent surveys permit the conclusion that some 
information on the economic aspects of health and illness and of medi- 

! “What Medical Students Think About the Medical School,” Journal of the Association 
of American Medical Colleges, 20:296 (Sept.), 1945. 
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cine is offered quite frequently, although there are great variations in 
scope as well as content. Topics such as industrial hazards and indus- 
trial hygiene, workmen’s compensation, social and economic problems 
affecting the health of the individual and the community, and health 
insurance are treated at many colleges in a smaller or larger number 
of lectures or seminars. The departments of sociology seem to be much 
more active in this field than the departments of economics.* At many 
colleges the teaching provisions leave room for improvement. Much of 
the inadequacy of instruction can fairly be attributed to the scarcity 
of teachers familiar with the complex subject of medical economics. 


Medical. Education 


‘Somewhere along the line of medical education, the embryo doctor 
should come in contact with the economic facts of life.’ It is “very 
unwise and equally unnecessary to attempt to weigh the natural sci- 
ences against the social sciences on a scale of relative importance. ...”* 
That each is indispensable should be appreciated by both teachers and 
students. These opinions are shared widely, and accordingly numerous 
recommendations for the adjustment of the medical curriculum to 
modern requirements have been submitted since the thirties. In 1940 
Alan Gregg ranked “the subject known as social medicine, public medi- 
cal service or medical economics” first on the list of inadequacies in 
medical education.’ In 1944, the Council on Medical Service and Public 
Relations of the American Medical Association recommended the estab- 
lishment of courses on “medical sociology, medical economics and 
medical ethics” at each medical school.’ The final report of the Com- 
mittee on the Teaching of Preventive Medicine and Public Health of 
the Association of American Medical Colleges included a pertinent 
recommendation® and many writers on the subject of medical educa- 
tion stated the need for more and better instruction in the socio-economic 
aspects of health and illness and of medicine and the related profes- - 


t Joseph Hirsh and Elizabeth G. Pritchard, “Teaching of Social Medicine in Liberal 
Arts Colleges and Universities,” Public Health Reports, 55:2041 (Nov. 8), 1940. 
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sions.’° Much interest was aroused by the report of the Joint Committee 
of the Association of American Medical Colleges and the American 
Association of Medical Social Workers which had made a thorough 
study of the teaching of the “social and environmental factors in medi- 
cine.”** Yet adjustments in the curricula were slow in coming. 

In 1938, only 15 medical schools were offering a few lectures on 
“medical economics” and 27 disregarded the subject.” In 1946 only 
16 medical schools reported spending 6 or more hours on medical eco- 
nomics while 22 had no time at all set aside for this purpose.** Since 
then some progress has been made due to the stimulus provided by the 
introduction of countless health service bills, and especially proposals 
for compulsory health insurance, in the Congress and many State 
legislatures and by the work of the Joint Committee of the Association 
of American Medical Colleges and the American Association of Medical 
Social Workers. No definite pattern has evolved yet but certain trends 
are fairly well discernible. Many medical schools—and their number 
is growing—make provisions for the study of the individual. patient 
from all points of view. In addition to the clinical symptoms, the socio- 
economic conditions of the patient and his family receive attention and 
all aspects of “the case” are taken into account in establishing the 
final diagnosis, formulating the treatment plan, and organizing follow- 
up service. A much smaller number of schools also include in the 
teaching plan instruction in the whole field of community health or- 
ganization, e.g. organization of medical care as well as organization of 
mass prevention and personal services for the maintenance and promo- 
tion of health. 

It should not come as a surprise that there are very great variations 
not only in subject matter and number of hours, but also in method 
of organization. At a few medical schools, the curriculum provides 
for instruction in all or most of the following subjects: the economic 
conditions of the individual and the family as they affect personal 
health; the bearing of illness on the economic conditions of the indi- 


Franz Goldmann, “Instruction in Social and Economic Aspects of Medicine,’ The 
Interne, 10:75-78 (April), 1944. 

Raymond B. Allen, Medical Education and the Changing Order, New York, The 
Commonwealth Fund, 1946. 

E. Richard Weinerman, ‘Medical Schools and the Quality of Medical Care,” New 
England Journal of Medicine, 239:810-17 (Nov. 25), 1948. 

% Widening Horizons in Medical Education, Report of the Joint Committee of the 
Association of American Medical Colleges and the American Association of Medical 
Social Workers, New York, The Commonwealth Fund, 1948. 

* Kingsley Roberts and Michael M. Davis, “Teaching of Medical Economics to Under- 
graduate Medical Students,” Journal of the Associagion of American Medical Colleges, 
13 :359-362 (November), 1938. » 

€ Hugh R. Leavell, “The Teaching of Preventive Medicine,” Journal of the Association 
of American Medical Colleges, 22:210-225 (July), 1947. 


ECONOMICS AND UNDERGRADUATE MEDICAL EDUCATION 173 


vidual, the family, the community, and the nation; the relationship 
of economic conditions in general to health conditions in the com- 
munity; the economic aspects of medicine, including such questions as 
costs of medical care and methods of paying for professsional and 
institutional services; and the “business side of medical practice,” 
including such questions as organization of the doctor’s office, fees, 
collections, etc. 

The majority of the medical schools arrange for occasional lectures 
on medical economics and set some time aside for “clinical public 
health case studies.” Only a small number of medical schools have 
come to adopt an integrated program with sufficient time for field trips 
to clinics, hospitals, and related facilities, practical work in the hospital, 
out-patient department, home of the patient, health agencies, and as- 
signments of cases, as well as theoretical instruction in the classroom. 
Examples of such inclusive provisions are afforded by the programs at 
the Harvard Medical School, the Long Island College of Medicine, 
the New York University College of Medicine, the Washington Uni- 
versity School of Medicine, St. Louis, and the Yale School of Medicine. 
A number of other medical schools, including California, Colorado, 
Columbia, Cornell, Duke, Johns Hopkins, Minnesota, Pennsylvania, 
Stanford, Tufts, Vanderbilt, and Western Reserve, have established 
teaching projects in several of the subjects listed before, and still others, 
such as Boston University, are planning to expand their teaching 
provisions considerably. 

At a few medical schools instruction in the economic aspects of 
medicine as well as in the economic aspects of health and disease is an 
integral part of the clinical teaching and the required course in pre- 
ventive medicine and public health.** At others, it is organized loosely, 
with case studies often being required and attendance at occasional 
lectures—or a series of lectures—on medical economics being either 
required or optional. The number of hours that should be allotted to 
the teaching of this subject matter is still debated.*° 

The medical] students’ opinion on the value of the case study method 
cannot be ascertained due to lack of reliable information, but their 
views on the teaching of medical economics, interpreted as the economic 
aspects of medicine, have been stated in unmistakable language. A poll 
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recently conducted by the Association of Internes and Medical Stu- 
dents revealed that “medical sociology and economics” was ranked 
third on the list of 24 subjects which in the opinion of the students 
should receive more emphasis in the future.*® Quite correctly, the 
replies pointed out that such teaching as was offered could be attributed 
to the influence of a few persons. There continues to be a dearth of 
teachers on the staffs of medical schools who possess the knowledge 
and experience necessary for the scholarly teaching of the social and 
economic aspects of medicine, and have the interest and courage 
indispensable to the development of such a plan of instruction. It is 
noteworthy that the large majority of the students at the few schools 
with broad teaching programs favor expansion and improvement rather 
than curtailment. 


Conclusions and Suggestions 


Although there is wide recognition of the need for more and better 
teaching of economics as an integral part of both the premedical and 
medical curriculum, actual practice leaves much room for improve- 
ment. 

The adversaries of Galileo Galilei consistently refused to look 
through the telescope, yet experimental physics and astronomy did 
develop. Such an attitude of mind is a thing of the past. There is 
plenty of intellectual curiosity in the group preparing for a career in 
medicine. But there is far too little opportunity to study the inter- 
relationship of medicine, sociology, and economics and to formulate 
opinions through scientific analysis and appraisal of pertinent facts 
and figures. 

The two main barriers to progress seem to be the complexity of the 
subject commonly referred to as “medical economics” ‘and the lack of 
teachers thoroughly grounded in this field. . 

The American Economic Association could render a great service 
to medicine as well as to economics by: 

. (1) suggesting and financially aiding pilot studies of the teaching of 
medical economics at a selected number of medical schools, 

(2) suggesting the gradual development of teaching projects in 
medical economics at all medical schools, and 

(3) recommending the establishment of interdepartmental university 
projects designed to acquaint students of economics, sociology, govern- 
ment, law, and other fields with the socio-economic aspects of health 
and illness and of medicine. 


See footnote 3, p. 170. . e 


PART HI. THE STUDY OF ECONOMICS AND 
EDUCATION FOR SOCIAL WORK 


HELEN WRIGHT 


Because social work is not as well understood as the older profes- 
sions it seems necessary to begin a statement of the relation of a study 
of economics to education for social work with a brief statement of the 
nature of social work. 

“The social services include all those services established for the 
assistance of persons who find themselves at such serious economic and 
social disadvantage that they need help that cannot be provided by their 
immediate circle of relatives and friends or by the professional person- 
nel whose services are available for a financial consideration. The 
professional social worker finds a place in these services wherever there 
is recognition of the importance of an individualized service based on 
the study of individual needs, and of the contribution that can be made 
by a worker who brings to the task the knowledge, skill, and under- 
standing obtained through the discipline of directed study.” 

The tasks of the social worker in these services include 1) the 
direct rendering of services to people and 2) the administration of the 
service program. The social worker is also called upon, and must be 
equipped, to discover unmet needs and plan new services to meet them, 
and to participate with others in reshaping some of our existing insti- 
tutions so that fewer people will be in need of special services. 

It follows that the study of economics has a number of contributions 
to make to the education of a social worker. The individuals whom he 
serves are frequently the victims of economic circumstances, and if he 
is to render service intelligently he needs to understand these circum- 
stances. Without such understanding he lacks some of the knowledge 
needed for the diagnosis of his “client’s” behavior, he may embark 
on lines of treatment that are unrealistic, or at worst socially unde- 
sirable. In policy-making or planning new services, if he is to act wisely 
he must take account of the world in which his policies will be operative 
or new services be carried on. He must not in his zeal for promoting 
the welfare of a particular group lose sight of the effects of his actions 
on the national economy. This does not mean that he must be a 


*The University of Chicago, School of Social Servie Administration, Announcements, 
April 15, 1948, p. 3. 
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specialist in all branches of economics; it does mean that he must have 
enough knowledge of the subject to know what he does not know, 
when to seek the counsel of specialists, and to understand at least in a 
general way their approach to his problem. 

Because education for social work is graduate education with a 
specialized subject matter of its own that can barely be crowded into 
the two years of study required for the professional degree, it is of 
great importance that students study economics in the undergraduate 
years and get from this study the preparation most needed for their 
professional work. The use-we expect the student to make of economic 
knowledge has probably already suggested the nature of the work he 
should have in his undergraduate days. More specifically, a student 
entering a school of social work should’ have an understanding of the 
nature of our economic order and the principles that underlie produc- 
tion, exchange and distribution. He should be familiar with the insti- 
tutional framework of our economy and with the economic process, 
with special emphasis on the dominant institutions in the contemporary 
economy of the United States. It is of particular importance that he 
become familiar with the effects of economic institutions on marginal 
and sub-marginal groups, in agriculture as well as in other industries. 
He should be acquainted with the basic tools for economic analysis of 
price determination and monetary theory. He should have the disci- 
pline in rigorous thinking which has characterized economic thought 
at its best and should have learned to recognize what assumptions 
underlie the methods of analysis. These are the basic requirements in 
economics which every social worker should have. Other work of 
a more specialized nature is also useful, especially work in labor prob- 
lems, consumer economics, agricultural economics and public finance. 

How far have schools of social work recognized the importance of 
study of economics in preparation for professional study? The Amer- 
ican Association of Schools of Social Work has approved a report of 
its pre-professional committee which recommends that pre-professional 
education should consist of a “sound, general, liberal arts education 
with a concentration in the social sciences and closely related fields.” It 
lists economics, along with seven other subjects as those to be in- 
cluded and recommends elementary or “principles” courses in each 
as well as advanced courses in one or more of the social sciences. As all 
this is to be done in forty to fifty semester hours it is evident that the 
recommendation might be difficult to carry out. It is also to be noted 
that there are no distinctions made among the eight subjects listed. 
Thus it can hardly be said that the study of economics has had strong 
emphasis, although its valye has been recognized. 

The extent to which the individual schools have followed the recom- 
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mendation of the Association, and even more the extent to which 
they have required study of economics as a prerequisite for admission, 
has varied greatly from school to school. Probably no school, however, 
has held rigidly to a requirement of work in economics before entering 
upon professional study, although some have held fairly strictly to a re- 
quirement that students without undergraduate preparation in this 
field must make up this deficiency before receiving the professional de- 
gree. 

The variations in practice with regard to holding students for a 
knowledge of economics may be accounted for by a number of differ- 
' ent factors. There are differences in the education and background of 
the faculty, and thus of the importance they attach to economics; there 
are differences in emphasis of the schools, some of which are mainly 
interested in preparing caseworkers, others of which expect that many 
of their students will be equipped not only to be good case workers but 
also to assume major responsibility for administration and for policy 
formation; there are differences in the ability of the schools to be 
selective, as some schools because of their size, location and reputation 
can more easily impose admission requirements than can others. Two 
factors, moreover, work against holding to the requirement in any 
school: 1) many of the students seeking admission to a school of 
social work who appear to have the best qualifications as students and 
as persons have had no work in economics, and relatively few economics 
majors seek admission; 2) too often students who have had the ele- 
mentary course in economics show little evidence they have gained from 
it the knowledge and understanding outlined above. Both of these 
factors call for comments. 

The failure of students preparing for the. field of social work to take 
courses in economics—or its converse, the failure of economics majors 
to enter the field—is a matter of great concern to those of us who 
believe that this study offers a good foundation for professional work. 
We think that too many student counsellors do not realize the im- 
portance of economics in relation to social work, tend to guide students 
who express an interest in this profession into sociology, and advise 
courses in that subject exclusively. This may stem in part from the 
similarity in name, in part from the fact that many schools of social 
work started under the sociology department and in part from more 
awareness on the part of sociologists than economists of social work as 
a field of activity offering both opportunities and challenge. In so far 
as economists are not aware of the field, it can hardly be expected that 
student counsellors will recognize economics as preparation for it, or 
that,economics majors will think of it as a field for their efforts. The 
American Association of Schools of Social Work has been: trying for 
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some years to explain its thinking with regard to pre-professional edu- — 
cation to undergraduate colleges, and in this has pointed out repeatedly | 
the importance of preparation in economics. It is evident, however, that 
much still remains to be done. 

The failure of many students who have had economics courses to 
have profited by them in the ways that have been expected is un- 
doubtedly tied up with the kinds of economics courses they have been 
given and/or the way they have been taught. It was undoubtedly reali- 
zation that improvements were needed that led to the formation of this 
committee of the American Economic Association. Hence, it need only 
be stated here that anything that improves the basic teaching of eco- 
nomics, that finds a way of making the basic courses not mere descrip- 
tions on the one hand or pure abstractions on the other will help schools 
of social work hold to the requirement of study of economics for ad- 
mission to professional study. 

- Reference has already been made to the practice in some schools of 
social work of requiring students to make up “deficiencies” in economics 
before they receive their professional degree. This is at best a difficult 
requirement to impose. Students feel pressed for time and education is 
costly. They have entered professional school hoping to concentrate 
on the work that relates immediately and directly to the practice of 
their profession. They feel marked resistance to “going back” to work 
they should have had in their undergraduate days. Requiring a de- 
ficiency to be made up is made more than necessarily difficult when 
the economics department in the university of which the school is a 
part is interested only in educating specialists in economics. This may 
well mean that to get the work the student of social work needs in that 
field he must take course after course, finding much of the content of 
each unnecessary or irrelevant for his purpose. Under such conditions 
the school almost inevitably accepts something like labor problems 
which is close to his field but not as desirable as the course that gives 
a broader, more comprehensive, view of the economic order and eco- 
nomic process. 

Up to this point nothing has been said about the extent to which the 
student of social work is called on to draw upon his knowledge of 
economics to carry his professional courses, or the content in economics 
that he learns from them. Certainly, there are economic aspects to 
many of the subjects he studies, perhaps especially public assistance 
and social security. The student who has a good foundation in economics 
can be expected to see implications that other students would not see 
and to bring to a study of the problems related to “income maintenance” 
ideas and analytical tools that others Jack. ft is probably true, however, 
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that in most of the professional courses as they are now taught the 
- student can get the basic content required without knowledge of eco- 
nomics and may even be unaware that he is not getting all he needs. Pro- 
fessional education for social work is relatively new; its courses have 
had to be adapted to the students it has attracted. We think it will be 
greatly strengthened, and the students it graduates far better prepared 
for their professional responsibilities than they are today, as teaching 
of economics is improved and all students in schools of social work are 
required to have basic work in that discipline. 


PART IV. ECONOMICS AND THE STUDY OF ENGINEERING 


FREDERICK A. BRADFORD 


In order to obtain specific information regarding the teaching of 
economics to students in schools and colleges of engineering, a question- 
naire was mailed to the deans of 126 colleges and universities offering 
work in one or more branches of engineering accredited by the Engi- 
neering Council for Professional Development. In order, if possible, to 
insure an adequate response, the questionnaire was made relatively 
brief. Although questions on certain matters of detail were thereby 
necessarily omitted, it was felt that any inadequacy resulting from this 
procedure would be more than offset by the return of a fairly substantial 
proportion of the questionnaires. This judgement appears to have been 
vindicated by the fact that 106, or over 83 per cent, of the question- 
naires were returned by the recipients. This is an exceptionally high rate 
of return and was very gratifying. 

It should perhaps also be noted that, in view of the brevity of_the__ 
questionnaire, a blank page—headed “Remarks”—was attached for the 
benefit of those recipients who might care to make supplementary com- 
ments or suggestions. In a few instances some additional information 
of interest was included in this space. | 

The first question asked whether or not some course work in eco- 
nomics was required of engineering students. The answer was over- 
whelmingly in the affirmative, 95 replying “yes” and only 11 “no.” 
It is with the former large majority that this report will be mainly 
concerned. The following section refers to the 95 schools in which some 
course work in economics is required of engineering students. 


Economics Required 


The first question asked under this head was the length, in credit 
hours, of the course or courses required. This question might have 
been confusing, as some courses carrying, say, 3 credit hours might 
refer to 3 semester hours, while others might be on a term or quarter 
basis. Fortunately, however, most of those replying showed the good 
judgment to designate whether the number of credit hours specified was 
on a semester or a quarter basis. 

Translating, where possible, quarter credit hours to a semester basis, 
the following results were obtained: 
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Three Credit hours 3-635 Sheed avai ded eats e od bw ee ra 8 St 33 
OUP credit NOUNS ndane ace heared odes CEG Bh eee 11 
SIR eredt NOUIS: occ bi setd- soe a eutieseetecawennes 36 


Of the remaining 15 replies, 4 showed the equivalent of 2 semester 
credit hours, 2 of 5, 1 of 7, 1 of 8, and 1 of 9 credit hours, On a ` 
quarter credit hours’ basis, 5 showed a requirement of 5 hours and 1 of 
7 hours. The remaining questionnaire indicated a requirement of 14 
semester hours, but explanation under “Remarks” indicated that this 
was the required number of hours to be taken from a group of social 
studies, one of which was economics. 

It should be noted that in two or three instances it was indicated 
that 6 hours were required of students of certain engineering curricula 
in a given school and only 3 hours of students in other curricula. Such 
schools were placed in the class of those requiring -6 hours. If they 
had been included in both the 3 and 6 hour groups, the results would 
have shown an approximately even division between the 3 and 6 
hour requirement, with a substantial minority in between the two with 
a required 4 semester hours. 

The second question was concerned with the nature of the required 
course(s), i.e., whether it was a course in theory, or a combination 
of theory and problems. From the replies received, the required course 
was one in economic theory in 35 instances, and one of theory and 
problems in 60 instances. It might be thought that the theory courses 
would consist almost entirely of the courses in those institutions re- 
quiring not more than three or four hours of economics, while the 
theory-problems courses would be offered in those institutions requiring 
six or more hours of economics. Such, however, was not the case. Many 
of the shorter courses were reported as covering both theory and prob- 
lems, and a substantial minority of the six-hour courses were reported 
as consisting of theory only. It is clear, however, from the returns, 
that a large majority of all required courses, regardless of their length, 
gave some attention to problems as well as to theory. 

The third question asked whether the required course in economics 
was given by the staff of the college of engineering, the college of arts 
and science or the college of business or commerce. The replies were as 
follows: 


Arts and Science -s4 066 fs Seo boa Bk le eet no hale ee BA 38 
Business or Commerce .............cceccccccccceveres 39 
ENOINGEIIO.-Hs5 2 cea wscerewin ae ENNEN EEE E 19 


The results indicate that the courses given by the staff of the colleges 
of Arts or Business totaled about four times the number given by 
Engineering staff members. Even so, the number in the latter group 
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is considerable. In this connection, it should be noted that a substantial 
number of the schools contacted were specialized technical institutions 
where the entire faculty, whatever subjects were taught, would be 
listed as members of the engineering staff. Where an economics depart- 
ment in an arts or business college is on the ground, it is clear from the 
replies received that the staff of said department serves the require- 
ments of the enginers as well as of arts and/or business students. 

The fourth question asked whether the course was conducted on the 
basis of (a) lectures alone, (b) sections only, or (c) a combination 
of lectures and sections. Of the 91 replies to this question, the distribu- 
tion was as follows: 


Lectures eee re ee eS ee ee ee ere 22 
Secon acy ociers ate S ok ee ee ete ee a 15 
BOE sete e seas at ALD Bs al Sua E ede OE eek Beau? ae 54 


A supplementary question, applying to the third of the above groups, 
soliciting information concerning the proportion of lecture to section 
work, elicited a wide variety of answers. Moreover, in a considerabie 
number of instances the respondent was unable to answer this ques- 
tion, while in several others the replies were decidedly vague. Conse- 
quently, no attempt has been made to tabulate the replies. It is evi- 
dent, however, that a course conducted on the basis of both lectures and 
sections, in some proportion to each other, is the type used in a sub- 
stantial majority of cases. 

Question five, which asked whether or not the course was especially 
designed for engineers, elicited 46 affirmative replies as compared with 
50 negative answers. (In one instance, where it was stated that one 
three-hour course—out of six hours required—was especially designed 
for engineers while the other three-hour course was not, a tally was 
placed in each group, which accounts for the total of 96.) It would 
appear from the totals that there is an approximately even preference 
for courses designed especially for engineers and those not so designed. 

It is not certain that all of the respondents correctly interpreted 
this question. It was not intended to imply that economics for engineers 
was any different from economics for any other class of student, but 
merely sought to find out if, because of the necessarily limited course 
requirements of engineers in this field, a course specially planned as to 
scope and emphasis was deemed desirable for engineering students. The 
question, therefore, has little significance in the case of those specialized 
technical institutions where all of the students fall in the engineering 
group, and would naturally be answered “yes” in such instances. Yet 
in the replies of a few institutions of this category, the answer given was 
Sng.” e 
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By and large, however, the question appeared to be properly 
interpreted, and, if the specialized technical schools are eliminated from 
the list of respondents, the required course in economics in a moderate 
majority of the respondent institutions is not especially designed for 
engineering students. 

In two of the replies, where additional comments on this point were 
made by the respondents, one stated that he felt that the classroom 
contact and competition of engineers with arts and business students 
was highly desirable, while the other took the position that the training 
received by engineers in other subjects—mathematics, for example— 
made an especially designed course more desirable for engineering stu- 
dents. Where certain sound arguments prevail on both sides of a ques- 
tion, fairly even division of opinion is to be expected, and this is evi- 
denced by the replies to this question noted above. 

The two final questions in this group may be commented on briefly. 
Question 6, asking whether any advanced courses in economics were 
required of engineering students elicited 26 replies in the affirmative 
and 69 in the negative. The number of affirmative replies is perhaps 
somewhat overstated, for two reasons. In a number of instances, it was 
indicated that advanced courses were required of students in certain 
engineering curricula only, and not in others. These replies were tabu- 
lated in the “yes” column. Secondly, there is some question as to the 
propriety of including some of the courses, specified as “advanced” in 
the replies to the question, under the head of economics. Courses in 
accounting, business law and statistical method fall in this category. 
On the other hand, certain other required offerings, listed as engineering 
courses but dealing with such problems as production and transporta- 
tion costs and markets for particular products, have a more valid claim 
to listing as advanced courses in economics than those mentioned above. 
Yet they were not so listed. 

Question 7 asked if advanced courses in economics were open to 
engineering students on a elective basis. Some of the respondents did 
not reply to this question, but of the 84 replies received, 73 were in 
the affirmative and only 11 in the negative. In most of the latter cases, 
the institutions were of the specialized type where advanced courses 
were not offered at all. In practically all cases where advanced courses 
were offered on the campus, they were open to enginering students 
on an elective basis. 


Economics Not Required 


Of the 11 questionnaires stating that economics was not required of 
engineering students, one was from a strictly graduate school of engi- 
neering and may be disregarded. Of the other ten, one required courses in 
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economics for students in “general engineering” to the extent of about 
'% of their curriculum, but, in other engineering curricula (except 
aeronautical engineering) economics was not required. In a number of 
other schools, engineers were required to take a Humanities or Social 
Studies sequence of a specified number of hours, this sequence usually 
including some economics. In all but three instances, economics courses 
were open to engineers on an elective basis. One respondent stated that 
engineers were urged to take economics on an elective basis and that 
two-thirds of the students elected the course. One regretted that no 
economics was required and stated that a thrée-hour required course 
would doubtless be included in a revised curriculum which was under 
consideration. 


The Undergraduate Teaching of Economics 
to Engineers at Lehigh University 


In view of the well-merited reputation of the College of Engineering 
of Lehigh University and of the familiarity of this committee member | 
with the situation at Lehigh, it seems appropriate to conclude this re- 
port with a discussion of the teaching of economics to engineering stu- 
dents at this University. 

Engineering students in all curricula at Lehigh are required to take 
a basic course in economics covering six semester hours. The first three 
hours consists of a course in principles of economics, while the second 
three-hour course is devoted to a consideration of economic problems 
such as labor problems, public finance, foreign trade, transportation 
and public utilities, business cycles, comparative economic systems, 
and the like. 

This course is taught by the staff of the economics department in 
the College of Business Administration and is the same course as that 
taken by business students and students in the College of Arts and 
science. Thus the course is not designed especially for engineers, it 
being the judgment of both the directors of engineering curricula and 
the department of economics that the co-mingling and competition 
in class of engineering, arts and business students has advantages over 
those attending a course for engineering students only. While the 
second three hours devoted to problems is especially valuable to 
engineers (and arts students not majoring in business), it is also 
deemed desirable as a preliminary survey of economic problems for stu- 
dents in business administration. 

As the course is given, the first semester (devoted to principles) is 
taught on the basis of one lecture and two section meetings per week, 
while the second semester course (devoted to problems) is taught on 
the basis of two lectures and one section meeting per week. It is agreed 


THE USE OF VISUAL AIDS IN TEACHING ECONOMICS 


K. Wum Karp, Chaiyman, EMMA C. LLEWELLYN, SIDNEY RATNER, 
HARRY SCHWARTZ, LAWRENCE SENESH, Don WILLIAMS 


Summary of Recommendations 


The Subcommittee on Visual Aids has had the benefit of the ideas, 
opinions and experiences of institutions and individuals who have sent 
in their reports in response to a questionnaire.’ Its own findings are 
presented first and are followed by details reported in the survey. 

We find visual presentations extremely useful as aids, not as sub- 
stitutes, for the usual teaching. In our opinion, these aids are useful in 
almost all ranges of teaching, except, perhaps, that of advanced analy- 
sis. Our concern, however, has been primarily with undergraduate work 
and there, particularly, with basic economics courses. | 

In common with most of our colleagues who reported, we of the Sub- 
committee see a need for more extensive use of this educational 
medium. We do find, however, that the great lack of appropriate films 
and slides, the inferior quality of a large part of those available, and 
the inaccessibility of information needed for wise selection, severely 
limit the use of this teaching device even where facilities and funds are 
available. 

We recommend, therefore: 

1. That an exploratory research project into the entire subject of 
audio-visual education in economics be inaugurated. 

2. That we work toward the establishment of a centralized pro- 
duction, distribution and information center for visual aids in eco- 
nomics. 

3. That the American Economic Review include appraisals of rele- 
vant films among its reviews. 

4. That we attempt to induce publishers to work with textbook 
writers in synchronizing and producing visual aids. 

7A questionnaire, pretested, was sent to the chairmen of the Economics Departments of 
123 colleges and universities, selected according to the number of students granted degrees 
in this field in 1947-48. To its request for information on visual aids, the Subcommittee 
received 120 replies. Fifty-five were answers to the revised questionnaire, 46 to the test 
questionnaire and 19 were in lette? form. Facts and opinions on the role of visual aids 


(including field work) in the teaching of economics are*summarized in the latter half of 
this report, commencing on page 194. 
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5. That we encourage individual economists, meanwhile, to plan 
visual experiments in the economic field, either through their own re- 
sources or through enlisting, in more ambitious projects, the aid of 
educational funds. 

A more complete development of these recommendations, and ex- 
planation of the grounds for them, will appear at later points in this 
report. 


The Views of the Subcommittee 


Properly, a comment on visual education in economics should begin 
with the purpose of teaching economics at all. But the Subcommittee 
aims to be as improper as the rest of the world and assume that there 
is a purpose, or rather many purposes, depending on levels of students 
concerned, and on matters being studied. Does visual education in 
economics advance these ill-defined purposes? If so, how? 

It may be desirable to consider what visual education is. Aside 
from lectures and discussion, most formal education is visual; we learn 
through having the eyes more or less successfully glued on the printed 
page. But usage of the word “visual” applied to education confines it 
to other than book-reading, including a great variety of exposure of 
students to field experiences, to charts and maps and graphs, to slides | 
and film strips, to movies, and even to television. And this is our use 
of the term. Contained under this general heading are many, even op- 
posing, kinds of materials and immediate intents: (1) to make the 
“real world” vivid, (2) to abstract from it logical formulations and 
show their variation in analysis, (3) to touch the heart as well as the 
mind, if these two organs may be said to function separately. Our 
ground for the last of these is that modern psychology has emphasized 
that learning is an emotional as well as a ratiocinative experience, and 
that in more subtle ways than a drive to immediate action, “even in- 
tellectual perception” may not be unrelated to emotional response. 

We have two major questions to consider in this report: (1) Can 
visual aids, under conceivable good conditions, add markedly to the 
economic training of students? And (2) how valuable and effective are 
the currently available resources? We have had much counsel and ad- 
vice bearing upon both of these questions. The latter part of the report 
deals with the comments of colleagues canvassed by questionnaire; the 
first part with the Committee’s own views. 

Field work is the most obvious and the least controlled form of visual 
education. Here the student meets up with a bleeding slice of life, not 
only encountered through the eyes and ears but often and startlingly 
through the nose as well. However well planned the situation, it usually 
contains unexpected elements, in that lifé seldom goes on in strictly 
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regimented fashion. It presents a rounded experience, a simultaneous 
impact of many variable factors. 

Take a bank. The textbook, or whatever is read, may describe the 
functions of deposit and withdrawal, of clearing, of discounting and 
lending. The bank’s relation to correspondents and Federal Reserve, 
open market operations, the effect of bank operations on available pur- 
chasing power and on the scale of production and employment will have 
been analyzed. What, more than this, can a personal view accomplish? 
It may be a sight-seeing tour, rather dull, though clean, with familiar 
tellers’ windows, and no less dull, though unfamiliar, fles and teletype 
machines, so dear to managers, so vague to the craning students. It can 
also, under proper arrangement and care, bring a sense of reality. “Here 
is a note. This fellow brought it in yesterday. His business is growing 
seeds and he wants to buy... . This is the kind of man he is.... The 
seed business is seasonal. .. .” Together with the give and take of 
interested students (and most students are interested in going affairs), 
such discussion can bring out a variety of relationships, intricacies of 
business, problems of the firm, features of our credit economy, which no 
textbook could achieve. The mechanics, then, fit together with the pur- 
poses, form a quick gestalt rather than a laborious additive, unrelated, 
series of processes. True, significance is limited by the very nature of 
specificity, since it is but one commercial bank, while another may be a 
consumer bank, another a savings bank. Therefore, it needs a general 
picture before and discussion afterwards with the teacher to place 
the experience in its context. 

Or take another subject for field work. The textbooks report that 
our modern society is heavily technological, with consequences to 
markets, to investments, to people. These truisms carry little con- 
viction. But go through a modern plant, see actual inputs, watch the 
operations, note the organization, the machines, perhaps the assembly 
line, the sales and shipping departments, talk to the employment mana- 
ger (and a representative of the union if possible), and modern 
technology begins to have meaning. Abstract capital becomes machines, 
abstract distribution a process, and abstract labor individual people, 
meanings which may make the difference to a student between parroted 
phrases and clear perception. 

Even the traditional visit to the stock market, superficial though it 
be, adds a sense of reality to the student, gazing with dulled eyes at 
the words underwriting and capital formation. And hall toilets in a 
slum give the words “income distribution” meaning to those too 
fortunate to have lived in slums. | 

Of course these trips are primarily for tha uninitiated; the vicarious 
living of one visit is brief and limited. Other field experiences are more 
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technical, more pervasive. Field surveys, field work, where a student 
for a period of time and at regular intervals, attaches himself to an 
institution, performs a routine task, follows the daily problems and 
intricacies of a going concern, watches solutions form and reform (dis- 
cussing the while the implications of the particular experience with 
an interested instructor) add depth to the understanding of economic 
processes to all capable of undergoing the experience, including gradu- 
ate students. 

Field work tends to be specific in its nature, an addition to the 
limited economic life any individual, especially any student, may live, 
and its value lies in its broadening experience, its seeing either the 
alternative lives of others or the actual going institutions of our day 
functioning. Its nature is, as such, complementary, corrective of gen- 
eralizations, or a basis for generalization, seldom an advancement in 
analysis itself. 

Perhaps this is one reason why field work is not as common a prac- 
tice as it deserves to be, since it deals with the specific and not the 
general. There are other and cogent reasons: in the time required, not 
only for the actual enterprise, but for the planning; in expense; in its 
bearing on the other work of students; in the limited utility of field 
work for large groups; In the sprawling and uncertain nature of a 
particular planned experience, as whether the arbitration case will be 
dull today and put everyone to sleep, after all that time and effort. Does 
the gain to the head repay the cost to the feet? One is not always sure. 

In contrast, the visual education which consists of presenting charts, 
slides or movies is at least a predetermined mass; it has form, conceived 
limits, students see what they are supposed to see with an arranged 
emphasis even though each may perceive something different. It is the 
difference between baseball at Yankee Stadium or on television. Less 
time is needed, more students can be accommodated. The view can pre- 
sent a semblance of reality, or it can equally well abstract from reality. 

So-called educational films perform the first function.” They have the 
peculiar advantage that they reproduce, in however foreshortened 
ways, a semblance of reality, and this at a leap, mental not physical, 
links economics with day-to-day living, like field work. But they carry 
with them conscious or unconscious standards, either of acceptance of 
the status quo or more or less deviation. Often they represent special- 

* The distinction here between “educational” and “analytical” films may be of some aid 
to clarity. Both kinds, it is hoped, are educational. But the first includes presentations of 
situations, attitudes, motivational films, popularization of ideas, while the second is pri- 
marily technical. The dividing line, of course, is fuzzy. Indeed the educational film in 
the field of economics may extend far beyond the weafth producing and consuming activi- 


ties of man, and many may refard as properly within the economic field films more 
formally designated as psychology or sociology or some other discipline. 
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interest groups. Either all workers in a factory (in a film produced by 
Whooses Corporation) are divinely happy, or all sufferers of the slums 
(in one produced by a pro-public housing group) suffer from malnutri- 
tion and undesirable social traits, which, upon changed housing condi- 
tions, are weeded out so that their desirable traits blossom like the rose. 
In short, educational films tend to be propaganda, and over-simplified 
propaganda at that. . 

This selectivity in aim is probably inevitable; indeed if education is 
to be regarded as “the transference of skills, customs and mores of the 
social group,” it may not be reprehensible, since the object of most eco- 
nomic education is not, in itself, to make specialists. But that these aims 
should be expressed carelessly, without adequate thought for the choice 
of alternatives in our society, without a measured point of reference, 
may still be reprehensible. Our educational films fail in their slightness, 
in their eagerness to embrace the audience within the folds of a nar- 
rowly preconceived pattern. Yet they do recognize that education is of 
the emotions as well as the mind, and in this psychological advance they 
prove effective even when their techniques of presentation are faulty. 
The answer may be, not fewer educational films, but more, with much 
more thought on what to purvey and why. 

Their potentialities are enormous. We presumably train future 
citizens. Demand curves alone do not solve the problems of agriculture, 
nor decide whether increased steel wages will mean higher national in- 
come, nor determine whether increased profits enabling plant expansion 
from within will ultimately allocate resources most skillfully. Nor are 
they normative, unless assumed to be. Many factors comprise our eco- 
nomic life. Perhaps if these films did not so quickly hurry to solutions, 
they would satisfy the demands of thinking better. 

The cultural lag of economists in this matter is extraordinary. For 
squarely facing them is this new and exciting medium of the educational 
film, and facing them equally squarely is the responsibility of seeing to 
it that they take an active part in creating and selecting, of seeing to it 
that divergence of views and sound, fair and enlightening representa- 
tions are available. | 

This is especially so because the importance of good educational films 
is enlarged in our modern world where economics is groping for new 
foundations. Here is a medium where the “mankind in the ordinary 
business of life” of Marshall can be presented without artificial barriers 
of disciplines, where the simultaneous impact of many variables can be 
felt together in life situations. Such films as Valley Town, The River, 
The Pale Horseman, The World is Rich relink economics with science, 
sociology and psychology, and drive a tiny wedge towards future possi- 
bilities beyond the traditional market place. As yet, it is true, too 
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many producers of films seem to be addressing themselves to five-year 
olds, with a condescending refusal to admit that students may be ad- 
dressed as adults, with a rather insulting assumption that a “good at- 
titude” is all that is needed, and with less than rudimentary notions 
of audience response or how to get an idea across. Or the limited number 
of films available tends to push producers to an all-or-none attitude. 
This is ¢ke film on unemployment, on national income, on money, so 
that an imperative exists to pack in too much, to lose important detail, 
to spread thin. 

Some of our members feel, however, that it is not in educational 
films that their interests lie. They look upon visual aids primarily as 
a help toward clearer understanding of abstractions. Visual presentation 
can have some advantage over a textbook. A film can be mobile; it can 
show not only being but becoming—as in Count Polanyi’s Money and 
Employment, where busy little men and women produce, are paid, and 
then spend, save and invest, or in Samuelson’s visual presentation of 
national income. 

Visual methods of economic analysis certainly are not radically new 
for economists. As a matter of fact, visual methods of presenting 
economic ideas, and even of showing complex relationships of a “macro- 
economic” character have long played an important role in economic 
analysis. We need only remember that Francois Quesnay deliberately 
designed his Tableau Economique as an aid for the explanation of the 
problems of production, circulation and reproduction of the national 
product, and that the Tableau played an important role in the formative 
stage of classical political economy, and later on influenced Kar] Marx’s 
concept of the so-called reproduction scheme. Likewise, classical and 
neo-classical writers like Thunen in his /soleted Sidie and Böhm- 
Bawerk in his Positive Theory of Capital, used visual images for their 
concepts (cf. their celebrated concentric circles), which, in the case of 
Bohm-Bawerk, were actually presented in visual form in order to make 
the theoretical analysis more understandable to readers. Nor is it an 
accident that algebraic symbols and supply and demand curves have 
become an integral part of, and indeed an indispensable teaching device 
in, modern price analysis on an advanced level. Similarly, statistical 
charts and diagrams are widely used in the presentation and analysis 
of changes of economic magnitudes. In short, visual methods of pre- 
sentation seem to be firmly established as teaching devices in economics. 

Many of our basic concepts and variables are conceived in quantita- 
tive form and hence are subject to visual diagrammatical presentation. 
Moreover, the extent of quantitative expression is increasing with the 
growing availability of a body of data. More important, even, the theo- 
retical models in terms of which economic theory conceives of the inter- 
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relationships of variables and constants are highly simplified, often non- 
dynamic models operating only with a limited number of variables. 
This, together with the fact that the causal connections and relation- 
ships are often conceived through analogy to a mechanical system of 
forces, provides an even stronger reason why economic analysis offers 
particularly good opportunities for the use of visual methods of pre- 
sentation. 

In advance analysis, where an effort is made to deal with several 
variables or with all qualitative aspects of welfare economics, utility 
‘may be less. In any event, the value lies here as an aid, not a substitute, 
for more formal exposition, and in recognition of their simplifying char- 
acter. Otherwise, as tools of economic analysis, they may mislead rather 
than illuminate. And, in all cases, the nature and quality of available 
materials, the proper use of these materials in relation to discussion, to 
reading materials, will determine their effectiveness. 


Conclustons and Proposals 


The Subcommittee sees in visual education an effective educational 
tool whose potential values for the teaching of economics have not been 
properly explored. Preliminary exploration is needed in such basic 
questions as these: In what areas are analytical presentations capable 
of use without oversimplifications? For what purposes are visual aids 
most urgently needed? For what levels of understanding are different 
types of presentation effective? Can an “attitude” or “popularization 
of ideas” film contain technical details as well? By what means can the 
technical information contained in visual aids be increased? Is a 
narrow scope more effective than a broad one? 

We of this Subcommittee have understood our task to be to study 
and report on the present status and use of visual aids, and to make 
such suggestions as we can toward their improvement and more effective 
use. To carry the suggestions through would surpass both our assign- 
ment and our resources. To answer such questions as are posed above 
would require much study and research, some of it by specialists in 
visual aids. As for the questions themselves, a sufficiently skillful in- 
vestigation may prove them to be the wrong questions. 

We urge careful consideration of, and action on, the recommenda- 
tions presented at the beginning of this report. The first of these, that 
an exploratory research project into the entire subject of visual educa- 
tion be inaugurated, is obviously the crucial one. Such a research project 
would determine, among other things, whether the other proposals are 
the best that might be made. As we conceive it, the project would 
formulate priorities of what is needed in the’ way of visual (or audio- 
visual) aids in the various subject-matter groups. It would, as a basic 
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responsibility, explore costs and techniques of a visual-aid production 
program (including films and film strips), and make concrete sugges- 
tions for the establishment of a production and distribution center. 
The most difficult achievement of such a project might well be that of 
“pitching” the visual demonstrations at a level appropriate to college 
students. 

As regards this proposal, and other matters concerning the use of 
visual aids, we set great store by the experiences and opinions submitted 
by colleagues in response to our questionnaires and other inquiries. 
These follow immediately. 


2 


Summary of Findings: I The Present Role of Visual Aids 


The tabulation of the answers received from department heads of 
colleges and universities indicates that approximately 73 per cent of _ 
those who replied to our questionnaires make use of one or several kinds 
of visual aids other than the standard mathematical equations and 
supply and demand curves. That is to say, only 27 per cent of our 
respondents indicate that they make no use of visual aids except insofar 
as such aids may be included in textbooks and collateral readings. We 
believe that these figures tend to exaggerate the extent to which visual 
aids are used in the teaching of economics; it must be assumed that a 
large proportion of those who failed to complete our questionnaires did 
so because they were not using visual aids, and hence felt they lacked 
the experience to answer our questions. A more detailed analysis of 
the situation would probably reveal that the number of colleges and 
teachers using visual aids in the teaching of economics represents a 
much smaller percentage than the above figures indicate. 

As for the relative allocation of class time for visual aids in the 
principles course, the figure mentioned most frequently is 5 per cent. 

Types of visual aids in most frequent use. The kinds of visual aid 
in most general use are statistical charts, bar diagrams, flow charts 
showing economic processes such as the flow of money and goods. 
Motion pictures and film strips are next in order of frequency of use; 
pictorial statistics play the least important role in the teaching of those 
who make any use of visual aids. 

Subject-matter groups considered best suited for use of visual aids. 
The areas of studies mentioned most frequently as best suited for visual 
aid presentation or analysis are: 1) national income and social ac- 
counting (including flow of goods and money); 2) changes in economic 
magnitudes (including quantitative aspects of economic history and 
business fluctuations); 3) structure and organization of industry (in- 
cluding descriptive industry studies, business organization, markets and 
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exchanges); 4) price theory; 5) money and banking; 6) labor; 7) 
international economics; 8) public finance. 

A detailed tabulation of replies received under this. heading reveals 
that there is hardly any field which is not mentioned as suited for the 
use of visual aids. Even though most of our respondents stressed the 
particular usefulness of visual aids for the elucidation and presentation 
of concrete, empirical and quantitative materials and data, they also 
regarded visual aids as helpful in connection with the most abstract 
level of theoretical analysis. In fact, special reference is made to the 
use of visual aids in dynamic theory and problems which involve func- 
tional relationships of two or three variables. Furthermore, visual aids 
are considered useful in connection with all “precisely formulated 
analysis,” the illustration of theoretical concepts, advanced theory and 
in fact whenever “mathematical symbols are too hard for the student.” 

Reasons why visual aids are not used more extensively. Our second 
questionnaire raised the question whether, generally speaking, it was 
felt that more or less extensive use should be made of visual aids in the 
teaching of undergraduate economics. The replies received indicate that 
the-prevailing opinion (39 out of 47 replies to this question) is that 
more use should be made of visual aids; 8 replies indicate that the use 
of visual aids should be about the same as at present; none would make 
less use than at present. 

_ The most important reasons why visual aids are not used more ex- 
tensively in the teaching of undergraduate economics are the inadequate 
quality of, and difficulties in obtaining, available visual aid materials. 
Other reasons advanced for the fact that visual aids are not now used 
to the extent desired are high costs of preparation in terms of time and 
money, lack of funds, difficulties surrounding accessibility and timing 
arrangement (“material not obtainable when needed”), unfamiliarity 
with existing visual aid materials, lack of facilities (such as screen, 
projector, and room) and unsuitable size (too small) of available ma- 
terials. In this connection, it is of interest to note that if adequate 
visual aids were available, our respondents would on the average in- 
crease class time devoted to visual aids from 5 per cent (the typical 
time allocation now) to 10-15 per cent (the percentage mentioned most 
frequently as representing the desired time allocation if adequate ma- 
terials were available). Several of our respondents would devote 25 
to 30 per cent of their total class time to visual aids provided adequate 
materials were available. 


Summary of Findings: II Evaluation of Visual Aids 
Experiences with visual ‘aids and their evaluation for educational 
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purposes vary considerably. While the great majority of replies received 
indicate positive experiences and indeed consider visual aids of high 
educational value, a few of our respondents advance less positive views. 
We shall present first a review of the positive experiences followed by 
a summary of qualifying and critical observations. 

Reports on positive experiences made with visual aids vary from 
appraisals couched in such general terms as “useful,” “very effective,” 
“excellent,” “essential,” “indispensable,” “high educational value,” to 
detailed evaluations of specific features. From this it appears that while 
visual aids do not serve as a substitute for reasoning, they enhance the 
student’s undersanding of the reasoning processes which underlie eco- 
nomic analysis. They provide greater clarity of basic concepts; they 
enable the student to grasp ideas involving processes, and to develop 
a “feel for the dynamics of enterprise”; they serve to illustrate change 
and movement in time and space, or in both at the same time. They 
promote a sense of added realism and reveal relationships not obvious 
in literary presentation; in fact they are excellent for presentation of 
statistical relationships; they help “‘to get ideas across” with the result 
that principles can be more easily explained; they not only are time- 
saving in the presentation of facts and relationships, but can be made 
to serve as the focal point of class discussion; in doing this they help 
to maintain the students’ interest. More specifically, visual aids, partic- 
ularly flow charts, are said to be useful in introductory courses because 
they must necessarily simplify. Graphs are widely considered as in- 
dispensable for effective teaching of price analysis. In connection with 
summarized statistical data and historical time series, visual aids (e.g. 
wall charts) are said to provide a picture of quantitative relationships, 
besides making the data more easily comprehensible and serving as a 
substitute for verbal description. In short, visual aids are said to make 
a deeper impression on the student because they give greater clarity to 
ideas and relationships than purely verbal means of exposition. 

One of our respondents summarizes his experiences as follows: 
“Visual aids serve two useful functions: first, they focus attention on 
the problem that is being discussed. In this respect they are partially 
substituted for an outline. Second, they display complicated relation- 
ships much more quickly than could be done numerically or verbally.” 
Indeed, economics is considered by another respondent as “an area 
where visual aids can make one of their greatest contributions.” 

Other replies advance a more qualified approval of visual aids or con- 
tain specific suggestions for improvements. Thus, it is emphasized that 
visual aids must never be used to the exclusion of a careful and precise 
verbal statement of the relationships and principles under discussion. 
Furthermore, the usefulness of visual aids is said to depend on the 
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audience to which they are presented. Although several of our re- 
spondents favor visual aids for both introductory and advanced (in- 
cluding graduate) levels of instruction, the great majority seems to 
believe that they are more valuable and effective in elementary courses 
than in advanced work. As one reply puts it, “The selection of a partic- 
ular method of presentation is not dependent so much on subject-matter 
as on audience considerations (such as intellectual level, time available 
for showing, size, dispersal, etc.) and on production considerations 
(such as time, funds, etc.).” Specific suggestions emphasize the need 
for frequent revision of visual aids: They have to be kept up to date; 
“someone has to care for them.” By some, the usefulness of existing 
chartbook material is felt to be impaired by an over-use of arithmetic 
scale, ineffective presentation of related series and lack of flexibility for 
comparison. Another respondent emphasizes the importance of setting 
up graphic materials in such a manner that they can be developed and 
elaborated upon before the student’s eyes. 

Other replies are critical in character. Thus, it is said that visual aids 
which are not clear, and which therefore fail to illustrate, constitute 
a barrier to understanding and may actually confuse the student. One 
respondent states that some students freeze mentally whenever they 
see a graph. In other instances students are said to memorize visual 
aids without understanding their construction, their uses, and their 
limitations. Some replies express the view that visual aids are bound to 
oversimplify what are essentially complex relationships. While such aids 
may be of limited usefulness in economics club meetings, they are said 
to be inadequate for the presentation of economic problems. “Economic 
ideas, concepts or principles are mental rather than physical. They are 
better dealt with by means of workbooks, problems and cases and are 
not susceptible to presentation by means of visual aids.” In short, the 
critics feel that it is better to “get ideas across by discussion” than by 
the use of visual aids; at least (it is held by one critic) there is no seri- 
ous disadvantage in not using visual aids. 


Summary of Findings: HI Educational Films 


In view of the increasing number of educational films (including 
“analytical” films, as defined above) dealing with economic problems, 
our second questionnaire inquired into facts and opinions concerning 
the usefulness of such films in the teaching of economics. 

Answers received indicate that out of 50 respondents only 2 use edu- 
cational films frequently, 15 occasionally, 12 seldom, and 21 never. 
These data are in significant contrast to the fact that 39 of our re- 
spondents believe that “good” educational films could be used ad- 
vantageously in teaching economics. Only three answers indicate a 
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completely negative attitude even toward good educational films. 

The reasons for the relatively infrequent use of educational films 
are to be found in what are considered important weaknesses of exist- 
ing audio-visual materials. The criticisms advanced most frequently 
against available educational films are: (1) that their treatment of 
economic problems is too elementary for use in college; (2) that films 
produced by business firms and trade unions tend to be biased and too 
propagandistic in character to be useful for classroom use; and (3) 
that available films overemphasize technological and institutional de- 
tails of economic life and fail to pay sufficient attention to economic 
analysis. Other weaknesses mentioned are lack of coordination be- 
tween existing films and textbook materials; general absence of class- 
room orientation; oversimplification and superficiality, actual errors, 
technical inadequacy and irrelevance of. subject-matter. 

Although a majority had critical opinions on existing educational 
films, some of our respondents have positive things to say about avail- 
able films. Thus, it is felt by some that M. Polanyi’s film Money and 
Employment, as well as films by the Twentieth Century Fund and 
the Encyclopaedia Britannica have made a good start; that films are 
good for the development of the background of problems and the func- 
tioning of institutions; and that audio-visual aids while now most useful 
in specialized courses such as economic history, economic geography, 
and transportation, can be developed for the purposes of economic 
principles and theory. 

Our respondents were asked to offer practical suggestions on how the 
present weaknesses of educational films might be overcome. The sug- 
gestions received fall into five groups: 

1. Proposals designed to make possible a better selection of available 
educational films. Several proposals suggest the establishment of a 
check list of films for specific subject-matter, designed to enable in- 
structors to discriminate carefully among films intended for different 

_educational levels. One respondent suggests the listing of “graded” 
films dealing with the same subject-matters from various viewpoints. 
Other proposals favor the establishment of a film library under the 
auspices of the American Economic Association; they would welcome 
it if the American Economic Review would publish regular lists of avail- 
able educational films in economics. 

2. Proposals aiming at closer coordination of films and textbooks. 
Several suggestions emphasize the need for closer coordination of audio- 
visual aids with a good standard text. Educational films ought to be 
produced in direct connection with textbgok readings. To this effect 
it is suggested that textboek publishers be encouraged to enter the field 
of audio-visual aids. 
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3. Proposals suggesting ways and means for the development of bet- 
ter techniques in making use of educational films. These suggestions 
emphasize the need for special guidance of the teaching staff in the 
use of audio-visual aids. Other proposals emphasize the importance of 
setting up graphic materials and films so as to permit the building up 
of relationships before the student’s eye. Silent films and the instruc- 
tor’s voice ought to be synchronized, and greater reliance should be 
placed upon student participation in the planning and showing of edu- 
cational films. 

4. Suggestions favoring the inauguration of an exploratory research 
project into the whole problem of audio-visual aids in the teaching of 
economics. Several proposals suggest the establishment of an inde- 
pendent board of economists which would have the task of formulating 
objectives and priorities of what is needed most in the field of audio- 
visual aids and their use in the teaching of economics. Such a project 
financed by university contributions or sponsored by the American 
Economic Association or some competent research organization would 
have the further task of exploring the costs and techniques of educa- 
tional film production suitable for the college level of instruction. 

5. Proposals aiming at the establishment of some sort of centralized 
film production and distribution center under independent auspices. 
The most far-reaching proposals aim at the creation of a non-profit, 
centralized production and distribution center for audio-visual aids 
under independent auspices. The purpose of the center would be to 
plan and produce, in consultation with the best authorities in different 
fields, audio-visual aids designed to deal with economic problems in 
terms of the conceptual system of economic analysis and at the college 
level of instruction. One correspondent even suggests that the Amer- 
ican Economic Association sponsor educational films of special interest 
to economists. 

It is widely realized that ultimately the development of objective 
and effective audio-visual aids can be achieved only through a combina- 
tion of expert knowledge of the basic concepts of economic analysis 
with technical skills in film producing techniques. Some of our re- 
spondents believe that the solution of this problem can be found only 
by an appeal to the film industry which has the necessary facilities or 
to business in general. It is felt that business concerns may be per- 
suaded to spend some of the funds. devoted to advertising on the 
financing of an educational film program guided by an independent 
committee of economists. l 


Summary òf Findings: IV Field Trips 
Finally, our questionnaires inquired into the opinions regarding feld 
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trips as a kind of visual aid designed to give greater empirical content 
to class-discussions of economic and business problems. The majority 
of our respondents consider field trips as useful and effective teaching 
devices and report in considerable detail about their experiences in this 
connection. Many favorable opinions are, however, qualified, and there 
is a considerable body of opinion which raises serious objections to 
field trips. | 

Among the favorable opinions, the following considerations figure 
prominently: field trips to security exchanges, banks (including federal 
reserve banks), mills, factories, mines, meetings of grievance commit- 
tees and negotiation sessions of collective agreements are said to give 
students a more realistic understanding of the problem under discus- 
sion. Field trips are said to increase the student’s interest; they illus- 
trate problems of mass production, “provide intellectual pegs for class 
discussion,” establish contact with actual business practice, tend “‘to 
remove class discussions from the realm of abstraction,” and introduce 
the role of the human element in economic analysis by enabling the 
student to “appreciate the dignity of human labor.” Field trips are con- 
sidered to be of particular usefulness in connection with descriptive 
courses and for students who have never had such experiences. One 
respondent emphasizes that “there are many economic processes and 
problems right at the door of most colleges which can be viewed with 
great profit by economics classes. Don’t overlook local matters of in- 
terest when you are considering expensive and time-consuming out-of- 
town trips.” 

Qualifications of positive opinions concerning field trips refer pri- 
marily to the need for careful planning and selection of trips and prior 
background preparation in class and the fact that all field trips are ex- 
tremely time-consuming. Our respondents repeatedly observe that field 
trips with small classes are more successful than field trips with larger 
groups. 

Negative opinions and objections to field trips as a visual teaching 
device emphasize several factors. Many of our respondents consider 
the information derived from field trips as superficial and too ele- 
mentary for the purposes of college instruction. Field trips are viewed 
as unsatisfactory to those interested in analysis and not of great value 
with respect to macro-economic analysis; they are said to be too apt to 
become sightseeing tours and, if not carefully planned in full coopera- 
tion with the host, such trips tend to degenerate into a vacation for 
the class and a day off for the instructor. Furthermore, field trips are 
held to be usually too difficult to schedule in relation to students’ total 
programs, and hence rarely justifiable in terms of a careful comparison 


BIBLIOGRAPHY ON ECONOMICS IN GENERAL EDUCATION 207 


Neisser, Hans. “Reply to Mandershausen,” American Economic Review, XXXVI (De- 
cember, 1946), 906-08. 

*Newcomb, Simon. “The Problem of Economic Education,” Quarterly Journal of Eco- 
nomics, VIL (July, 1893), 375-99. A mature formulation of the aphoristic view by a 
famous astronomer who was an economist and popularizer of economic matters by 
avocation, 

Severson,. Lewis. “Postwar Economics Curricula,” Education, LX VII (October, 1946), 
112-15. Includes a classification of types of courses. 

Spahr, Walter E. “The place of Economics in Higher Education,” Social Science, XII 
(July, 1937), 276-88. A plea for an “objective scientific’ approach to both economics 
and morals, 

Taussig, F. W. “A Suggested Rearrangement of Economic Study,” Quarterly Journal of 
Economics, II (January, 1888), 228-32. A critique of a curriculum proposal by a mem- 
ber of the German Historical School; advocacy of the aphoristic emphasis. 

Taylor, F. M. “Methods of Teaching Elementary Economics at the University of 
Michigan,” Journal of Political Economy, XVII (December, 1909), 688-703. 

Wicksteed, P. H. “The Scope and Method of Political Economy in the Light of the 
‘Marginal’ Theory of Value and Distribution,” Economic Journal, XXIV (March, 1914), 
1-23. How marginal analysis will, with the aid of popularizers, enable men to analyze 
their own experiences. 

See also the American Economic Association round tables listed above. 


Advocates of the Historical Approach 


The following writers have in common the belief that history, either general history, 
economic history, or the history of ideas and institutions, is of paramount importance in 
any effective general education in economics. 


Ashley, W. B. “Comparative Economic History and the English Landlord,” Economic 
Journal, XXIII (June, 1913), 165-81. See especially pp. 165-66. An account of the 
economics instruction (especially economic history) of the Workers’ Educational As- 
sociation in Britain. 

Day, Clive. “Commercial and Industial History in Secondary Schools,” History Teachers’ 
Magazine, V (January, 1914), 11-16. 

Feis, Herbert. “Economics in the British Workers’ Educational Association,” Quarterly 
Journal of Economics, XXXIV (February, 1920), 366-72. 

Innis, Harold A. Political Economy in the Modern State. Toronto: Ryerson Press, 1946. 
Esp. pp. vili-ix, 65-81, 100-01, 124-42. Insight into the role of education and economics 
in a free society. 

Kapp, K. William. “Teaching of Economics: A New Approach,” Southern Journal of 
Economies, XII (April, 1946), 376-83. The combination of the historical and national 
income approaches. 

Macy, C. Ward. “Economics in the Liberal Arts Curriculum,” Association of American 
Colleges Bulletin, XXX, no. 2 (May, 1944), 264-73. The use of the history of economic 
thought, and economic theory to develop critical insight, imagination, and originality 
of thought. 

Mendershausen, Horst. “Concept and Teaching of Economics,’ American Economic 
Review, XXXVI (June, 1946), 376-84. The Bennington course. 

Rugg, Harold. “What Shall We Teach Our Youth About Economic Life in America?” 
Educational Outlook, XTK (May, 1945), 158-68. Also a critique of organonic economic 
education. 

See also the American Economic Association round tables, as listed above, for 1894 
(especially Henry C. Adams), 1897, 1934 (J. R. Commons), and 1944 (L. M. Hacker). 


. Advocates of the Modern Problems Approach 
The following writers in generak favor a non-theoretical and often non-historical descrip- 
tion of contemporary economic problems and institutiens. They range from advocates of 
the study of modern social-economic problems (e.g. the Problems of Democracy courses) 


208 THE AMERICAN ECONOMIC REVIEW 


to advocates of the study of personal problems (e.g. consumer, personal, or vocational 
economics). 


Atkins, Willard E. et al. Economic Behavior, An Institutional Approach. Boston: Houghton 
Mifflin & Co., 1933. Esp. pp. iii-iv. An Institutionalist text, though not the Instttutional- 
ism of Veblen with its emphasis upon a historical evolutionary view. 

Brainard, Harry G. “The Problem Approach to the Teaching of Elementary Economics,” 
Education, LXII (June, 1942), 608-10. 

Cassels, John M. “The Consumer Approach to Economics” in' Economic Education. 
Eleventh Yearbook of the National Council for the Social Studies. Edited by Harold 
F. Clark. Washington: National Council for the Social Studies, 1940. Pp. 60-67. 

Clark, Harold F. “Vitalizing Economic Education,” Social Education, IV (October, 1940), 
397-403. The personal or consumer approaches. 

Harap, Henry. “Survey of Twenty-Eight Courses in Consumption,” School Review, 
XLII (September, 1935), 497-507. The hortatory nature of these courses is noted. 
Loucks, William N. “The Nature of An Economic Problem,” Social Science, XIII 
July, 1938), 216-19. A criticism of the conception of a problem which dominates the 

modern problems approach. 

McCloskey, Gordon. “Economics in the Functional Curriculum,” in Economic Education, 
Eleventh Yearbook of the National Council for the Social Studies. Edited by Harold 
F. Clark. Washington: National Council for the Social Studies, 1940. Pp. 92-100. A 
personal economics approach. 

Otis, Arthur S5. “Educating for Democracy: Some Specific Suggestions,” School and 
Society, L (October 21, 1939), 532-34. A professional educator who believes that 
teachers, untrained in economics, by the use of the modern problems approach can 
make instruction really effective for citizenship. 

Stocks, M. “Economics in Schools,” The Spectator, CXLVIII (April 30, 1932), 619. 
Believing economic theory unteachable, he recommends the popularized teaching of 
statistics concerning the economy. 

Wolfe, A. B. “The Aim and Content of a College Course in Elementary Economics,” 
Journal of Political Economy, XVII (December, 1909), 673-84. Stress on the importance 
of introducing students to facts about, relations in, and the organization of the modern 
economic world; a subordinate role for history and theory. 

See also the American Economic Association round tables, as listed above, for 1921 
(Frank D. Graham and Frank Tyson) and 1940 (Leland J. Gordon). 


Advocates of the Social Philosophic Approach 


The following writers believe that any effective general education in economics must 
integrate economic with political and ethical considerations; it must help the student 
understand the nature of a free society and aid him in developing a social philosophy 
appropriate to it. 


Brown, Harry Gunnison. “Objectives and Methods in Teaching the ‘Principles’ of Eco- 
nomics,” American Journal of Economics and Sociology, V (October, 1945) 93-110. 

*Clark, J. M. “Educational Functions of Economics After the War,’ American Economic 
Review, XXXIV, suppl. (March, 1944), 58-67. The role of the economist and teacher 
in modern democracy. 

Clark, J. M. “The Role of Economics III” in Education for Citizen Responsibilities. 
Edited by Franklin L. Burdette. Princeton: Princeton University Press, 1942. Pp. 31-38. 
Problems in the teaching of a subject matter which is in flux. 

Ely, Richard T. “Economics in Secondary Education,” Educational Review, XX (Sep- 
tember, 1900), 152-58. The importance of ethical considerations and of developing in 
students powers of observation. 

Hamilton, Walton H. “The Amherst Program in Economics,” Journal of Political Economy, 
XXV (January, 1917), 1-13. A four year program which eliminated all traditional 
subject matter fields. Critical discussion on pp. 25-29. 

* Lyon, Leverett S. “A Functiorfal Approach to Social-Economic Data,” Journal of 


BIBLIOGRAPHY ON ECONOMICS IN GENERAL EDUCATION 209 


Political Economy, XXVIII (July, 1920), 529-64. A curriculum worked out in terms 
of the economic processes common to all societies. 

Lyon, Leverett S. “A New Viewpoint in Economics Teaching,” Historical Outlook, XX 
(December, 1929), 383-86. A shorter description of the functional or social process 
approach. 

Marshall, L. C. “The Case for Including Economics in an Integrated Course in the 
Social Studies,” in Economic Education, Eleventh Yearbook of the National Council 
for the Social Studies. Edited by Harold F. Clark. Washington: National Council for 
the Social Studies, 1940. Pp, 73-84. The functional or social process approach. 

. “Planning for Economic Progress” in Education and Economics. Third Yearbook 
of the National Society for the Study of Educational Sociology. Edited by Harold F. 
Clark and Benjamin R. Andrews. New York: Teachers College, Columbia University, 
1931, Pp. 24-28. 

*Mussey, Henry Raymond. “Economics in the College Course,’ Educational Review, 
XL (October, 1910), 239-49. A proposal for the integration of the historical, organonic, 
and modern problems approaches to serve a clearly formulated set of civic objectives. 

Shields, H. G. “School and College Courses in Economics” in Education and Economics. 
Third Yearbook of the’ National Society for the Study of Educational Sociology. 
Edited by Harold F. Clark and Benjamin R. Andrews, New York. Teachers’ College, 
Columbia University, 1931. Pp. 8-14. 

Shove, G. H. “Economics and the Social Sciences” in The Social Sciences: Their Relations 
in Theory and in Teaching. London: Le Play House Press, 1936. The development of 
an “orderly and knowledgeable common sense” through the social philosophic approach 
aided by history. 

Singer, Milton B. “The Social Sciences Program in the College of the University of 
Chicago,” in Social Sciences in General Education. Edited by Earl J. McGrath. Dubuque, 
Towa: William C. Brown Co., 1948. The role of economics in the Chicago program. 

Walker, E. Ronald. From Economic Theory to Social Policy. Chicago: University of 
Chicago Press, 1943. Esp. pp. 225-27. The importance of bringing together in education 
positive and normative studies. 

Wolfe, A. B. “Economics in a Dynamic Society,” Education, LIX (February, 1939), 
322-28. On the need to deal with ends or values. 

. “The Teaching of Economics Again,” Journal of Political Economy, XXVIII, 

(November, 1920), 735-53. A general discussion of aims, methods, and the history of 

economic education stressing the need for a social philosophic approach. 





$ 





Methods of Instruction 


Bye, Edgar C. “Field Work in the Study of Economics,” in Economic Education, Eleventh 
Yearbook of the National Council for the Social Studies. Edited by Harold F. Clark. 
Washington: National Council for the Social Studies, 1940. Pp. 131-39. 

Clark, John B. “Economics for Children,” Journal of Political Economy, XVIII (June, 
1910), 432-34, 

Dewey, Davis R. “Teaching of Economics at M.1.T.," Journal of Political Economy, 
XVIII (June, 1910), 434-37. Economics for engineering students. 

Duddy, E. A. “Report of an Experiment in Teaching Methods,” Journal of Political 
Economy, XXXII (October, 1924), 582-603. The “squad method” of teaching. 

Elliot, Curtis M. “Problems in Teaching the Introductory Course in Principles of Eco- 
nomics,” Education, LXVII (October, 1946), 107-11. 

Ise, John. “The Course in Elementary Economics,” American Economic Review, XII 
(December, 1922), 614-23; “Comment” by Frank A. Fetter, Charles E. Persons, and 
E. E. Day, XIII (June, 1923), 245-57. 

Jevons, H. Stanley. “The Teaching of Economics,” Indian Journal of Economics. I 
(1917), 95-112. 

Keezer, Dexter M. “Dramatized Economics,’ Survey, XLIX (February 15, 1923), 640-41. 

Laughlin, J. Laurence. “Teaching of Economics,” Atlantic Monthly, LXXVII (May, 1896), 
682-88. How the method of discovery differs from'the*method of teaching; how teachers 


210 THE AMERICAN ECONOMIC REVIEW 


can develop the mental qualities of students; a criticism of lectures and the advocacy 
of the laboratory method (i.e. the classroom as a place in which principles are applied). 

Mackay, A. L. G. and Heaton, H. “An Experiment in the Teaching of Economics and 
Kindred Subjects,” Economic Journal, XXXIV (June, 1924), 219-26. An experiment 
in the motivation and supervision of independent writing and discussion. The case for 
and against lectures. 

Nearing, Scott. “Elementary Economics for College Freshmen,” Journal of Political Econ- 
omy, XVIII (June, 1910), 444-47. The problem of overcoming the beliefs with which 
students come to economics classes. 

Patten, Simon N. “The Making of Economic Literature,” American Economic Associa- 
tion Quarterly, Third Series, X, no. 1 (April, 1909), 1-14; discussion by J. E. Hagerty, 
F. D. Hawley, T. N. Carver, Scott Nearing, and Edward T. Devine. Pp. 15-23. An 
appeal to make economics popular and a statement of the consequences of this view 
for the preparation of teachers. 

Robinson, Louis N. “The Seminar in the College,” Journal of Political Economy, XXI 
(July, 1913), 643-47. An able defense of the discussion method of teaching. A reply to 
Seligman. 

Seligman, Edwin R. A. “The Seminar: Its Advantages and Limitations,” Journal of 
Political Economy, KX (February, 1912), 153-62. The case against the discussion 
method in general education. 

Thurston, Henry W. “The Teaching of Economics in Secondary Schools,” School Review, 
IV (October, 1896), 604-16. An early advocate of the laboratory method of teaching in 
high schools. 

Troelstrup, A. W. “Making Economics Real,” Social Education, I (April, 1937), 243-45. 
Using the community in secondary school economics. 

Yoder, Dale. “On Teaching Labor Problems,” Secial Science, X (April, 1935), 138-41. On 
the need in teaching to distinguish between social and scientific problems. 

Wooster, Harvey A. “What’s Wrong with College Teaching in the Social Sciences,” 
Journal of Political Economy, XXXVIII (June, 1930), 302-16. A plea for economics 
teachers to be active participants in the practical world. 

See also the American Economic Association round tables, listed above, which took place 
in 1897 (“Methods of Teaching Economics’), 1919, 1921, and 1925. 


Textbooks and Their Evaluation 


Carlson, Valdemar. “Textbooks in Economics at the College Level,’ Education, LIX 
(February, 1939}, 345-49. A classification of alternative types. 

Ise, John. “Recent Textbooks in Economics and Their Trend,” Quarterly Journal of 
Economics, XLVI (February, 1932), 385-97. A classification, review, and appraisal of 
43 texts issued from 1922-32, 

McCloskey, Gordon E. An Appraisal of Certain Phases of Economic Instruction in the 
Secondary Schools of New Jersey. New York: Columbia University, 1935. A study of 
the content of high school textbooks. 

McVey, Frank L. “The Teaching of Economics,” Educational Review, XXXV (March, 
1908), 256-66. A commentary on the changing nature of economics texts and the possible 
use of a syllabus. 

Robinson, Louis N. “Textbooks in Economics,” School and Society, IV (December 30, 
1916), 990-93. A discussion and evaluation of types of economics texts. 

Wilson, H. E. “School Methods and Programs: Economic Materials in the Schools,” 
Annals of the American Academy, CLXXXII (November, 1935), 54-55. The amount of 
economic material found in secondary school texts in history and modern problems. 


The Education and Development of Teachers 


Clemence, Richard V. “Introductory Economics in the Junior College,” Junior College 
Journal, XVI (March, 1946), 320-22. Why reform ef economics instruction is more 
likely in junior colleges than uneversities. 

McPherson, J. Roland. “Why Teach Introductory Economics?” Social Studies, XX XIX 


BIBLIOGRAPHY ON ECONOMICS IN GENERAL EDUCATION 211 


(January, 1948), 28-32. A plea for a shift of emphasis by higher education from training 
of scholars to the training of citizens. 

Mill, John Stuart. Autobiography. New York: Columbia University Press, 1924. The 
unique education of an economist and social philosopher who was to think of himself 
as “a mediator between the: original thinker and the public.” 

Mitchell, Broadus. “Provocative Economics,” Education, LIX (February, 1939), 360-62. 
A plea that the economics teacher “be an advocate as well as an expositor.” 

Mitchell, Broadus. “Treatment of Controversial Questions in the Teaching of Political 
Economy,” American Economic Review, XXX (June, 1940), 339-43. 

Pettengill, Robert B. “Training for Economic Leadership,” School and Society, LXX 
(October, 1949), 276-79. An account of the work of the several Teaching Institutes of 
Economics in the development of economic leaders. 

Tolles, N. Arnold. “Conference on the Teaching of Economics,” American Economic 
Review, XXXVI (December, 1946), 908-10. A report of the 1946 conference at 
American University. 


Evaluation of Instruction 


“Economics in Schools,” The Times (London) Educational Supplement, XXI, no. 812 
(November 22, 1930), 473. Critical observations concerning economics instruction in 
England based upon the experience of the correspondent as examiner in economics 
for an important university entrance examination. See reply by E. E. Rich on 
November 29, 1930, p. 485 reviewing the history of the government attitude toward 
the teaching of political economy. 

Elkington, Charles M. “A Study of Student. Values and Inconsistent Reasoning,” American 
Economic Review, XXXI (September, 1941), 557-58, 

Harvard University. The Teaching of Economics in Harvard University: A Report 
Presented by the Division of Education at the Request of the Department of Economics. 
Cambridge: Harvard University Press, 1917. 

Hess, George O. “Economic Fallacies and the Classroom.” Social Studies, XXVIT (Novem- 
ber, 1936), 455-63. 

Levi, Albert William. General Education in the Social Studies. Washington: American 
Council of Education, 1948. Esp. pp. 41, 91, 125-36, 159. A study of 828 freshmen in 
twelve colleges which reveals great weakness in actual economic knowledge. 

O’Leary, Joseph M. “The Teaching of Economics in Public High Schools,” Quarterly 
Journal of Economics, LIV (May, 1940), 502-18. A study of public high school teaching 
and teachers in metropolitan Boston. 

Peterson, Rudolph. “A Study in the Teaching of the Principles of Economics,” Journal of 
Political Economy, XXXIV (December, 1926), 742-72. A study at the University of 
Iowa which sought to determine what students accomplish by a year course in Principles. 

Thorndike, E. L. “Increasing Knowledge and Rationality About Economics and Business,” 
Teachers College Record, XLI (April, 1940), 587-94. Includes a list of fallacious beliefs 
common to mature adults. 


History of Collegiate Economic Education 


References are listed approximately in the order of the period with which they deal. 


Cossa, Luigi. An Introduction to the Study of Political Economy. Translated from Italian 
by Louis Dyer. London: Macmillan, 1893. Esp. pp. 93-99, 229-30, 324-25, 366-67, and 
463-64. Including problems in economics instruction. 

McCulloch, J. R. A Discourse on the Rise, Progress, Peculiar Objects, and Importance of 
Political Economy. Edinburgh: A. Constable and Co., 1824. Especially pp. 86-92. 

O'Connor, Michael J. L. Origins of Academic Economics in the United States. New York: 
Columbia University Press, 1944. From a study of textbooks and early documents, the 
writer describes American economic education up until the 1840’s. 

Dunbar, Charles F. “Economic Science in Ametica, 1776-1876,” North American Review, 
CXXII (January, 1876), 124-54. A plea for the study of abstract theory yet a statement 
of difficulties in its application. Insights into the particular problems of the United States. 


212 THE AMERICAN ECONOMIC REVIEW 


Ashley, W. B. “The Present Position of Political Economy,” Economic Journal, XVII 
(December, 1907), 467-89. Esp. 485-89, The early American attitude toward the teaching 
of political economy. 

Matherly, Walter J. “Economic Education,” Social Science, X (April, 1935), 123-30. How 
the transition from agricultural to urban culture has enhanced the problem of economic 
education. 

Laughlin, J. Laurence. “The Study of Political Economy in the United States,” Journal 
of Political Economy, I (December, 1892), 1-19. A survey of economics instruction in 
the United States based upon a statistical study of college courses in 1876 and 1892. 

‘Hewett, William W. “The Use of Economic Principles in the Teaching of Allied Subjects,” 
American Economic Review, XXX (June, 1940), 333-38. The impact of commercial 
education and institutionalism on economic education. 

Mears; Eliot G. “The Teaching of Commerce and Economics,” American Economic Review, 
XIII (December, 1923), 648-51. Effects of the emergence of business education. 

Price, L. L. “Economics and Commercial Education,” Economic Journal, XI (December, 
1901), 520-26. The late nineteenth century decline of popular respect for economics 
and the rise of commercial education. 

. “The Practical Aspects of Economics,” Economic Journal, XIX (June, 1909), 
173-89. The consequences for economic education of the growing abstractness of eco- 
nomics and the resulting separation of economic thought from practical life. 

Wolfe, A. B. “Undergraduate Teaching of Economics,” American Economic Review, 
XXXVI, suppl. (May, 1946), 848-52. A comparison of teaching in 1905 and thereafter 
with today. 

Marshall, L. C., Chapin, R. C., and Fairchild, F. R. “The Teaching of Economics in 
the United States,” Journal of Political Economy, XVII (November, 1911), 760-89. A 
report of a survey of economics teaching which was based on a questionnaire mailed to 
every college in the United States. 

Marshall, L. C. “Offerings in Economics in 1925-26,” Journal of Political Economy, 
XXXV (October, 1927), 573-612. A sequel to the Marshall, Chapin, and Fairchild study 

in 1910. 

Tugwell, Rexford Guy. “Experimental Economics” in The Trend of Economics. New 
York: Crofts, 1924. Pp. 371-422, esp. 410-12. The consequences of the rise of mass 
education; the need for the historical approach. 

Kyrk, Hazel. “Consumer Education for Non-specialized Students: Its Relation to Economic 
Education,” School Review, LIT (November, 1944), 543-51. The impact of the depres- 
sion upon economic education; a critical appraisal of consumer education. 

Marshall, Alpheus R. “Economic Educatien at the Junior-College Level,” in Economic 
Education, Eleventh Yearbook of the National Council for the Social Studies. Edited by 
Harold F. Clark, Washington: National Council for the Social Studies, 1940. Pp. 37-52. 
Economics in junior colleges, teachers colleges, four year colleges, and universities. 

Alfred P. Sloan Foundation. Report. New York: Alfred P. Sloan Foundation, Inc., 1938, 
1940, 1942, 1944, 1945-46, 1947-48. The reports include accounts of the work in eco- 
nomic education conducted under the sponsorship of the Foundation. Also an occasional 

. general article on problems in the area. Esp. 1938, 1940, and 1944 Reports. 

Newcomer, Mabel. “Report of the Subcommittee on Undergraduate Economics Curriculum 
and Related Areas of Study,” American Economic Reviews, XXXVI (May, 1946), 

845-47. A preliminary report of this committee on objectives and methods as determined 
by a questionnaire. 





History of Secondary Economic Education 


Gooch, Wilbur I. “Economic Education on the Secondary Level,” in Economic Education, 
Eleventh Yearbook of the National Council for the Social Studies. Edited by Harold F. 
Clark. Washington: National Council for the Social Studies, 1940. Pp. 19-37. 

Commission of the Association of Collegiate Schools of Business. “Social Studies in 
Secondary Education,” Journal of Political Econom, XXX (February, 1922), 1-55. 

Š i 


BIBLIOGRAPHY ON ECONOMICS IN GENERAL EDUCATION 213 


Includes a summary of proposals concerning secondary social studies from 1892-1922, 
including the position of economics. Pp. 10-17. 

Dougherty, Earl J. “A Historical Consideration of Economics in Secondary Schools, 
1821-1924,” a thesis summarized in the Historical Outlook, XIX (January, 1928), 37. 
Pankratz, Walter C. “Economics as a High School Subject,” Historical Outlook, XVII 

(December, 1926), 375-78. 

Hunt, Erling M. “Developing Economic Competence Through Public Education,” Teachers 
College Record, XLI (April, 1940), 573-86. Recent developments and an account of 
outside pressures affecting economics instruction. 

Gilbreth, Harold B. “Trends in Teaching Economics,” Journal of Business Education, 
XX (April, 1945), 15-16. 

Cummings, Howard. “Economic Education in the Secondary Schools,” Journal of Educa- 
tional Sociology, XXIIT (March, 1950), 397-99. Statistics on enrollments, etc. 

Baker, G. Derwood. “The Joint Council on Economic Education,” Journal of Educational 
Sociology, XXIII (March, 1950), 389-96. An account of the development and work of 
this recent organization to promote secondary economic education. 


Miscellaneous 


Cannan, Edwin. “The Need for Simpler Economics,” Economic Journal, XLIII (Septem- 
ber, 1933), 367-78. A plea for the popularization of economics. 

. “The Practical Utility of Economic Science,’ Economic Journal, XII (December, 
1902), 459-71. The beneficial effects of the widespread dissemination of economics. 
Heuer, Gertrude. “Economic Training of German Youth,” Education, LIX (February, 

1939), 333-37. The consequences of National Socialism. 

Joseph Marie, Sister. “Catholicizing the Teaching of Economic Principles,’ Journal of 
Higher Education, XIII (January, 1942), 30-32. 

Leontiev, L. A. and others. “Teaching of Economics in the Soviet Union,” translated by 
Raya Dunayevskaya. American Economic Review, XXXIV (September, 1944), 501-30. 
A Russian economist writing on the defects of economics instruction in the Soviet 
Union. 

Lyon, Leverett S. Preliminary Analysis for a Program of Economic Education. Washington: 
Brookings Institution, 1937. A study made for the Alfred P, Sloan Foundation; “a recon- 
naissance of the whole field on which plans for the future might be built.” 





PAPERS READ AT THE ROUND TABLE ON THE TEACHING 
OF ELEMENTARY ECONOMICS, NEW YORK, 
DECEMBER 30, 1949 


"THE CASE FOR GENERAL EDUCATION IN THE SOCIAL SCIENCES 


Cray P. Matick and Morris GARNSEY 


The ferment now going on in educational circles on the subject of general 
education is not unlike the attempts among Christian sects to find a common 
denominator upon which some of them, at least, might possibly unite. The 
reasons for the growth of differentiated disciplines in education and research 
are, of course, quite different from the reasons for the emergence of sectarian- 
ism; but still the parallel remains. In both cases, there was an earlier frag- 
mentation, and now there is a search for common ground. In the.case of edu- 
cation, however, the reasons for specialization were practical, less dogmatic, 
and possibly reconcilable. The causes of educational differentiation are to be 
found, we think, in the two forms of specialization in university education 
which developed in the eighteenth and nineteenth centuries. 

The first of these has been the tendency for the learned disciplines, partic- 
ularly during the last two centuries, to divide and subdivide into exclusive 
compartments. This was necessary and no doubt inevitable once enough of 
the materials and techniques of knowledge had accumulated to enable a disci- 
pline to set up house for itself. In each field it was found that its methods of 
Investigation were somewhat different from those in even closely related fields, 
because the nature of its subject-matter yielded more fruitful results where 
special techniques could be applied. In order to ensure more rigorous treat- 
ment, economics could easily break away from political science and, in fact, 
had to do so. Psychology found it necessary to hew a path of its own in order 
to get at the truth of human behavior, because eighteenth and nineteenth 
century philosophy wavered between pure rationalism and romanticism. The 
age of discovery had unearthed countless hitherto unknown societies, and it 
was only a matter of time until romantic and vague speculation about the 
noble savage had to be supplanted by the scientific study of comparative 
cultures—and thus sociology and anthropology were born. In every field of 
inquiry the need for more rigorous methods virtually dictated a fragmenta- 
tion of knowledge, so that in the end the general classification of instruction 
into music and gymnastic of Plato’s day became the many compartmented 
institution which is the modern American university. In Britain and Europe, 
education remained classical, and somewhat more unified, so that the excesses 
of departmentalization have not been so marked there, and the need for re- 
unification is less pressing. 

The second reason for the atomization of higher learning came when college 
education was democratized and made a prerequisite for a professional career. 
Even inferior minds could be made to earn their way in terms of dollars and 
cents with the aid of the specialized curriculum. Economics became less con- 
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that period although its content has been constantly revised and improved. 
The Chicago course is also a well-established one. 

Among the newer courses is our own course at the University of Colorado— 
The Foundations of the Social Order. For a long time many of our social 
scientists had felt the need of giving to the student a broader background 
than our more specialized students could muster. We felt that, whether we 
taught economics, or political science there was something sterile in our 
teaching insofar as the broader issues were not introduced. Our specialist in 
‘labor economics came to feel that he was, in fact, teaching political science 
with no basic training and still less student appreciation of the subject. Yet to 
introduce the broader issues in the lectures of the conventional course would 
involve a waste of time in terms of the specific objectives of the course, with no 
assurance of comprehension by the students anyway. 

The outcome of this concern is a course through which we hope to bring to 
the student the basic concepts, methods, and, so far as time permits, sub- 
ject-matter of the social sciences. It is a course which required careful planning 
and construction and involved a spirit of experimentalism which, we hope, will 
carry on into the future as defects appear. We began to prepare for the course 
in 1945 after nearly two years of discussion of the philosophy of General 
Education in the faculty of the College of Arts and Sciences. We first offered 
the course in a single experimental section in 1947. We now have nine sections 
and eventually plan to make the course a required one as part of the total 
program in General Education. 

We have constructed a two-year course of fifteen quarter hours which 
should enable the economics major to see his chosen field in the broadest possi- 
ble perspective, largely on the principle that economic facts, like all other 
facts, are significant and challenging in proportion to the breadth of context 
in which they are placed. Accordingly, we begin with the anthropologist’s 
concept of culture, both as an abstract device for integrating the facts of 
social organization and for showing the effect of differing kinds of social 
organization upon personality development. This is the starting-point for a 
study of the forms of social organization from the family to the state. The 
concepts of morals, mores, folkways, law, class, caste, and nation are differ- 
entiated at the outset in the belief that these will provide perspective for 
whatever historical or economic minutiae will be introduced later. The re- 
mainder of the course is actually a breakdown and a more detailed amplifi- 
cation of these general concepts and we try never to lose sight of them at any 
point. Capitalism thus becomes just another form of economic and social 
organization to which we give considerably more time, of course, because of 
its immediate importance to the contemporary world. But the relationships 
have been established. . 

When the transition from the medieval to the modern world has been 
studied historically, we go more specifically into the concepts allied with the 
modern state. The meanings of sovereignty, responsible government, Congres- 
sional government, constitutionalism, ideologies, and other matters are distilled 
usually from contemporary governments, but it is the ideas and concepts that 
tie the facts together. 


218 THE AMERICAN ECONOMIC REVIEW 


The same method is followed on the economic side. From the medieval to 
the early modern period economic and social organization is emphasized quite 
early in the course. Later we go thoroughly into the development of capitalism, 
not only for its own sake but also to show its relation to ideas, population 
growth and movements, class structure, and the growth of democratic institu- - 
tions. 

From this point on the course is at present somewhat tentative in nature, 
due in large part to the special situation in the field of economics. Our prob- 
lem of achieving a genuine integration is temporarily stymied by the require- 
ment that the regular Principles of Economics course is the necessary prere- 
quisite for those who plan to major in economics. The Anthropology, Sociology, 
and Political Science divisions are willing to accept the general course as a 
prerequisite. In order that our students shall not be handicapped when they 
take advanced economics courses, we have felt compelled to spend the last two 
quarters of the second year dealing with materials in economics that more 
closely approximate the Principles course than we should like to do. We feel 
-—perhaps wrongly—that we are thus annexing a kind of “cram” session to a 
course that is otherwise well integrated. We are compelled to sacrifice some 
broader aspects of economics, social and political relationships in order to 
satisfy what seem to be unnecessarily technical requirements. At the moment 
we are wondering whether this ambivalence is not an unnecessary weakening 
of the purpose of the general course with no assurance that the student is 
achieving a technical competence comparable to the student who takes the 
regular Principles course. This situation is dictated not by departmental vested 
interest so much as by the pattern of highly technical subject-matter which 
the authors of most Principles text-books have fixed so firmly in university 
instruction. We think that a legitimate question can be raised whether the 
traditional course has not gone beyond the limits of essential introductory 
subject-matter, whether a national income approach might not be satisfactory 
leaving the more complex problems of value and marginal analysis for a 
subsequent intermediate theoretical course. The concept of the over-all organi- 
zation and behavior of the economic system as it yields economic satisfactions 
for its members is basic to economic science. Moreover, any macrocosmic 
description of economic behavior inevitably brings one face to face with 
related aspects of human behavior of a social and political character. Never- 
theless our present plan leaves us without sufficient protection against the 
barbs of the purists in economics who insist upon the maintenance of the 
regular Principles course. 

We can, however, sustain these barbs with stoicism and equanimity. For we 
are convinced that we and the social science faculties of ninty-nine other uni- 
versities are on the right track. The conventional Principles course is 
moribund. It cannot survive in the social and economic environment of the 
second half of the twentieth century. In the new curriculum not only will the 
general student be given a thorough orientation with his social environment, 
but the economics major also will find it possible to pass directly from the 
general course to intermediate, specialized courses in Economics without 
intellectual deficiencies or administrative barriers. 
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If we are at all correct in our evaluation of the General Course and in our 
forecast of the eventual disappearance of the conventional Principles course 
it follows that it now has become necessary for economists to consider the 
future of the over-all economics curriculum. On the basis of the preceding 
discussion we offer the following suggestions. 

In general the curriculum in economics might well follow the so-called hour 
glass formula. At the bottom thére will be the broad foundation of a general 
course in the Social Sciences of an appropriate form. Contemporary Civiliza- 
tion, The Foundations of the Social Order, Western Thought and Institutions, 
are titles of present courses which are suggestive of somewhat different 
approaches to the same end. l 

Following this course the student should go directly to the intermediate 
courses in the various specialized fields of economics. This group of courses 
should include one in the field of Intermediate Theory. However, every course 
in the group should be modified, if necessary, to embrace the teaching and 
study of the particular basic tools and concepts of economic science which 
are relevant and most useful for that particular field of investigation. It is 
better that a professional should be able to use a few specialized tools well 
than have merely a passing familiarity with every tool in the whole kit. We 
do not consider that such intermediate courses would differ essentially from 
the present intermediate courses in most universities. Many have believed for 
a long time that the Principles course has not gone very far in building a 
solid foundation for advanced courses in Economics, and most intermediate 
courses already take this fact into account. 

Finally in the senior year the narrow specialization of the intermediate 
period should again widen out. Here, unfortunately, experience in the United 
States is not very extensive. At Colorado we are in the pre-implementation 
stages of planning for both a Senior Seminar in Economics and for the intro- 
duction of the more customary Comprehensive Examinations in the major 
field at the end of the senior year. The purpose of the Seminar and of guided 
preparation for the Comprehensive Examination is to give the advanced stu- 
dent a second and more profound look at the total social environment. Should 
these devices succeed the student will leave the undergraduate college with a 
fairly clear impression of the nature of society and of the processes of social 
change. He should reach his majority with a better understanding of the 
benefits and responsibilities of citizenship, and he should be prepared to 
undertake graduate study effectively, if he is by interest and aptitude so in- 
clined. 

In conclusion may we state once more our conviction that general educa- 
tion is both necessary and desirable in the Social Sciences. In particular it is 
desirable to develop a broad synthesis of the various social disciplines in the 
form of a general orientation course which will replace Principles of Eco-° 
nomics and its companion courses in Political Science, Sociology, and Anthro- 
pology. We have described the reasoning by which the staff of the University 
of Colorado arrived at these cofivictions and our efforts to do something about 
them, not because of any feeling that our experience has a unique value but 
because it presents a case history of the gropings of a more or less average 
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institution toward the effective discharge of its responsibilities to its students 
and to society. 

Since the movement toward a general course in the Social Sciences seems 
to us essential it would be useful at this stage to collate the experiences of 
the hundred institutions now engaged in offering such a course. However, 
we consider this task to be outside the scope of this paper. Fortunately both 
the American Economic Association and the American Political Science Asso- 
ciation are engaged in a survey of this field by questionnaire and interview. 
We shall look forward with interest to their reports. Also we might add that 
an exchange of experiences among those actually offering interdepartmental. 
courses at a round table at some subsequent association meeting should prove 
most useful. It is already clear, however, that the general course can be ex- 
pected to follow no set formula.. Its content and emphasis will vary from 
college to college with the abilities, interests, and philosophies of the staff 
members, and with the financial resources of the institution. We do not con- 
‘sider such diversity unfortunate. It is fragmentation and compartmentalization 
which are making the teaching of the Social Sciences increasingly ineffective 
in the light of social integration today. The closest integration will continue 
to recognize the infinite diversity contained in the fundamental unity of 
society. 
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vant matters, I shall therefore confine meee today to only a few points, as I 
see them from my experience. 

In the first place, it seems to me that uain in and real understanding of 
at least a few major, basic economic principles is one of the primary needs of 
the world today; and this is especially true for the United States in its present 
position of world leadership among the democracies. It is true not only in 
respect to college students, who we always say will rise to positions of leader- 
ship, but also in respect to citizens in general. Without such understanding 
how may we expect anything but a continuation of the frequently anti-social 
demands and practices by such “power groups” as organized industry, or- 
ganized farmers, and organized labor? And how may we expect anything but 
a capitulation to such demands and practices, all to the detriment of economic 
and political democracy and to our world positions? For example, the funda- 
mental principles of opportunity cost and economic progress are not abstruse. 
Is it really impossible to get every one (including college students) to under- 
stand that (a) with a given quantity of fully employed resources, the nation 
or any group therein can obtain more of any one good (such as medical serv- 
ice) only by giving up some quantity of other goods; (b) the only way in 
which more of all goods can be obtained is through increasing the quantity of 
employed resources and/or improving the techniques of utilizing the resources; 
and (c) it is difficult to increase resources and improve technology if the 
incentives to produce are seriously impaired? 

Academic economists are not alone in recognizing that this vital problem 
of economic education must be faced immediately and solved as soon as pos- 
sible. A few large corporations and a few labor unions are trying to do some- 
thing about it for their employees and members. Some of these organizations 
are making significant contributions in respect to teaching methods. But it is 
too much to expect that this development will become widespread. And, even 
if it were to do so, it would be too much to expect that these organizations 
would do the job in the broad, objective manner necessary for the training of 
public-spirited citizens. No, education in this field must be and remain the 
task of our schools and colleges. 

If educational institutions are to measure up to this responsibility, one of 
the first steps—before any efforts are made to answer questions in respect to 
course content and teaching methods—must be to obtain good, well-trained 
teachers. There are too many small colleges right now in which all the eco- 
nomics courses (say six or eight) are given by one or two persons who have 
had virtually no formal training in economics. In college they majored in 
political science, sociology, or history, with perhaps a single course in prin- 
ciples. I have heard of at least two small colleges in the mid-West where 
the lone economics teacher did not have even principles in his own college 
training and yet is trying to teach everything from the introductory course, 
through money and banking, to business cycles. This is a shocking thing. 

While I am on the subject of adequate training and teaching competence, 
I might say also that I adhere étrongly to the views that (a) the best trained 
and the most competent teachers should be giving the introductory and lower- 
level economics courses—these courses should not be left in the hands of young 
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assistants and instructors who are focusing their energies mainly on obtaining 
their Ph.D.’s; and (b) in any educational department at least as much recog- 
nition—in terms of salary, rank, and promotion—should be given to teaching 
competence as to achievement in scholarly writing and research. 

I shall confine the remainder of my remarks to the content of the course 
which introduces the student to economics at the college level. Three main 
“pure” alternatives are (a) the course, given in the economics department, 
that is wholly descriptive or “institutional”; (b) the course, given in the eco- 
nomics department, which is confined to formal theory or “principles”; and 
(c) the course, given by a special department or by a group of instructors 
from participating departments, which tries to cover the essentials in most of 
or all the social studies—the “survey” or “orientation” course. Each of these 
has its “utilities” and its “costs,” i.e., its advantages and its disadvantages. 
But to me the net utility or advantage of the theory sort of course is con~ 
siderably greater than that of the other two kinds. 

It is true that the institutional kind of course has the merit of being real- 
worldly. It tells the student about the organization and operations of labor 
unions, corporations, banks, stock exchanges, and so forth. It enlarges his 
knowledge of political and social facts that have for some time been intruding 
on his consciousness. Now, it appears, he is getting the real low-down on 
these matters. But this thrilling experience is usually short-lived and super- 
ficial, and herein lies the main disadvantage of this kind of course. It ordi- 
narily provides no integrating frame of reference, no means- for explaining 
the similarities and differences in the behavior of the human beings who 
compose the institutions. There are also no tools for understanding new insti- 
tutions that may emerge in the future or for comprehending the how and the 
why of changes in existing institutions. Such a course presents for the most 
part a descriptive snapshot of economic institutions as they exist at the time 
the course is given. Because the institutions change and new ones develop, 
the course for the freshman or sophomore in, say, 1950 has become pretty 
much out of date for him by the time he is a senior. This happens inevitably 
in spite of any amount of historical development supplied to the student in 
respect to the institutions of 1950. 

The economic theory kind of course is strong in just these very deficiencies 
that condemn the institutional course. In the theory of rational choice among 
competing, divisible alternatives, it possesses an extraordinarily useful and 
powerful tool for understanding the behavior of human beings in various chang- 
ing institutions. The decisions of the head of a household, the corporation presi- 
dent, the union official, and the government administrator can all be reduced 
to common factors through the use of this integrating principle. It can give 
the student a continuing understanding of the operation of the whole economy 
as well as of the constituent parts. 

But in the hands of some teachers (at least), formal economic theory can 
have rather devastating consequences for many students. Herein lies its main 
disadvantage. I am not among those who believe that the poor dear fresh- 
man or sophomore must have his academic pills sweetly sugar-coated for 
fear of upsetting his tender little swallowing apparatus; if strong persons are 
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to be developed, strong medicine must be administered. Economic analysis is 
pretty strong medicine. But it is not as strong as mathematics. And I hope 
to see the day when students as well as all economics teachers will have an 
attitude that is even better than that of those who take and teach mathe- 
matics. Nevertheless, it serves no purpose to deny that economic principles 
may be presented in such a way as to put students off economic feed for the 
rest of their lives. Unrealistic assumptions are undoubtedly necessary for 
teaching principles in the early stages of a course. But later on there is no 
excuse for not dropping these assumptions and for not appropriately modify- 
ing the conclusions based thereon. After all, an understanding of the real 
world is what we are trying to teach. 

Fortunately for students and teachers, the wholly institutional and: the 
purely theoretical kinds of courses are not indivisible alternatives. It is not 
necessary to have only one of them, to the exclusion of the other. An intro- 
ductory economics course can have some of each, and the real problem is to 
find the optimum combination of institutional and theoretical materials, with 
proper synthesis thereof. There are doubtless numerous methods of accom- 
plishing this synthesis. One way is to teach the basic principles (including 
those involving “national income” and other economic aggregates, i.e., includ- 
ing both micro- and macro-economics) in respect to a very small, simple social 
organization; on this foundation; large real-world economies with complex 
institutional arrangements can be analyzed. In respect to the latter, various 
major institutions can be described, but always in terms of the theoretical 
principles. 

Because total human behavior is considerably more than purely economic 
behavior, economics teachers should make full use of the studies made by 
experts in the fields of psychology, political science, history, sociology, and 
other fields of study. Theoretical conclusions based on assumptions of purely 
rational economic behavior must be appropriately modified. Economists as- 
suredly must take the findings of experts in other fields as “given” data. But 
this certainly can not mean that these findings are to be ignored. The proper 
use of these data constitutes in the broadest sense the synthesis of the institu- 
tional with the formally economic. 

Let us consider finally the survey course. Such a course, particularly if 
disjointed as to content and teaching, can be a worse than useless, a damaging 
educational’ device multiplying geometrically the disadvantages of the insti- 
tutional economics course. But in the hands of a single department of gifted 
teachers it can accomplish a very large measure of the needed integration or 
synthesis mentioned above. The central, unifying theme could well be the 
theory of rational choice among the alternatives facing the human animal in 
his effort to satisfy his basic urges. 

The survey course can be a useful educational technique if properly co- 
ordinated. It probably should be employed if students can not be required 
to take the introductory course in each social field or ż¿f, given such require- 
ment, the teachers in these coyrses are unwilling to utilize each other’s data 
in order to accomplish coordination. But education in economics, government, 
and human behavior is so important that I refuse to consider the survey course 
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anything more than a temporary stop-gap-—a device that may well be used 
until the teaching in the social fields (including use of other fields’ data) 
becomes what we think it should be. No matter how well organized, integrated, 
and taught, the survey course can not give the student enough in any one 
field. This appears to be a major shortcoming that negatives its great possible 
merit of blowing down the forbidding ivy-clad walls of academic specialization. 
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. CARROLL R, DAUGHERTY 


I speak today from a background which includes (1) training in formal eco- 
nomic theory through 1926; (2) a reaction away from such theory because 
I thought it laid undue emphasis on perfect competition, failed to integrate 
partial-equilibrium price theory with dynamic, economy-as-a-whole theory, 
and in general was out of touch with economic and political reality; (3) adop- 
tion of an institutional approach in my thinking and teaching; (4) a return 
to formal economics (a) after several government economic posts had con- 
vincéd me of the necessity for having an adequate frame of reference for the 
analysis of problems and the making of policy (no frame of reference being 
provided for me by any institutional approach as such), and (b) after the 
“new” economics had provided a much more effective set of tools; (5) participa- 
tion in the teaching of a general introductory survey or “orientation” course 
to college freshmen; (6) the teaching of formal economic’ principles in a 
“political” and “psychological” context to college freshmen and sophomores 
for several years; and (7) the study and administration of curricula in eco- 
nomics. 

Anyone who has interested himself in the teaching of economics is familiar 
with the host of problems and questions that arise in his efforts to equip the 
undergraduate with a modicum of knowledge and understanding in the field. 
For example, it is obvious that those interested in economics teaching must 
give major attention to and, if possible, agree on the objectives of such teach- 
ing. What is the nature of the product that the teachers of our colleges who 
deal with economics should try to create? Should this product be pretty much 
standardized? What course content will help produce it? Should the intro- 
ductory course contain mainly an explanation of analytical principles and con- 
cepts or should it be mainly descriptive of current economic institutions and 
their development? Should this course utilize information from other disciplines 
such as government, psychology, sociology, and engineering? Should this course 
be dropped in favor of a general survey course in the social studies, leaving eco- 
nomic theory almost entirely for students majoring in economics? Again, what 
pedagogical methods are best calculated to assist in the creation of the prod- 
uct? Shall each teacher not only give the same standard course but also em- 
ploy the same teaching techniques? Shall there be a general lecture section 
plus small “quiz” or discussion sections; or only small discussion sections? 
Shall the elementary courses be taught by high-rank professors or left to 
young instructors and graduate assistants? What use shall be made of the 
various “visual aids”? 

Clearly I have not the time nor is it my function to try to develop answers 
to all these questions this afternoon. Certainlyethe A. E. A. Committee on the 
Teaching of Economics has, åt numerous sessions such as this one and in private 
meetings, devoted much time and energy to these and other important, rele- 


